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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 to build an inclusive 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 expected water 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. Modelling 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, water resources, sustainable management, green 

economy, water quality modelling, water systems, regulation 

 

1. INTRODUCTION  

Over the past few decades, environmental concerns have received growing attention. 

Nowadays, climate change, pollution control, over-exploitation 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, along with 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 context. In the recent years Azerbaijan 

has succeeded to achieve a competitive economic structure based on information and 

innovation, improve the living standards of society, providing high-quality employment 

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 development.  
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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 poverty and unemployment. [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 Azerbaijan has evolved as both economic and 

population growths have placed increasing demands on Azerbaijanôs fresh water resources over 

the past 20 years. Problems of both the quantity of available water and its quality had to be 

addressed. The overall framework for water 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 providing the 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 

ñmarket testò of competition and full-cost pricing of their product. A recent development in 

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). 

Although this is not the same as the ñprivatizationò of public utilities that is seen in some 

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 interesting lesson on mixed public-private provision of a public service. 

Another trend in Azerbaijan has been the consolidation of many small water service providers 

into larger aggregates. This enables the larger firms to take advantage of ñeconomies of scaleò 

and try 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 national government (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 ability and willingness-to-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 prices to almost all users, and the subsidies both create continuing budgetary drains, 

but also do not encourage water conservation. The utilities lose some of the ñedgeò that comes 

from having to pay most of their operating costs, and consumers view water as a ñcheaperô 

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. These include both traditional 

command and control measures (especially important for pollution control problems) as well 

as various economicïbased measures. Azerbaijan has used both types of measures extensively, 

and, especially with the economic measures, has a system in place to generate revenues to help 

pay for water systems operation and management (although the large role of subsidies makes 

water relatively ñcheaperò than it would otherwise be). The most interesting point is the clear 

use of legal measures to 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 of water resources in Azerbaijan Republic 

concludes ñDeveloping draft version of MCLNS standards for enterprises applying technical 

standards and tolerance limits of waste and recommendations on its contentò. State 

Environmental Committee, 1994; ñRules for protecting surface water sources form impure 

water contaminationò.  
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State Committee on Environment and Control over Use of Natural Resources. Baku, 1994; 

ñStandardizing rules for use and protection of water sourcesò, Resolution 2006 of the Cabinet 

of Ministers of 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 community purposes, 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 for state 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). 

Council of Ministriesô Decision No: 206. Resolution 122 of the Cabinet of Ministers 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, preparation, submission, state expertise, approval and application of systems for 

comprehensive use and protection of water resources ï Article 8 (1998), The Cabinet of 

Ministers Resolution 206. Radiation Safety Norms QN 2.6.1.054-90 (NRB-90); State Standard 

2874-82. Drinking Water. Hygienic Requirements and Water Quality Control; SNIP 

(Construction Norms and Regulations): For water treatment plants: SNIP 2.04.02-84; State 

Construction Committee, 1985 - For waste water treatment plants: SNIP 2.04.03-85; State 

Construction 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 Azerbaijan is given 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, term of ñecological insuranceò for dangerous 

activities, and establishes volunteer and compulsory environmental audit of economic 

activities. Basic responsibilities for violation of its requirements have also been formulated.  

 

Table 1: Main environmental laws 

Legislative Acts Year adopted 

Sanitarian-epidemiological 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 Natural Resources 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 environmental standards: Maximum concentration limit of 

noxious substances (MCLNS) in environment; Tolerance limits of noxious substances 

discharged to the environment; Levels of radiation safety; Sanitary-hygienic norms and 

standards.  
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Violation of above-mentioned norms 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 assessment 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 different from 

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 Union 

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 agreement, Azerbaijan should attempt to ñPromote use of technical rules of 

the Union in this area and application of European standards and compliance evaluation 

methodsò within ñCooperation in the area of standards and compliance evaluationò. Under 

article 50 of the Agreement - ñEnvironmentò Azerbaijan has taken commitment to ñImprove 

national legislation on the basis of European standardsò. European Commission 

recommendation on involving South Caucasus countries in European Neighbourhood Policy 

(ENP) was confirmed in Brussels Summit of heads of states and governments of European 

Union countries held on 17-18 June, 2004. Within the framework of European Neighbourhood 

Policy ñEuropean Union - Azerbaijan Joint Plan of Actionsò was signed in 2006. The following 

are recommended to Azerbaijan in this document: Integrating 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 adopting and applying relevant laws; Preparing 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 plan of actions on environment, and continuing the process pf adapting to European 

requirements. Complete reconstruction of water supply and sewer systems of 43 cities and 

towns of Azerbaijan and construction of relevant plants and networks is planned within the 

framework of I and II 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 Standards, AWWA (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); Working projects on 

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 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. Modelling 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. 

An ideal water quality modelling framework allows for the selection of components and 

processes to tailor an application 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 1: The components and processes configuration for eutrophication modelling 

(Delft3D-ECO) 

Source: Deltares Reports. Corporate Sustainability.  

https://www.deltares.nl/en/about-us/annual-review/ 

 

A modelling framework has a modular structure, which makes it flexible in use and easy to 

extend with new substances and water quality processes. It is applicable for all relevant spatial 

and temporal scales, even in an on-line 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. Process formulations range from a simplified approach to a 

comprehensive, detailed kinetic approach. Add-on modules are available for equilibrium and 

kinetic chemical reactions. Apart from concentration fields in water compartments and bottom 

sediment layers, the surface water quality modelling framework generates detailed mass 

balances of simulated substances. [17] 

 

Table 2: The water quality processes 

1. dissolved oxygen, organic matter (detritus) 

2. inorganic and organic nutrients (nitrogen, phosphorus, silicon), 

3. chlorophyll, phytoplankton species, microphytobenthos species, macrophyte species, 

vegetation species, zooplankton, zoobenthos species (forcing) 

4. carbon dioxide, methane 

5. sulphate, sulphide  

6. organic micropollutants (including EWFD priority pollutants) 

7. heavy metals, iron 

8. 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/about-us/annual-review/ 
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Surface water quality models and groundwater quality models are usually coupled, traditionally 

offline, to hydrological, hydraulic and hydrodynamic 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 Figure 2. 

 

Figure 2: The components and processes configuration for eutrophication modelling 

(Delft3D-ECO) 

Source: Deltares Reports. Corporate Sustainability.  

https://www.deltares.nl/en/about-us/annual-review/ 

 

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 good data 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 scenarios, and to 

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 8.12 km3/year. Annual 

surface runoff is estimated at 5.96 km3 and groundwater recharge at 6.51 km3, of which 4.35 

km3 constitutes the base flow of the rivers. The estimated incoming surface flow is 25.38 

km3/year, of which 11.91 km3 from Georgia, 7.50 km3 from the Islamic Republic of Iran and 

5.97 km3 from Armenia. The Sumar River, with a total flow of 2.36 km3/year, forms the border 

between Azerbaijan and the Russian Federation. The total renewable surface water resources 

(RSWR), including incoming and bordering flows, are therefore estimated at 32.52 km3/year. 

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 

agreement. The groundwater resources are famous for their quality as mineral drinking water 

and are also used for medical purposes. The Nakhchivan Autonomous Republic is especially 

rich in mineral groundwater. The basin of the Kura and Aras Rivers. This is by far the largest 

basin in the country (excluding 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 is 1 515 km, of which 900 km is located within Azerbaijan. The total 

annual inflow from Georgia is estimated at 11.91 km3. The 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, which continues 

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 13.47 km3/year, bringing the 

total inflow into Azerbaijan to an estimated 25.38 km3/year [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 km3, half of which is 

considered to be available for Azerbaijan. The river divides into several branches before 

flowing into the Caspian Sea. On the table 3 there 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 cities. It 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 Sumgait city exceeded 

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

is most uses drinking water.  

 

Table 3: Regular and consistent water supply of some cities in Azerbaijan (mln.m3) 

  
 

1992  1995  1999  2003  2005 2008 2009 2010  2011 

 

2012  2013  2014 

 Azerbaijan 

 

1476 
1696 1817 2236 2224 2485 1891 1787 1788 2204 2184  2469 

 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 

Sumqait 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 44 42 50 49 55 54 51 50 51 52 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 

Sumqait 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 

Source: State Statistical Committee of the Republic of Azerbaijan 

 

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 

the Kura River Basin. The total reservoir capacity of Azerbaijanôs dams is around 21.54 km3. 

Most of this capacity, 21.04 km3, comes from large dams, of more than 100 million m3. 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. 
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Azerbaijan is party to three agreements with its neighbours on transboundary rivers: with the 

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). Issues of critical importance 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 resources. In 1997 the 

Government of Georgia ratified an agreement with Azerbaijan concerning environmental 

protection, providing for cooperation in the creation of specifically protected areas within 

transboundary ecosystems. The Caucasus Initiative, launched by Vice-president of Heydar 

Aliyev foundation Mrs. Leyla Aliyeva and German Ministry of Cooperation and Development, 

envisages, among other things, the implementation of the ñEcoregional Nature Protection 

Programme for Southern Caucasusò covering the three Caucasus countries: Azerbaijan, 

Georgia and Armenia. It will be implemented 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 UNDP. 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 ñAgreement on cooperation in the field of ecology and environmental protection between 

Azerbaijan and Turkeyò (UNEP/GRID-Arendal, 2005). From 2000 to 2002, USAID, in 

collaboration with Development Alternatives Inc. (DAI), implemented the South Caucasus 

Water Management project. Its aim was to strengthen co-operation 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 Assistance Commonwealth 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 trans-boundary pollution. The programme covered 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 protection (UNEP, 2002). 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 monitoring, data sharing and watershed management system among 

the Republics of Azerbaijan, Georgia and Armenia. Project Reducing Transboundary 

Degradation in the Kura-Aras River Basin, implemented by the UNDP Bratislava Regional 

Centre in collaboration with the Global 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, which is co-funded by 

Sweden, began 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 Kura-Aras River system meets the 

short and long-term needs of the ecosystem and the communities that rely upon it. It will be 

achieved by fostering regional cooperation, increasing the capacity to address water quality and 

quantity problems, demonstrating water quality/quantity improvements, initiating required 

policy and legal reforms, identifying and preparing priority investments, 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 Armenia against Azerbaijan in Nagorno-Karabakh 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.  
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5. WATER TARIFFS, WATER SYSTEM CAPACITY  

The appeal made by ñAzersuò OJSC was considered by Tariff (price) Council and new tariffs 

have been fixed. At the present 30.4 % of the costs of ñAzersuò OJSC is formed by the salary 

and 28.3 % is formed by the costs spent on power supply. In addition, average monthly salary 

in the Joint-Stock company is very lower than average indicators upon the republic. Letôs state 

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 manufactures of products 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 from 6m3 to 5m3 in the 

people consumption group and it means that such subscribers will pay less means every month. 

Letôs state that monthly per head water consumption indicator is between 3-5 m3 in most 

countries. Taking into account the fact that the principal value of 1 m3 water is very lower than 

the tariffs, the tariffs on the services of water utilization were fixed as 30 copech per 1 m3 for 

Baku, Sumgayit, Ganja, Mingechevir, Shirvan, Khirdalan cities and Absheron region, 0,25 

Manat per 1m3 for the other regions including VAT, 1 Manat for non-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 meeting. Taking 

into account the new norm, monthly additional 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 

mill ion Manat [11]. On the table 4 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]. 

 

Table 4: Tariffs, including VAT in Azebaijan (Manat1) 
Types of services Consumer groups Unit of 

measurement 

Tariffs, 

(including VAT, 

AZN)  

I. 

 

Water supply 

 

1. Population, including:     

1.1. Baku, Sumgait, Ganja, Mingechevir, 

Shirvan, Khirdalan and Absheron 
1 m3 0,30 

1.2. Other regions 1 m3 0,25 

2. Other areas 1 m3 1,0 

3. Those who use water as a raw material 
1 m3 12,0 

II.  

The waste 

water 

discharge 

1. Population  1 m3 0,06 

2. Other areas 1 m3 0,30 

Source: ñAzersuò Tariff (Price) council of Azerbaijan Republic 

 

The tariff changes will contribute to payment of the current exploitation costs of ñAzersuò 

OJSC, economical utilization of water, prevention of squandering, increase of quality of the 

services. The matters like increase of the numbers of the meters upon Baku city 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.  

 
1 1 $ = 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 leakage; Flood flow and mud flow control; Dam safety and control; 

Protection of coastal areas of the Caspian Sea level rising. The main challenge in water sector 

with regional or cross-boundary impact are following; Integrated monitoring of the Kura and 

Araz Rivers; 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 basins) and the 

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 qualities available 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 capacity of 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. 

Uncontrolled discharged 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 are high) can 

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 to protect soil structure, and drainage 

without adequate collector systems degrades river quality by increasing salt content [7]. A 

National Commission for regulation of Water resources should be set up and that water 

resources management responsibilities, financial resources, 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, social, and environmental needs for sustainable management of water 

resources. The strategy should be reviewed and rolled forward at regular (perhaps two-year) 

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, particularly in flow 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 information-gathering and plan-development 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 the possibility of entrepreneurship 

education in unemployment eradication in Nigeria. In the achievement of this objective, 

questionnaire was administered to 70 entrepreneurs in different locations in Nigeria to collect 

needed information. The hypothesis formulated, was tested and analyzed using Chi-square 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 embrace entrepreneurship education or training in order for them to become 

wealth creators by being self-reliant. Also, there is the need to empower other vocational and 

skills acquisition centres, by providing them 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. 

Keywords: Education, entrepreneurial skills, entrepreneurship education, 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 still disappointing to notice that entrepreneurial activities 

are still low, training is almost non-existent, 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 Ihugba, Odii and Njoku (2013) entrepreneurship activities and innovative 

ingenuity in Nigeria have developed enterprises in areas such as agriculture/agro-allied, solid 

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 of the highest rates of youth unemployment 

in sub-Sahara 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 majority of young 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, socio-culturally 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 necessitated by the fact that 

entrepreneurship development is a major factor in economic growth and development. 
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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 secure paid employment. 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 the shrinking 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 many 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 the high rate of 

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 education in 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 formulated to get an empirical finding. H01: 

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 1990s. Indeed, by the wake 

of the 21st century, as many as 1600 universities in the North-America 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 courses in entrepreneurship were launched in the 

1980s together with the UKôs first initiative for enterprise in higher education (Elton, 1991, 

Kirby, 1989 & 2005, Volkmann, 2004). The need for entrepreneurship education started in 

Nigeria in the mid-1980s when the economy collapsed due to political instability and 

inconsistencies in the social-economic policies of successive governments. This resulted in very 

high youth and graduate unemployment (Arogundade, 2011). Graduates of tertiary institutions 

were not having sound knowledge and skills which would make them self-reliance. 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 that would enable its 

graduates to be self-reliant and consequently reduce unemployment problems (Nwangwu, 

2006). Arogundade (2011) argues entrepreneurship education will equip the students with the 

skills to be self-reliant and task the government and other education stakeholders should make 

sure that educational programme at all levels of education are made relevant to provide the 

youths and graduates needed entrepreneurial skill. Entrepreneurship education in the narrower 

sense follows a direct approach, developing studentsô competencies and entrepreneurial 

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 self-employed and self-reliant. 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 and rural-urban 

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 (2008), and Awogbenle and Iwuamadi (2010) have identified the main 

causes of growing unemployment in Nigeria. The first is the rapidly growing urban labour force 

arising from rural-urban migration. Rural-Urban migration is usually explained in terms of 

push-pull factors. In addition to this, youth move to the urban area with the probability of 

securing lucrative employment in the industries (Muogbo and John-Akamelu (2018)). The 

seconds is the accelerated growth of population, Nigeriaôs unemployment problem is multi-

faceted. It affects the supply side through a high rapid increase in the labor force relative in the 

absorptive capacity of the economy (Muogbo and John-Akamelu (2018)). The third is the 

outdated school curricula and lack of employed skill and the fourth is 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. Challenges of Todayôs University Graduates / Professionals 

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 and employers 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 

polytechnics 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 situation is an economic 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, law accounting, and engineering and some few 

others are now difficult in getting employment opportunities. Employment prospects amongst 

qualified graduates are faced with a lot of increasing competition and the job openings are 

equally limited. From past experiences, 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 private 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 in the oil and gas 

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 Medicine (NMA), Law (NBA), Engineering 

(COREN) and Accounting (ICAN) are not spared from this ugly socio-economic phenomenon. 

Some graduates are even paid peanuts if they are lucky to secure paid jobs. University and 

polytechnics graduates now fall back on their lower 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 that is, the respondents of the 

questionnaires issued as described by Orodho (2009) as cited in Ekienabor and Arilesere (2018).  
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Data for this study were primary data generated from questionnaires distributed to a hundred 

respondents randomly selected from the federal ministry 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 Chi-square statistics. The respondents were asked whether 

entrepreneurship education 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: 

 

¶ Hypothesis 1:  

Entrepreneurship education has no effect on unemployment eradication in Nigeria. 

 

To test this hypothesis table 1 above was subjected to Chi-square statistical text through the 

use of SPSS. The result of the analysis is presented in table 2 below: 

 

Table 2: Chi-square test analysis 
 Hypothesis One 

Chi-square 4.000n 

Df 1 

Asymp. Sig. .046 

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

is 50.0. 

 

¶ 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. 

 

¶ 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 chi-square calculated and tabulated comparatively as shown in table 4 reveals 

that chi-square calculated is higher than chi-square tabulated. Therefore, the decision is to reject 

the null hypothesis and accept the alternate hypothesis which states that: Entrepreneurship 

education has a significant and 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 growth, reduced 

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 becoming a developed 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. Well-Implemented 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 

Entrepreneurship 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 are 

made; 

1. Students should be encouraged to embrace entrepreneurship education or training in order 

for them to become wealth creators by being self-reliant.  

2. Also, there is the need to empower other vocational and skills acquisition centres, by 

providing them 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 

Bike race ñA Ride for Ģirò is a traditional bicycle race of athletes, recreational athletes and 

children which is being held on the Island of Ģirje since 2005 and is organized by the Ģirje 

Ecological Association. The Ģirje Island is the largest permanently inhabited island of Ġibenik 

- Knin County, but itôs also the least populated island by the older population. Ģirje Island is 

characterized by unspoiled nature, valuable archaeological sites, its environment, rich 

tradition and natural resources. The intention of the association with this project is to maintain 

the continuity of the cycling race, which is a part of a larger project of sustainable development 

of the island where from year to year, the positive effects of such sporting events have been 

multiplying: additional extensions of the trails on the island and regulation of the environment 

(which also has the effect for prevention of fire), local community is mobilized and volunteering 

has been promoted (therefore the community is being strengthened), tourist promotion of the 

island is being supported and also healthy lifestyle and nature conservation were promoted 

through cycling, where all this elements together contributed to raise the quality of the cycling 

tourism offered on the island. In the conducted research by means of a survey questionnaire 

among participants of the bike race ñA Ride for Ģirò, explores the impact of cycling on health, 

relationship between participants' demographic characteristics and their attitudes towards the 

cyclotourism offer of Ģirje Island, their motives for participating in the race, attitudes towards 

the race organization itself and proposed guidelines for improvement by race participants. The 

research was conducted for the purpose for potential opportunities aiming for the improvement 

of the race organisation and exploration of attitudes of the race participants considering it as 

a cyclotourism market.  

Keywords: ñA Ride for Ģirò, island of Ģirje, cycling, cyclotourism, attitudes 

 

1. INTRODUCTION  

Cycling has a positive impact on human health and in addition to sports purposes and for the 

transportation needs it is also used for tourism. The Croatian Tourism Development Strategy 

has recognized cyclotourism as a promising form of tourism and it does strive to seek a special 

attention. The Ģirje Island is the farthest island of Ġibenik archipelago that has not been tourist 

evaluated. "A Ride for Ģir" is a traditional bicycle race of athletes, recreational individuals and 

children that is held on the Ģirje Island since 2005, itôs covered by the organization of the 

environmental association Ģirje. Organization of bicycle race is financed from the funds 

received through the application for the project tenders and from the donation funds. During 

race "A Ride for Ģir" in 2018 were surveyed race participants with the aim of exploring their 

attitudes toward the race organization and the perception of the Ģirje Island as a cyclotourism 

destination. 
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2. THE BENEFITS OF CYCLING  FOR HUMAN  HEALTH  

Cycling is a form of a physical activity that effectively engages the cardio-respiratory and 

metabolic functions of the entire body and brings significant health benefits. For this reason, 

cycling is recognized as an important part for promotion a healthy lifestyle, and cycling is a 

significant activity for achieving the recommended guidelines for the physical activity for the 

maintaining human health. Cycling is a very healthy activity that does not put burden on the 

joints and can be enjoyed by people of all age categories. Also, it is a fun, cheap and 

environmentally friendly activity that can be carried out for transportation, recreation and 

sporting purposes. Unlike many sports, cycling does not require a high level of skill or body 

fitness. Cycling engages a whole range of muscle groups and improves muscle capacity and 

cardio-respiratory endurance. If  itôs carried out regularly, it prevents a numerous chronic 

diseases associated with immobility and also helps to prevent obesity. Proceeded observational 

studies have found a strong inverse relationship between active bicycle transport and overall 

mortality and malignancy in the middle-aged population and also the elderly (Oja et al, 2011). 

Furthermore, intervention studies that were preceded on the working-age population have 

confirmed improvements in cardiovascular fitness and a reduction of risk factors that induce 

the cardiovascular disease in persons using a bicycle as a means of transport (Oja et al, 2011). 

In addition to its indisputable benefits for physical health, cycling also enhances some aspects 

of cognitive function and mental health in middle- aged and older-aged people (Leyland et al, 

2019), as well as health-related quality of life (Crane et al, 2014). 

 

3. BICYCLE  RACE ñA RIDE FOR ĢIRò FOR THE AIM  OF DEVELOPING  

CYCLOTOURISM  

Cyclotourism was created as a combination of environmental awareness and tourism travel. 

Instead of travelling by other means of transport, people are increasingly prone to travel by 

bike. Cyclotourism represents an independent cycling trip that signify pleasure, adventure and 

autonomy (Bumbak, Grubiġiĺ, 2017, p. 117). The main features of cyclotourism are: 

1. cyclotourism represents a form of tourism that dominantly takes place in a high-value, 

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. by developing cyclotourism tracks, itôs possible to on the environmentally and cost - 

effectively way connect European regions thereby to increase territorial cohesion among 

the EU Member States. 

4. the use of a bicycle may improve the general health of the residents. 

5. 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).  

 

Cycling has many benefits: it occupies little space, saves on time, and cycling improves psycho-

physical health. Cycling connects people, enables them to stay in touch with nature and 

represents the freedom of movement of an individual. Through the low cost of buying and 

maintaining a bicycle, cycling reduces external costs (Rupprecht Consult, 2017). Average 

cyclotourists are, on average, 45-55 year olds, secondary educated or university educated, with 

higher incomes: among them the more common group form males, and from them 20% are 

single, 50% are couples, and the rest represents small groups of 3-5 people. To cyclotourists 

are important variety of destination facilities, road safety, route markings, and accommodations 

that are tailored to their needs (Economic Portal, 2017). The cycling race "A Ride for Ģir" has 

been traditionally organized on the Ģirje Island since 2005. Ģirje Island is the farthest inhabited 

island of the Ġibenik archipelago and is presently going through a phase of demographic decline 
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(according to the 2011 Census, on the island were 103 inhabitants). Ģirje Island has natural and 

cultural-historical resources that can be used to develop tourism on the island. The island has 

historically been a military stronghold and as such has not been valorised in terms as a tourist 

destination. The islandôs coast is rugged and there are 29 bays on the island. The island has a 

pine and oak forest, and from agricultural crops are grown vines, figs, plums and olives. There 

are six orchid species growing on the island and different types of aromatic and medicinal herbs. 

There are small game on the island such as rabbits and pheasants, and the waters around the 

island have fishing spots, especially for tuna fish. On the island there are eight natural caves 

and pits, namely: Golubnica, Mala Jama, Podvodnje, Gravanjaļa, Mala buģa in Tratinska , 

Gradina, and Mala buģa after Prisliga and Draģevica. The most important cultural and historical 

monuments on the island are: the Church of St. Mary, remains of the nunnery called Kuĺiġta, 

five rooms field stone house or the Old house, fortress Gradina dating from the 6 century, St. 

Nikola Gustijerna (water tank of the name St. Nikola), Our Lady's Church in Muna Bay, Chapel 

of Our Lady of Seven Sorrows and Chapel in Mala Nozdra. Also was discovered an underwater 

archaeological site containing amphorae, which was protected by a cage from devastation. 

Above the Velika stupica bay there is the Gradina fortness. Cycloturism has the prospective of 

development on the Ģirje Island in a form of a tourist product because of the existing bike tracks 

and the bike race "A Ride for Ģir". The organization of the bicycle race is financed from the 

funds received through the application for project tenders and from the donations. The bicycle 

race has had a positive effect in the local community in the form of organizing of the local 

population and the members of the association, and there was a need for the arrangement and 

investment in the bike tracks. In 2006 the participants of the race came from different parts of 

the Republic of Croatia, but since 2007 the participants of the race were also foreign tourists 

who have come to the island to participate in cycling. Every year the trails and the environment 

are maintained, a cycling map is printed on which besides the cycling trails are marked 

restaurants and interesting sites on the island, signs and directions are placed on the island, the 

local community have been mobilized; the Ģirje Island is promoted as a "green cycling oasis". 

Also is promoted a healthy lifestyle which ultimately results in raising the quality of the island's 

cyclotourism offer. In the course of the last two years Ģirjeôs bike race has been included in the 

marking of the European Mobility  Week. Participants cycling on the Ģirje Island are (in line 

with the details of the Project documentation cycling race "A Ride for Ģir", 2018): 

1. members of the cycling clubs. 

2. recreational cyclists. 

3. children. 

 

There are four categories of participants existing: 

1. sport category (22 km long trail, Srcela - Mikavica - Zvizdulje). 

2. recreational category (15 km long trail). 

3. participants of 8-15 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 shown the number of participants in 

the óôA Ride for Ģirôô bike race. 

 

 

 

 

 

Figure following on the next page 
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Figure 1: Number of participants in the ñA Ride for Ģirò bike race ("A Ride for Ģir" project 

documentation, 2018.) 

 

4. RESEARCH METHODOLOGY  AND HYPOTHESES 

Data in survey were collected through use of anonymous questionnaires, and the survey was 

conducted after the cycling race "A Ride for Ģir" in 2018 on the Ģirje Island on 43 respondents. 

The survey questionnaire as a survey instrument contained 27 questions that were related to the 

demographic characteristics of the respondents, their views with regards to the organization of 

the ñA Ride for Ģirò cycling race and also their attitudes with regards to the Ģirje Island as a 

cyclotourism destination. Before the survey was initiated, the respondents were made familiar 

with the research and the subject of the research. The sample is suitable because only the 

participants of the cycling race were targeted. Demographic variables in the questionnaire were: 

gender, age, education, marital status, employment status and the country of residence. The 

statistical analysis was performed using the statistical package IBM SPSS Statistics 25.0. A 

five-point Likert scale was used (were 1 indicates the utmost disagreement, and 5 - strongly 

agreement). Data distribution was tested by Shapiro - Wilk  test: 

¶ normal distribution: age 

¶ abnormal distribution: everything else but the age. 

 

The descriptive statistics for the categorical variables have been shown using percentages and 

absolute values. The descriptive statistics for the numerical variables of the distribution is 

shown using arithmetic mean (AS), standard deviation (SD), median, interquartile range, 

minimum (min) and maximum (max) values. Differences in accordance to the gender were 

tested when using the following tests: 

¶ T-test for independent samples for numerical variables of normal distribution (age only) 

¶ Mann Whitney U test for numerical variables of abnormal distribution  

¶ ɢ2 -test and Fisher test for nominal variables. 

 

The applied level of significance was Ŭ = 0.05. 

 

In accordance with the set theoretical-methodological approach and the addressed problems, 

several hypotheses can be set: 

¶ H 1 - Participants in the ôôA Ride for Ģirôô cycling race are satisfied with the organization of 

the race. 

¶ H 2 - Participants in the óôA Ride for Ģirôô bike race consider that Ģirje Island has the 

potential as a cyclotourism destination. 
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5. RESEARCH RESULTS 

The demographic characteristics of the respondents are shown in Table 1. 

 

Table 1: Demographic characteristics of all respondents (Questionnaires and authors data 

processing) 
 Variable All  respondents 

(N = 43)  
N (%) 

Gender 
 

Male 25 (58,1) 

Female 18 (41,9) 

Marriage status 
 

Unmarried 11 (25,6) 

Married 27 (62,8) 

Widower / widow 2 (4,7) 

Divorced 3 (7) 

Qualifications 
 

No school 1 (2,3) 

Elementary School 0 (0) 

Secondary school 19 (44,2) 

Higher education /  

University study 

21 (48,8) 

Mr. Sc / PhD 2 (4,7) 

Working status 
 

Employed 30 (69,8) 

Unemployed 3 (7) 

Retired 8 (18,6) 

Housewife 2 (4,7) 

Student 
 

Amounted monthly 

earnings 

 

Up to 2000 HRK 6 (14) 

From 2001 to 4000 HRK 6 (14) 

From 4001 to 8000 HRK 18 (41,9) 

More than 8000 HRK 13 (30,2) 

Country of residence 
 

RH 42 (97,7) 

BiH 1 (2,3) 

Other 0 (0) 

Competing in other bike 

races 

 

Yes 20 (46,5) 

No 23 (53,5) 

  

In the survey participated 58,1% of male respondents and 41,9% of female respondents. The 

26,5% of respondents are unmarried, 62,8% are married, 7% are divorced and 4,7% are 

widowers. Of the aforementioned, 48,8% are highly educated, 44,2% of them own a high school 

diploma and 4,7% have a master's or doctoral degree. Employed were 69,8% of respondents, 

18,6% of employees are retired and 4,7% of them are housewives. A monthly income of HRK 

4001-8000 have 41,9 % of the respondents, 30,2% of respondents have a monthly income larger 

than HRK 8000, 14% up to HRK 2000 and 14% of 2001 to 4000 HRK.  Of those surveyed 

97,7% reside in the Republic of Croatia, 2,3% in Bosnia and Herzegovina.  
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Of the respondents 46,5% also have participated in other cycling races and 53,5% of them did 

not participate. The arithmetic mean of the age of the respondents is 44,8; therefore, the 

youngest respondent was 20 years old and the oldest respondent 68 years old. The arithmetic 

mean of the number of arrivals during the "A Ride for Ģir" bike race is 4,3 arrivals: the 

minimum number of arrivals is 1, and the highest number of arrivals is 14. Given the gender of 

the respondents, there was no statistically significant difference in the demographic 

characteristics of the respondents, except that a greater number of male respondents compete in 

other races (68%), while women did not (16,7% of them competed in other races). The 

quantitative indicators of respondents' values with regards to cycling habits and motives for 

attending the race are presented in Table 2. 

 

Table 2: Attitudes and habits of riding the bike and the motivation for coming to a race 

among all of the respondents (N = 43) (Survey and authors data processing) 
   AS SD Median IQR Min Max 

I use bike to commute to my job  2,3 1,7 1 3 1 5 

I use bicycle for tourism purposes 3 1,5 3 2 1 5 

Cycling affects health and quality of life 4,7 0,7 5 0 2 5 

For this bicycle race Iôve learned from friends or relatives 4 1,4 5 2 1 5 

For this bicycle race Iôve learned from media 3,8 1,4 4 2 1 5 

I also use the bike trails on the Ģirje Island 2,3 1,5 2 2 1 5 

My motive for coming to óôA Ride for Ģirôô is recreation 

and socialization 

4,8 0,6 5 0 2 5 

My motive for coming to a race óôA Ride for  Ģirôô lay in 

the field of competition only 

2 1,4 1 2 1 5 

My motive for coming to a race óôA Ride for Ģirôô is 

willingness to participate for many years to come 

3,1 1,6 3 4 1 5 

Ģirje Island has the potential to become a cyclotourism 

destination 

4,7 0,6 5 0 3 5 

 

From Table 2 is visible that participants do not use bicycle as a means of transportation to their 

work (in Dalmatia due to the hilly  terrain and lack of cycle paths in the cities); they consider 

that cycling have a positive effect on human health so they come to this bike race for recreation 

and socializing. Race participants believe that Ģirje Island has the potential to become a 

cyclotourism destination. There were no gender differences with respect to attitudes and habits 

of cycling and motives for attending the race. Quantitative indicators of respondents' values 

regarding satisfaction with the tourist offer of the Ģirje Island and the organization of the race 

are presented in Table 3. 

  

Table 3: Satisfaction with the tourist offer of the Ģirje Island and the organization of the race 

from the all of the respondents (N = 43) (Questionnaires and authors data processing) 
   AS SD Median IQR Min Max 

The nature beauty of the Ģirje Island 4,8 0,6 5 0 2 5 

Substance of cultural and historical monuments 3,8 1,1 4 2 1 5 

Accommodation offer on Ģirje Island 3,4 1,1 3 2 1 5 

Satisfaction with the organization of the race óôA Ride for 

Ģirôô 

4,5 0,8 5 1 2 5 

Satisfaction with the cycling trails on the Ģirje Island 4,2 1 5 2 2 5 

Satisfaction with cyclotourism signage on the island 

(maps, signposts) 

3,9 1,1 4 2 1 5 

Satisfaction with promotional materials on the island and 

the island's cyclotourism offer 

3,9 1,1 4 2 1 5 
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 Race participants consider the Ģirje Island to have natural beauty, but they are least satisfied 

with the accommodation offer on the island. The participants are satisfied with the organization 

of the race itself. There was no difference in the respondents' gender attitudes towards 

satisfaction with the tourist offer of the Ģirje Island and the organization of the race. A larger 

number of respondents do not see any further improvement in the organization of the ôôA Ride 

for Ģirôô race (55,8%) and they are satisfied with the current organization. Yet, 44,2% of 

respondents believe that the possibilities for the improvements do exist. Although the difference 

is not statistically significant, women are more critical to the possibilities for the improvement 

of the organization of the óôA Ride for Ģirôô race and suggest improvements in a greater 

percentage. Therefore, 61,1% of all female respondents believe that the organization should be 

improved what is also true for 32% of male respondents (68% of male respondents are satisfied 

with the current organization). Improvement options include: 

¶ required repairs of the bike trail (16,3%)  

¶ greater promotion and pool of prizes (11,6%)  

¶ adding other forms of entertainment (such as music and other sports competitions) (4,7%) 

¶ improving the shipôs connection to the mainland (4,7%)  

¶ other (4,7%)  

 

6. CONCLUSION 

Results of the research on the attitudes of participants of the cycling race "A Ride for Ģir" which 

has been held on the Ģirje Island since 2005 indicate satisfaction with the organization of the 

race, so these confirm the first hypothesis (H 1 - Participants of bicycle race "A Ride for Ģir" 

are satisfied with the race organization). Possible improvements to the organization include: 

required repairs of the bike trails, greater promotion and pool of prizes, the addition of other 

forms of entertainment within the race framework and improved ship connection to the 

mainland during the duration of the race. The demographic characteristics of race participants 

indicate that persons of both sexes participated in the race; participants are, for the most part, 

married and highly educated, employed with higher levels of personal income. Races 

participants have found that Ģirje Island has the potential to become cyclotourist destination, 

therefore, the second hypothesis has been confirmed (H 2 - participants of the "A Ride for Ģir" 

race consider that Ģirje Island has the potential as a cyclotourist destination.). They have also 

found that the island has natural and cultural historical resources but insufficient adequate 

accommodation offer. This research has indicated implementation of possible improvements 

for the future organizations of óôA Ride for Ģirôô bike race and also confirmed the satisfaction 

of the participants with the race itself. 
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ABSTRACT 

The issue of transfer pricing is usually linked to the topic of transnational 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 created and if 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 case 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 corporations seeks 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 describe methods 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 price-based methods and two profit-based 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 services applied 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 transactions 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 uncontrolled transactions. 
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2. LITERATURE REVIEW OF THE ISSUE OF TRANSFER PRICING  

Transfer pricing is defined as ñpricing the services and goods that are exchanged within a firm 

(between autonomous profit center divisions).ò (Hirshleifer, 1956) Transfer pricing is used for 

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 (2000) characterize transfer pricing as a strategic tool by internationally related 

companies used in decision-making, for realisation of base activity goals and shifting profits 

from one company to another company in order to gain tax benefits. In soma cases using transfer 

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 development, 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 economics, law and accounting interest in transfer pricing 

has focused on them as a tool for multinational businesses to reduce global taxes. As a result, 

we can classify businesses as ñprosperousò in good financial condition (Svabova, et al., 2018). 

The tax motive 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 

(Mihai, et al, 2018). Tax motivated transfer pricing is decribed by the Hassett and Newmark 

(2008) as ñthe practice of multinational corporations of providing intra firm sales such that most 

of the profit is made in a country with low tax systemò. Global tax authorities than have raised 

concern about the loss of tax profits that can be the 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 prices are meaningly correlated with the tax rates faced by affiliates and 

that they strongly hinder governmentsô effectiveness. Some authors also indicate recent 

evidence on how multinational corporates manipulate their affiliatesô sales prices (Bernard, et 

al. 2008) (Swenson, 2001). Similar 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 goods, services 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 are used are regulated by the OECD Transfer Pricing Guidelines 

for Multinational Enterprises and Tax Administrations. Part of the tax base of dependent 

persons is also the price difference between dependent persons. If, in commercial relations, the 

prices between 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 independent relationship, 

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 pricing methods are 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 international standard 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 methods, represent the 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 lenght priciple 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 Method and Cost 

Plus Method. 

 

3.1.1. Comparable Uncontrolled Price Method (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 transfer 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 because such 

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 which the product is acquired from a dependent person and 

subsequently sold to an independent person. The post-sale price 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 and achieve 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 price ï 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, it is necessary 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 in order to obtain 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 price + Resonable Margin of Dependent Retailer 
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We apply this method in cases where a dependent supplier does not contribute substantially to 

the value of the goods (for example, when selling semi-finished goods) or in cases of in-house 

services. 

 

3.2. Transfer pricing methods based on profit comparison 

These methods 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, these are transactions 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 between dependent persons, but they examine profits arising from 

dependent transactions. 

 

3.2.1. Profit Split Method (PSM) 

This method is based on the distribution of profits made by the joint venture of the related 

companies. Since the overall synergy of these assets 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 proportion to 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 participate (so-called "combined profits"). 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 method 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 mainly internal transactions if the 

company carries out the same activity with the dependent and independent person. The method 

is considered to be the most complicated and therefore its use is recommended only in the 

extreme case where no other method can be used. 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 obtain reliable 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 applicable and appropriate 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 method and the comparability 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 success 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 of e-government services. Furthermore, the 

study aims 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 Croatia. The data collected were 

analysed using descriptive and inferential statistics. The research has shown that employees of 

the Croatian state administration generally consider e-government services to be useful. In 

addition, the study has found that regardless of differences in age, gender, education level, and 

position in the institution, they give similar ratings to the usefulness of e-services. This finding 

is important for policy makers and managers responsible for e-government. There is very little 

research on the issues addressed in this paper. Thus, the study furthers current knowledge and 

contributes to the theory and practice of e-government. 

Keywords: e-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 functioning 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). Generally 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 (Kalisiak-Mňdelska, 

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, assurance, and protection of 

social equity should be at the centre of public administratorsô duties and responsibilities (White, 

2004). However, this is often not the case, which is why public sector managers and employees 

are criticised. Nevertheless, one should not disregard 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 continuous process 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. Furthermore, it is 

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 political life 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, the economy, non-governmental 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 facing many 

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 urbanisation, lack 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 theoretical and functional sense (Tadiĺ, 2015). In the Republic of 

Croatia, public administration includes state administration, local and regional self-

government, and public services (Kandģija, Mance, & Godec, 2011; Kopriĺ, 2011). According 

to Kurtoviĺ and Periġiĺ (2014), the term state administration 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 at creating the 

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 functions. The 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 

decision-making (Colnar, Dimovski, & Colnar, 2017). Being 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 few decades, 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 implementing technological innovation in the public sector are commonly referred to 

as e-government (Dukiĺ, Dukiĺ, & Bertoviĺ, 2017). Today, e-government is synonymous with 

a modern and functional government reliant on the use of technological advances. Given the 

importance of e-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. E-GOVERNMENT AND STATE ADMINISTRA TION  

Similar to many concepts related to the development and implementation of information and 

communication technologies, e-government has become a global phenomenon (Jaeger, 2003). 

As is often the case with terms that describe new concepts, trends, and approaches, there is no 

clear and widely accepted definition of e-government. Abu-Shanab and Al-Azzam (2012) 

define e-government as the use of information and communication technology, in particular the 

Internet, to deliver information and services by the government to citizens and businesses. 

According to Odat and Khazaaleh (2012), e-government 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 and effort, at any time, through a single website. For Hadi and 

Nawafleh (2012), the purpose of e-government is to facilitate the exchange of information 

between government and other stakeholders, primarily citizens, but also the business and public 

sectors. Ideally, its elements are well integrated and harmonised. Therefore, e-government is a 

process of information exchange between interested parties using Internet technology to 

provide fast, efficient access to the required services. Taiwo, Downe, and Loke (2014) note 

that, from the perspective of developing countries, e-government 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 fostering efficiency, accountability and 

transparency in governance. E-government 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 these steps 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 characterised by three main types of relationships: government-to-citizens 

(G2C), government-to-business (G2B), and government-to-government (G2G) (Haque & 

Pathrannarakul, 2013; Suklabaidya & Sen, 2013; Warf, 2014; Chaushi, Chaushi, & Ismaili, 

2015). Government-to-employees (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 the e-government stakeholders. To meet 

the needs of each of them, it is necessary to design and implement appropriate services. 

Government-to-citizens services enable the state administration to effectively communicate 

with citizens, solve their problems, and provide them with various forms of assistance and 

support (e.g. issuing documents and certificates, regulating health and social care rights, vehicle 

registration, etc.). Government-to-business services are being developed with the aim of 

enhancing interactions between the state administration and the business sector, thus 

simplifying operations, reducing costs, and enhancing the competitiveness of businesses. 

Government-to-government services encourage collaboration and cooperation between 

different government institutions at national, regional, and local level, which is a vital 

prerequisite for their successful operation. Government-to-employees services facilitate access 

to relevant information for state administration employees, support the exchange of knowledge 

between them, and contribute to their professional development (Sta, 2017). E-government 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 develop in 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 characteristic of e-government is delivery 

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 of e-government is the key role 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 Brown, e-government has 

had another notable impact on public administration. 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 implementing e-government projects at the 

national level and thus has specific needs and duties. Mofleh, Wanous, and Strachan (2009) 

note that central government needs include the financing of e-government, leadership, and the 

choice of management style, while its duties are developing strategies, monitoring and 

measuring, infrastructure building, passing of e-government legislation, coordination and 

collaboration, motivating, supporting, and building of an e-society. 
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3. STUDY OBJECTIVES, METHODS, AND SAMPLE 

Although there were some indications that the Republic of Croatia will implement 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 digitally-based state administration system. Over time, as a result of the activities 

undertaken, many e-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 terms of digitisation 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 

state administration perceive e-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 position in the institution. 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 divided into three age groups. The first comprised 120 (32.7%) 

workers aged 20-34. The second group included 178 (48.5%) respondents aged 35-49. In the 

third group, which included persons aged 50-64, there were 69 (18.8%) employees. Most of the 

participants (241 or 65.7%) 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%) have completed undergraduate or graduate studies, while 77 (21%) respondents had 

postgraduate degrees. There were 96 (26.2%) managers and 271 (73.8%) workers in non-

managerial positions. Being part of a larger study, this research builds upon the findings 

presented in previously published papers (Dukiĺ, Dukiĺ, & Bertoviĺ, 2016a; Dukiĺ, Dukiĺ, & 

Bertoviĺ, 2016b; Bertoviĺ, 2017; Dukiĺ, Dukiĺ, & Bertoviĺ, 2017). 

 

4. RESULTS 

The survey questionnaire was divided into several sections. One section inquired about e-

government services and their usefulness. The respondents were asked to indicate their level of 

agreement with 10 statements regarding the usefulness of e-government services on a 5-point 

Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree). Table 1 shows the 

percentage frequencies of their responses and summary statistics. Frequency analysis suggests 

that Croatian state administration employees are generally convinced of the usefulness of e-

government services. More specifically, there is only 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 are quite low, and relatively few stated that they disagreed with the 

proposed statements. 
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Table 1: Percentage frequencies of responses and summary statistics 
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P
e

rc
e

n
ta

g
e

 f
re

q
u

e
n

c
y

 Strongly disagree 1.4 5.7 6.0 2.2 1.4 1.6 1.1 1.4 1.1 1.6 

Disagree 4.9 6.8 6.5 5.4 5.2 4.6 4.4 3.5 4.6 3.5 

Undecided 23.7 28.3 33.0 28.1 21.3 24.3 22.9 25.3 20.2 28.9 

Agree 39.5 32.4 32.2 35.4 37.9 37.3 37.9 37.3 39.5 39.8 

Strongly agree 30.5 26.7 22.3 28.9 34.3 32.2 33.8 32.4 34.6 26.2 

S
u

m
m

a
ry

 s
ta

ti
s
ti
c
s 

Mean 3.93 3.68 3.58 3.83 3.99 3.94 3.99 3.96 4.02 3.85 

Median 4.00 4.00 4.00 4.00 4.00 4.00 4.00 4.00 4.00 4.00 

Standard deviation 0.93 1.11 1.09 0.98 0.94 0.95 0.92 0.92 0.91 0.91 

Interquartile range 2.00 2.00 1.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 

 

Summary statistics provide further insight into the perceptions of state administration 

employees regarding the usefulness of e-government 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 analysis. The highest mean was obtained for the statement that e-services 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 means, state 

administration employees least agreed that e-services 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 responded most uniformly to the 

statement that e-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 the institution. The non-parametric Mann-Whitney and 

Kruskal-Wallis tests were used to assess the significance of the differences. In addition, mean 

ranks were calculated for each item. 
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Table 2: Analysis of differences in attitudes with respect to age, gender, education level, and 

position in the institution 
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Age groups 

20-34 

Mean 

rank 

191.21 178.15 174.50 174.29 184.31 179.36 185.43 180.03 172.67 178.55 

35-49 169.25 178.41 181.18 181.04 181.97 180.18 184.99 186.28 189.57 186.21 

50-64 209.51 208.59 207.78 208.51 188.70 201.93 178.95 185.04 189.33 187.78 

Kruskal-Wallis test 
H 8.906 4.945 4.955 5.310 0.225 2.700 0.217 0.286 2.289 0.539 

p 0.012* 0.084 0.084 0.070 0.894 0.259 0.897 0.867 0.318 0.764 

Gender 

Female Mean 

rank 

187.34 185.91 187.55 187.97 188.56 190.95 189.54 188.46 189.00 188.53 

Male 177.62 180.35 177.21 176.41 175.29 170.70 173.41 175.46 174.44 175.34 

Mann-Whitney test 
Z 0.879 0.496 0.924 1.039 1.202 1.830 1.461 1.176 1.324 1.194 

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 

Mean 

rank 

200.86 187.61 195.14 200.81 200.38 206.57 200.33 204.04 194.78 200.61 

Undergraduate and 

graduate degree 
175.61 181.10 177.17 176.46 178.78 177.71 176.49 177.08 177.33 173.44 

Postgraduate degree 199.20 190.69 198.05 196.58 189.64 188.95 196.81 192.55 197.79 206.12 

Kruskal-Wallis test 
H 4.847 0.589 3.151 3.904 2.224 3.636 3.923 3.681 3.111 7.767 

p 0.089 0.745 0.207 0.142 0.329 0.162 0.141 0.159 0.211 0.021* 

Position 

Manager Mean 

rank 

168.22 177.98 180.48 176.31 173.46 174.07 178.49 181.03 181.15 182.86 

Employee 189.59 186.13 185.25 186.73 187.73 187.52 185.95 185.05 185.01 184.40 

Mann-Whitney test 
Z -1.791 -0.672 -0.394 -0.867 -1.197 -1.124 -0.625 -0.336 -0.324 -0.128 

p 0.073 0.501 0.694 0.386 0.231 0.261 0.532 0.737 0.746 0.898 

* Statistically significant at p < 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 graduates, and employees in non-managerial positions 

perceive e-government services as useful more frequently compared to other respondent 

groups. Nevertheless, the analysis showed that the differences were statistically significant at 

p< 0.05 in only two cases. The Kruskal-Wallis test revealed that at least two age groups are 

statistically different from each other when it comes to the statement that e-government 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 obtained through e-services 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 e-services 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 undergraduate and graduate degrees 

that data and information obtained through e-services are relevant and of high quality. 

 

5. CONCLUSION 

Information and communication technologies have dramatically changed the world we live in. 

Their emergence and implementation 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 administration has 

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 success depends 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 perception of e-services and their usefulness. The research presented 

in this paper shows that employees of the Croatian state administration are generally convinced 

of the usefulness of e-government services. This finding is encouraging, as employees who are 

hesitant to 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 consider e-services useful, but not completely. 

Hence, it can be concluded that it is not only necessary to raise employee awareness of the 

usefulness of e-services, but also that it is necessary to improve their efficiency. Despite 

expectations that employees' characteristics would influence 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 Croatian state administration rated the usefulness of e-government services 

quite similarly. This should make the work of policy makers and managers in e-government 

easier, seeing that they do not have to tailor their efforts and actions to different groups. To get 

a clearer picture of e-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 considerations. There are many issues 

regarding the human factor that need to be properly addressed and discussed. The acceptance 

and perception of e-government by employees of the Croatian state administration has received 

little attention in prior research. This paper extends the current knowledge on e-government in 

Croatia by focusing on state administration employees and their perceptions of e-service 

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 business. The 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 determination of its 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 the construction 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 construction market 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. Micro-companies 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, considering the 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 at large companies 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 criteria 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 assets income - Kulil, 2014 p.19). Extensive discussions of the professional public 

eventually resulted in its threefold conception of legal, economic and accounting. (DOHNAL, 

R .; HANUĠOVĆ, H .; LIPOVSKĆ, Z. THE ISSUE OF GOODWILL AS AN INTEGRAL 

PART OF THE VALUE OF 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 authors are inclined to the definition of V. Kulil - 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 relations, promotion and advertising. Kulil, 2014, 14 Goodwill's synergy with 

marketing is evident from this statement. The development of Goodwill depends and is also 

realized through the processes of marketing strategies. See 

 

Figure 1: Binding Goodwill and marketing strategies in the internal external environment of 

the enterprise, Custom processing 
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Figure 2: Scheme of implementation of impact of marketing strategy and its impact on 

goodwill Revenue/costs (M/C) 

 

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 Goodwill (Badwill) 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, but Goodwill 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 Method. - viz. 

DOHNAL, R .; HANUSOVA, H .; LIPOVSKÁ, Z. Goodwill, the issue of inclusion into the 

company assets and marketing strategy of determining its value. Each of these methods has 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 Goodwill. The authors apply the method of determining 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 or unconsciously. 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 activity, and 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 course, reflected in the construction market, which Pleskaļ, Soukup p. 

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, since other 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 of construction works where, according to Pleskaļ, 

Soukup p. Construction work is 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 dynamic 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. The location of the 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 operation within 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 very expensive 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 part of the goodwill contractor. Goodwill 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 spent. The value of 

Goodwill generated by a business depends on its size. According to the EU standard, enterprises 

are broken down, see Tab. 1. 

 

Table 1: Company size category according to EU standard,  

Available from: https://eur-lex.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 .; LIPOVSKÁ, Z. Goodwill, the issue of 

inclusion into the company assets and marketing strategy of determining its value. It is a classic 

economic analysis supplemented with a survey of factors significantly affecting the demand for 

business performance and brand. The survey requires a wide sample 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 classes. To 

ensure transparency, objectivity and re-use, 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 the brand Haig2002 p 

Business category Number of 

employees 

(annual work 

unit) 

Annual turnover 

in mil. ú 

Annual 

balance sum 

in mil. ú 

Number of 

enterprises by 

number of 

employees  
From y. 2016 

Large enterprise over 250 Over 50 Over 43 51 

Medium enterprise Over 250 Up to 50 Up to 43 478 

Small enterprise Up to 50 Up to 10 Up to 10 3 360 

Micro enterprise Up to 10 Up to 2 Up to 2 166 322 

 

OR 
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Each of these factors can be assigned a score of 0-10 points. The sum of all achieved points 

creates a value on the basis of which the company is assigned to the group, see Tab. 2 

 

Table 2: ɓrandɓeta score 

Source: in Haigh, 2002, s. 27, Custom adjustment 

 

2. HYPOTHESES 

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

¶ Marketing strategy is an integral 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 assets and 

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

cases Goodwill is also accounted for in financial accounting 

¶ Companies always create Goodwill either consciously (deliberately) or unknowingly 

(intuitively) 

¶ A number of methods are used to determine Goodwill 

¶ According to the Commercial Register, the Pareto rule applies 

 

2.1. Hypothesis 1 

Goodwill construction companies in the field of construction depends on both size and area of 

its activities. In the Czech Republic, 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 highly specialized 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 least. A tradesman intuitively focuses marketing and his marketing strategy on his 

customers. This depends on the type of specialized activity. Ie. the volume of orders obtained 

from individual specific customers. These customers can be individual entities as well as small 

and medium-sized companies. 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 particular entrepreneur. 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 requirements, speed and quality of the work performed 

and compliance with the concluded contract. Goodwill is a narrowly specialized, intuitively 

entrepreneur-based entrepreneur and results from detailed knowledge of a narrow customer 

segment. It focuses more on branding and 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 self-employed person ceases to exist as both marketing 

and Goodwill depend on 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 specialization in certain activities. Goodwill depends on the specialization of the company 

Points 91-100 81-90 71-80 61-70 51-60 41-50 31-40 21-30 11-20 0-10 

Category AAA  AA A BBB BB B CCC CC C D 
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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 of certain activities, on 

the complex implementation of small orders, but also on the implementation of minor repairs, 

reconstructions and maintenance. In some cases, these are not net-related firms, as construction 

activities are classified as one of the activities they operate. E.g. some farms. These companies 

form a marketing strategy ,and in some cases consciously create Goodwill. Which is directed 

to customer requirements and Goodwill also depends on the company's marketing strategy 

(expansion or stabilization). 

 

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 medium-sized companies is relatively 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 reduce the relatively 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 structure. They focus on getting public contracts and development projects more 

or less regardless of the type of construction. The actual construction activity is transferred to 

subcontractors. Their Goodwill is focused on fulfilling the qualification parameters for 

obtaining a public contract. Or a long-term contract with a private investor. Large companies 

focus on obtaining large contracts based on 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 parameters varies according to the size of the 

company. The importance of the individual criteria of a large firm will be different from that of 

small and medium-sized firms. A survey among construction companies was chosen to confirm 

the seriousness of individual factors. 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 a regional 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 representatives of large and 

small and medium-sized companies. Interviewing 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 not respond in 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 approached. The selection of respondents 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 segment of 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, Zlín, Olomouc, Pardubice, Moravian-

Silesian and Vysoļina regions, whose competence is both regional and within the whole Czech 

Republic. In order to verify individual factors of the BrandBeta method, a survey among 

construction companies was chosen. 61 construction companies were approached. The return 

was 43 effective questionnaires. For 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 included BrandBeta 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. Where 10 were the most. The third part contained ten basic 

questions focusing on the specific determination of the ten BrandBeta parameters. E.g. 

advertising awareness - "Are you using some form of paid promotion / advertising - YES / NO" 

If YES what kind of 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 If companies are 

monitoring the response to promotional activities / YES / NO If YES, state how. Interviewing 

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 form of tables was chosen. In view 

of the specifics resulting from hypothesis 1 (the difference between a large company and a 

group of small and medium-sized companies), respondents were divided into two groups. For 

large firms, the second group consisted of medium sized 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 large-scale group, the assessment is as follows: 

1. Bran awareness    9,286  

2. Market-on 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 group, the 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  2,833  

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. Market-on time    7,077 

3. Price elasticity     6,462 

4. Market position     5,923 

5. Sales growth rate    5,769 

6. Market share    5,462 

7. Price increase     5,154 

8. Distribution + advertising awareness 4,615 

9. Marketing expenses    1,923 

 

Graph 1: Weighting criteria of individual factors of the BrandBeta method. Source: own 

research, own processing 

 

The differences in the perception of the importance of individual parameters differ. The biggest 

match is for marketing expenses - 10th place. 

 

Graph 2: Differences in the evaluation of individual BrandBeta criteria for different types of 

companies. Source: own research, own processing 
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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 between the highest and the lowest rating is 

6,167 for small and medium-sized companies and 7,286 for large firms. There is a common 

agreement only in the criterion ñMarketing expensesò, where the difference between points is 

only 0.067 points. In the first three places, the criteria ñBrand awarenessò ñTime on the marketò 

and ñPrice elasticityò ranked equally, but in different order. These three criteria can therefore 

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 shows fundamental differences 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, who their 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 criteria. The criteria set by the BrandBeta method 

are hard criteria. The 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 criteria. For 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 not its price, 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 the marketing strategy and its effectiveness can be identified 

by regular review of the value of Goodwill. The 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 applicable. With regard to the fact that only those 

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 is applicable, 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 company. 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 scale. 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 maintenance costs, 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 impact of 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 happen in the 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 communications 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 printing industry, 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 period 2012-2022. In addition to 

that, this paper aims 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 undergone an intensive 

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 above also 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. With Croatia'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. Consequently, 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 digital printing 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 

demands. Data on 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 and the world from 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 2006-2010 

(Andraġek, 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 revenue of less 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 2018 (authors' calculation) 

 

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 by 24 from 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 efforts made to ensure better conditions in either the domestic or foreign labor 

markets, and the merger of several companies into one group. The number of employees has 

also been decreasing throughout the observed period, and in 2018 we saw a decrease of 9 % 

compared to 2012. Compared to 2007 when 9.232 employees were employed in the industry, 

the decrease has been 35 %. There has been a clear upward trend in total corporate revenue 

since 2012 (except for 2014, when it fell by 2 % compared to the previous year) and in 2018 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 $ 557 million. 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 last few 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.poslovna.hr). The 

analysis used the compound annual growth rate (CAGR) which represents the average 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 the following way: CAGR is 

(EV/SV) 1 / n ï 1 where EV is Investmentôs ending value, SV is Investmentôs starting value and 

n represents the number of investment periods (www.investopedia.com). Furthermore, with the 

exception of Greece and Spain, all other Western European countries show a decline in printing 

industry, with negative CAGR 2012-17 and 2017-22, and with Finland, Sweden and the 

Netherlands having the sharpest fall. The countries of Eastern Europe, except Ukraine and 

Russia, recorded growth of the printing industry during the observed period. Poland (5 %) and 

Romania (3 %) had the highest growth. In the period from 2012 to 2017, Croatia recorded an 

increase of 0,9 % in CAGR and 3,15 % for 2017-18. Accordingly, a further growth trend at the 

rate of 1-2 % has been anticipated for the period 2017-22. 

 

Table 2: European printing output by country, 2012-22 in million $, constant 2016. prices 

and exchange rates (Smyth, 2017, p. 207, 315 and authorôs calculation) 

 

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 production techniques. 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 (sheet + web), coldset web offset, gravure, 

flexography, screen, digital and other printing techniques (leterpress, security printing). The 

CAGR for the period 2012-17 was also used for the analysis, as well as the PIRA projection for 

CAGR 2017-22 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 coldset web offset  (-7,7 %) and screen printing (-5,6 %) show the sharpest decline. 

Printing production in Western European countries declined by 1,4 % in 2012-17, while a 

negative trend has also been forecasted for the period until 2022. Eastern European countries 

showed a 1,9 % increase in production in 2012-17 and further growth of 2,5 % has been 
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forecasted for 2017-22. In these countries the highest decrease was recorded for coldset web 

offset (-4,5 %) and screen printing (-5,7 %). Digital printing was up 11,9 % in 2012-17. 

 

Table 3: Printing output by process type 2012-22 for Europe and 2012-18 for Croatia 

(Smyth,2017, p. 209, 317 and author's calculation) 

 

By analyzing the total production of Croatian printing industry, we reached total production 

growth of 0,9 % during the period 2012-17, 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 printing (-13 %) 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 2012-17. Figure 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 6 %. 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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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 flexography in the same period by 6 %. Investment in coldset web 

offset declined by 7 % and in offset is the biggest decline in investment by 12 %. 

 

Figure 2: Print equipment market by process type in Eastern Europe in 2012., 2018. and 

2022. (Smyth,2017, p. 319) 

 

In Figure 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 web offset declined by 3 

% and in flexography is the biggest decline in investment by 39 %. 

 

 

 

 

 

Figure following on the next page 
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Figure 3: Print equipment market by process type in Croatia in 2012. and 2018. (authorôs 

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 market increased 

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, there are three basic categories of 

printed products (Smyth, 2017): 

1. Publication ï newspapers, magazines, books, directories and catalogues. 

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

transactional and general commercial print products. 

3. Packaging ï 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 on the global print market and Croatian print market from 2012 to 2018. There is 

continuing growth in packaging and labels, a sector which is immune to electronic alternatives, 

with limited growth in commercial graphics and significant publication values, both for the 

global print market and Croatian print market. 

 

Table 4: Publication, commercial graphics and printed packaging global markets, 2012-22 

(Smyth, 2017, p. 7) 
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Table 5: Publication, commercial graphics and printed packaging in Croatia print market, 

2012-18 (author's calculation) 
In mil.$.  2012 2013 2014 2015 2016 2017 2018 Change 

2012-18 

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  128,1 133,7  133,4   5,0% 

Packaging & labels  201,5   206,9   224,1   216,5  228,3 242,6  250,1  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 2012-2018 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 in publications by 13,9 %, in commercial by 4 % and packaging growth by 15,4 %. 

 

Figure 4: Publications, commercial graphics and printed packaging markets in the world in 

2012-22 and in Croatia in 2012-18 (Smyth, 2017, p. 8 and authorôs calculation) 

 

5. CONCLUSION 

The analysis of economic trends and business development for Croatian printing industry 

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 the period 2018 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 Croatia. The data we obtained from the analysis show 

growth trend of total printing output 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 itôs growth from 2017 to 2022 for 2,8%. Offset 

wil l continue to stagnate in next few years and coldest web offset printing will continue to fall 

at the predicted rate of -5%. From the above data we can reach the conclusion that the trends of 

Croatian printing industry are in line with those of the Eastern European 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. Additional possible 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 Internet usage due to its sole purpose.  

 

                             World:           Croatia in mil.$.: 
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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 the growth 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 market capitalization.  

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 restructure the entire financial sector to 

complement the reform in banking sector. 

Keywords: Bank capitalization, banking sector, capital market, market capitalization, Nigeria 

 

1. INTRODUCTION  

Commercial banks financial activities have been a bedrock of economic 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 activities 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 growth. The issue 

of the bank consolidation has assumed international concern because of the importance of the 

institution in the facilitation of domestic economic growth and international 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 had remained 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 

government, the regulatory authorities, bankers as well as the general public. This is because 

of the importance of banking sector in any modern economy (Sanusi, 2012). Unfortunately, one 

major cause of the financial distress in the banking sector is ñcapital inadequacyò. Capital 

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 under-capitalized 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 reforms in 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 non-performing liabilities (NPL). Capitalization could be achieved through consolidation 

which ultimately materialized in Nigeria on January 2, 2006 after series 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 efficiently in order to ensure the achievement of macroeconomic 

goals of price stability, full employment, high economic growth and internal and external 

balances. According to Idowu & Babatunde (2009), the most widely acclaimed measure used 

to stimulate capital 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 environment for capital markets ï 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 competition ï such as capital account liberalization; 

3. reforms indirectly supportive of capital market development ï such as pension reforms and 

privatization programmes; and 

4. capital market specific reforms ï such as the development of regulatory and supervisory 

frame-work and improvement in securities 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 do not 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 sector reform of 2004 which give rise 

to the statement of the problem. However, 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 examine the 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 

economy cannot be determined unless through empirical investigation.  Hence, reform in 

Nigeriaôs banking sector provides such opportunity to examine how recapitalization in the 

sector has affected market capitalization growth. From the forgoing, one would like to ask what 

constitutes banking sector reform, and one would also want to know if bank recapitalization is 

enough to cause a growth in capital market? The broad objective of the study is to examine the 

impact of banking sector on capital market in Nigeria economy. 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 Nigeria 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 other Financial 

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) for existing 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 measure is 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, the resulting firm 

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 becomes a division 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 sector (BIS 2001). It is mostly motivated by technological 

innovations, deregulation of financial services enhancing intermediation and increase emphasis 

on shareholdersô value, privatization and international competition (Berger, Demsetz, Straham 

1999 & De Nicolo 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 gains. It may also 

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 increase in leverage 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 the requirement 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, convergence as 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 financial architecture. The increase in shareholdersô funds is achievable through capital 

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 the need 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 best practices. 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). Capitalization is an important component of reforms 

in the Nigerian 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 banks or raising additional 

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, 2007). Thus 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 issue of low capitalization 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 economic mal-adjustment is associated with 

policy pursuit which depart 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 Sub-Saharan 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 capital market. It 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 Reform 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 development 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. Market Capitalization (MC) rose by 318.3 per cent, from N2.06 trillion 

in 2005 to N10.20 trillion in 2008, while the All-Share 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). These were the 

same period banking sector capitalization was ongoing. Idowu & Babatunde (2009) confirmed 

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

of shares, transfer of securities and appreciation of existing sharesô value of banks. Saint Paul 

(1992) showed that stock markets provide a vehicle Risk diversification had been discovered 

to influence growth through the shifting of investments into higher-return projects. This is 

because projects with high expected returns tend 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 how the efficiency of an economyôs capital resale or equity market (as measured 

by the costs of transacting in them) affect the economyôs efficiency in producing physical 

capital and, through this channel, final goods and services. Their study emphasized the role of 

equity markets in providing liquidity to holders of long-term and essentially illiquid capital. 

Their findings showed that as the efficiency of an economyôs capital markets increases (i.e. as 

transaction costs fall), the general effect is to cause agents to make longer-term, 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 Calderon-Rossell behavioral structural 

model of stock market development which was used in Idowu & Babatunde (2009) study. In 

this model, economic growth and stock market 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 éééééééééééééééééééééééééééé.(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) ééééééééééééééééééééé..(2)  

 

V = V(G, P), P = P(T,V) éééééééééééééééééé..(3)  

 

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=ɓ1 LogG+ɓ2LogT ééééééééééééééééééééééé(4) 

 

For the purpose of this study, equation 2 will be used to specify the model. 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 will include bank capitalization and credit to 

private sector. 

 

MGRt = Ŭ1BMt + Ŭ2RGt + Ŭ3BCt + Ŭ4CPt + Ŭ5MGt + Ŭ6CGt + Ŭ7MCt+ µ téééééé..(5)  

 

Equation 5 shows the effect of Real Gross Domestic Product(RGt), financial deepening (MGt), 

bank capitalization (BCt), credit to private sector (CPt), Bank capitalization contribution to 

market capitalization (BMt), credit to private sector contribution to GDP (CGt) and initial 

market capitalization (MCt)  on market capitalization growth rate (MGRt). Calderon-Rossell 

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 credit to economic 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 capitalization and bank 

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 violated. In this case, 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 Capitalization (Nô billion) 

Year 

Market 

Capitalization 

 

Bank 

Capitalization 

Ratio of Bank and 

market 

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 N979.04 billion 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 capitalization 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 a steady increase over time. 

 

Figure 4.1: Market Capitalization Trend in Nigeria 

 

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 graphs show 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 Estimation Variables 

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 R-squared 0.954365 

F-statistic 30.87584 

Prob(F-statistic) 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 of significance. 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, bank 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 a negative 

relationship with the market capitalization growth rate which does not go in line with the a 

priori expectation. From it coefficientôs value, any percentage increase in real income, market 

capitalization growth rate will fall by 0.1 %.  The magnitude effect 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 sector coefficient showed a positive value, which implies that market 

capitalization growth rate will increase by 0.25, if it increase by a unit. Initial market 

capitalization and financial deepening have positive effect on the market capitalization growth 

rate in the 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 robust and unbiased 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 F-statistic (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 of the assumptions 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 shown remarkable 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 non-performing loans 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 financial authorities. 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 the CBN 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 market efficiently 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 

capital 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 stimulate economic growth. The 

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 of non-performing 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 is to examine the effect of online studentsô engagement on overall 

studentsô satisfaction and the impact of studentsô satisfaction on studentsô loyalty in the higher 

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 

results showed a positive impact of two dimensions of online studentsô engagement on studentsô 

satisfaction. Also, the relationship between studentsô satisfaction and their loyalty to a higher 

education institution was confirmed.   

Keywords: higher education, online 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 marketing concept that puts the needs 

of users of education services ï students, in the spotlight. Many factors as increased 

competition, decreased government funding, and the increased cost of education lead to 

marketisation in higher education (Guilbault, 2016). Moreover, students are considered partners 

in the value co-creation process in higher education (Dollinger, 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 word-of-mouth 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' 

satisfaction and loyalty to a HEI. In order to gain a competitive advantage in the market, it is 

essential that HEIs create quality student-centered educational programs. In this process, the 

implementation of a modern information-communication technology (ICT) 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 quality e-learning programs at all levels of higher 

education. As today's generations of students spend a considerable amount of time online, the 

question is whether their greater online engagement in the educational process contributes to 

their satisfaction with 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 institution. The 

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, and conclusions. 

 

2. CONCEPTUALIZATION AND HYPOTHESES DEVELOPMENT  

2.1. Online studentsô engagement  

The term engagement is often used in the marketing literature providing different definitions of 

customer engagement. For example, van Doorn et al. (2010, p. 254) define customer 

engagement as ña customerôs behavioral manifestations that have a brand or firm focus, beyond 

purchase, resulting from motivational driversò. Lemon and Verhoef (2016, p. 74) point out that 

customer engagement is ñemerging as a component of the customer experience through specific 

interactional touch points, such as social communities and interactions with service employees 

or other customersò. When it comes to education, studentsô engagement at all levels of 

education, including in higher education, stands out as a determinant of successful completion 

of a study program and the achievement of learning outcomes. For example, Pike, Smart and 

Ethington (2012) found out a positive relationship between studentsô engagement and their 

learning outcomes. According to Krause and Coates (2008), studentsô engagement refers to the 

extent to which students are engaging in provided activities which are linked with high-quality 

learning outcomes. Studentsô engagement is a multidimensional construct. Krause and Coates 

(2008, p. 493) define it as ña broad phenomenon that encompasses academic as well as selected 

non-academic and social aspects of the student experienceò. Ahlfeldt, Mehta and Sellnow 

(2005) concluded that studentsô engagement includes studentsô involvement, excitement and 

persistence.  Further on, Krause and Coates (2008) reported on seven calibrated scales of 

studentsô engagement emerging from a large-scale study including the first year undergraduate 

students of Australian universities: Transition Engagement Scale (TES), Academic 

Engagement Scale (AES), Peer Engagement Scale (PES), Studentïstaff Engagement Scale 

(SES), Intellectual Engagement Scale (IES), Online Engagement Scale (OES) and Beyond-

Class Engagement Scale (BES). The Online Engagement Scale (OES) reflected three main 

ways of the first-year studentsô online engagement (usage of the web and computer software to 

support learning and access resources, the role of ICTs in promoting independent and self-

initiated learning and usage of the ICT in communication and building a community.). The 

authors concluded that ñstudentsô engagement with ICTs represents a separate scale that does 

not preclude its interaction and influence on a range of other behaviours, attitudes and learning 

experiencesò (Krause and Coates, 2008, p. 502). The impact of university studentsô online 

social networking engagement on social learning processes and outcomes was researched by 

Yu, Tian, Vogel and Chi-Wai Kwok (2010). They confirmed that the online social networking 

had an impact on university studentsô learning outcomes and helped the students to attain social 

acceptance from others and adapt to the university culture. Studentsô engagement does not only 

influence learning outcomes and socialisation, it also affects studentsô satisfaction and loyalty 

to the institution. Yu, Tian, Vogel and Chi-Wai Kwok (2010) proved that university studentsô 

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: 

¶ H1: Online studentsô engagement has a positive effect on overall studentsô satisfaction.  

 

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 satisfaction measures customersó 

perceived satisfaction with their experience of a firmôs offerings (AMA), which provides a 

leading indicator of consumer purchase intentions and loyalty. As the concept of marketing is 

applied in different industries, both for-profit and non-profit sectors, so is the notion of 

https://marketing-dictionary.org/customer
https://marketing-dictionary.org/customer
https://marketing-dictionary.org/consumer
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satisfaction explored in many areas. Therefore, university studentsô satisfaction is considered 

ña short-term attitude resulting from an evaluation of a studentôs educational experienceò 

(Elliott and Healy, 2001, p. 2). It is one of the major elements in determining the quality of the 

programs in higher education (Parahoo, Santally, Rajabalee and Harvey, 2016). Santini, 

Ladeira, Sampaio and da Silva Costa (2017) performed a meta-analysis and found six 

consequents of satisfaction in higher education: attitude toward the higher education institution, 

intention to recommend, involvement, loyalty, trust and word-of-mouth. Additionally, by 

examining the role of customer engagement on customer loyalty through the example of a 

private higher education institution in Indonesia, Manggarani (2018) has found out, that 

studentsô engagement has a significant effect on studentsô satisfaction and that studentsô 

satisfaction has a significant effect on studentsô loyalty. It results with the second hypothesis:  

¶ H2: Overall studentsô satisfaction has a positive effect on studentsô loyalty in higher 
education.  

 

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

 

Figure 1: Conceptual model (The authors) 

  

3. METHODOLOGY  

This study takes a quantitative approach to measuring studentsô perceptions toward online 

studentsô engagement, satisfaction and loyalty. In order to collect the data, the survey method 

was applied. In addition to demographic questions, the questionnaire included constructs which 

were measured by items taken from the existing literature. Online studentsô engagement was 

measured by using twelve items taken from a study by Krause and Coates (2008). Four items 

taken over from Elsharnouby (2015) were used to measure the studentsô overall satisfaction. 

Studentsô loyalty in higher education was measured by using four items taken from Encinas 

Orozco and Cavazos Arroyo (2017). All items were measured on a five-point Likert-type scale, 

ranging from ñstrongly disagreeò to ñstrongly agreeò. The questionnaire was created in English 

and translated into Croatian. The survey was created in an online format. Students were sent a 

link to the survey asking them to complete it. The research was conducted from 30 May until 

10 July 2019 on a purposive sample of students. 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 25 were 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 were full-time and 59.7% were part-

time students. After analysing the sample structure, the respondentsô answers were analysed by 

using descriptive statistics. Results are presented in Table 1. 
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Table 1: Descriptive statistics (N =278) (Research results) 
Item 

number 

Construct / Item Mean SD 

ONLINE STUDENTSô ENGAGEMENT  4.09 0.56 

oe1 Online discussion with other students is very useful. 4.27 0.90 

oe2 Using email to contact other students is very useful. 3.56 1.22 

oe3 
Online tutoring (electronic access to tutoring support, e.g.  

Moodle) is very useful. 

4.37 0.90 

oe4 
Computer software (e.g. simulations) designed specifically 

for the course is very useful for me. 

3.91 1.03 

oe5 Using e-mail to contact lecturers/tutors is very useful. 4.56 0.72 

oe6 
Online resources (e.g. course notes and materials on the 

web) are very useful for me. 

4.63 0.70 

oe7 Learning at my own pace using online resources is useful. 4.50 0.66 

oe8 
I regularly use web-based resources and information 

designed specifically for the course. 

4.62 0.64 

oe9 I regularly use e-mail to contact friends in my course. 2.76 1.31 

oe10 
I regularly use online discussion groups related to my 

study. 

3.00 1.36 

oe11 I regularly use the web/Internet for study purposes. 4.67 0.67 

oe12 I regularly use e-mail to contact lecturers/tutors. 4.24 0.91 

OVERALL STUDENTSô SATISFACTION  3.67 0.89 

sat1 
Overall, I am very satisfied with the services provided by 

my faculty. 

3.87 0.90 

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 

STUDENTSô LOYALTY IN HIGHER EDUCATION 3.76 0.92 

loy1 I speak positively about this faculty to other people. 4.01 0.98 

loy2 
I recommend this university to anyone who asks me for 

advice. 

3.95 1.09 

loy3 I 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 "I regularly use the web/Internet for study purposes". (M 

= 4.67, SD = 0.672). The statement "I regularly use email to contact friends in my 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 loyalty. Since the field research 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 out the relationship between the online studentsô 

engagement and studentsô satisfaction and loyalty. Therefore, an exploratory factor analysis 

was performed. Prior to the analysis, the proof of the suitability of conducting factor analysis 

was carried out by implementing the Kaiser-Meyer-Olkin test of sampling adequacy and 

Bartlett's test of sphericity. The Kaiser-Meyer-Olkin coefficient (0.864) and Bartlett's test of 

sphericity (ɢ2
(66)= 1316.115; p<0.001)  showed that the online engagement scale correlation 

matrix was suitable for carrying out the factor analysis according to the recommendations of 

Tabachnik and Fidell (2007, p. 614).  The other two scales suitable for the factor analysis were: 

the Kaiser-Meyer-Olkin coefficient (0.819) and Bartlett's test of sphericity (ɢ2
(6) = 873.32; 

p<0.001) used for the satisfaction scale and the Kaiser-Meyer-Olkin coefficient (0.704) and 

Bartlett's test of sphericity (ɢ2
(6)= 519.92; p<0.001 used for the loyalty scale. After the 

verification of the suitability of the scale for conducting a further analysis, a principal 

components analysis with the oblimin 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 the number 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 oe2 "Using email to contact other students is very 

useful."). To check the reliability of the scales, Cronbachôs alpha coefficients were calculated. 

The results are presented in Table 2. 

 

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

Item 

number 
Construct / item 

Factor 

loadings 

Total 

variance 

explained(%) 

Cronbachôs 

alpha  

coefficients 

ONLINE LEARNING ENGAGEMENT   40.13 0.863 

oe6 
Online resources (e.g. course notes and 

materials on the web) are very useful for me. 

.850 
  

oe7 
Learning at my own pace using online 

resources is useful. 

.824 
  

oe8 

I regularly use web-based resources and 

information designed specifically for the 

course. 

.804 

  

oe5 
Using e-mail to contact lecturers/tutors is 

very useful. 

.711 
  

oe11 
I regularly use the web/Internet for study 

purposes. 

.663 
  

oe1 
Online discussion with other students  is very 

useful. 

.663 
  

oe3 
Online tutoring (electronic access to tutoring 

support, e.g. Moodle) is very useful. 

.643 
  

oe4 

Computer software (e.g. simulations) 

designed specifically for the course is very 

useful for me. 

.556 

  

oe12 
I regularly use e-mail to contact 

lecturers/tutors. 

.510 
  

ONLINE COMMUNICATION ENGAGEMENT   15.45 0.642 

oe10 
I regularly use online discussion groups 

related to my study. 

.849 
  

oe9 
I regularly use e-mail to contact friends in my 

course. 

.781 
  

OVERALL STUDENTSô SATISFACTION  81.18 0.922 

sat1 
Overall, I am very satisfied with the services 

provided by my faculty. 

.868 
  

sat2 My faculty has met my expectations. .912   

sat3 
My faculty has helped me to fulfill my 

aspirations. 

.912 
  

sat4 My faculty has met my needs. .911   

STUDENTSô LOYALTY IN HIGHER 

EDUCATION  
 63.57 0.748 

loy2 
I recommend this faculty to anyone who asks 

me for advice. 

.930 
  

loy1 
I speak positively about this faculty to other 

people. 

.894 
  

loy3 
I encourage friends and family to study at this 

faculty. 

.820 
  

loy4 
This faculty was my first choice in terms of 

my studies. 

.454 
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On the scale of online students' engagement two factors were extracted. The two factors explain 

55.57% of the total variance: online learning engagement and online communication 

engagement. Cronbachôs alpha coefficient for the first factor exceeded the threshold value of 

0.70 which is considered to be the accepted limit (Nunnally, 1978). Although the coefficient of 

internal consistency for the second factor amounts only to 0.642, it is retained, because the 

smaller coefficient value is caused by the factor consisting of only two items. Cronbachôs alpha 

coefficients recorded for satisfaction and loyalty were above 0.70. Multiple regression analysis 

was performed to answer the questions how and to what extent is satisfaction affected by the 

online studentsô engagement. The overall studentsô satisfaction was used as a dependent 

variable, and two factors were used as independent variables. The results are presented in Table 

3.  

 

Table 3: Multiple regression analysis for variables predicting overall studentsô satisfaction 

(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 communication 

engagement 

,116 ,045 ,150 2,575 ,011 

R2 = 0.328; Adjusted R2 = 0.108; Standard error = 0.840; F ratio = 16.565 (p=0.000) 

Dependent variable: Overall studentsô satisfaction 

 

It is evident that the online studentsô engagement dimensions are statistically significant in 

estimating overall studentsô satisfaction and this explained a total of 32.8% % variance on 

satisfaction (R2= .328). Studentsô satisfaction was significantly influenced by both factors. 

Online studentsô engagement (ɓ=.418, p=.000) had a higher impact on the overall studentsô 

satisfaction, while the factor of the online communication engagement showed a smaller impact 

(ɓ= .116, p=.011) on satisfaction. These results support the hypothesis H1. 

 

To examine whether there is a connection between overall studentsô satisfaction and studentsô 

loyalty in higher education, we carried out a simple linear regression analysis (Table 4).   

 

Table 4: Simple regression analysis for variable predicting studentsô loyalty in higher 

education (Research results) 
Independent variables b SE Beta t Sig. 

Constant 1.005 .161  6.256 .000 

Overall studentsô satisfaction .751 .043 .728 17.641 .000 

R2 = 0.728; Adjusted R2 = 0.530; Standard error = 0.628; F ratio = 311.216 (p=0.000) 

Dependent variable: Studentsô loyalty in higher education 

 

Overall studentsô satisfaction significantly (ɓ=.751, p=.000) affects studentsô loyalty in higher 

education. It explained a total of 72.8% % variance on loyalty (R2= .728), which confirmed 

the hypothesis H2. 

 

5. CONCLUSION 

This research contributes to the debate on the role of studentsô engagement on studentsô 

satisfaction and loyalty in higher education, with an emphasis on online studentsô engagement. 

The Online engagement scale (Krause & Coates, 2008) was applied 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 using e-mail. Unlike study provided by Krause and 

Coates (2008), two factors were extracted by exploratory factor analysis: online learning 

engagement and online communication engagement.  
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Both dimensions contribute significantly to studentsô satisfaction. Therefore, we can conclude 

that the online studentsô engagement has a positive effect on the overall studentsô satisfaction. 

Also, a positive relationship between the overall studentsô satisfaction and loyalty was 

confirmed, as in previous research works (Santini, Ladeira, Sampaio and da Silva Costa, 2017; 

Manggarani, 2018). However, a direct relationship between the online studentsô engagement 

and loyalty in higher education has not been 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 invest 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 successful teaching in the future, like it 

is promoted in a project: "Future Proof Your Classroom ï Teaching Skills 2030ò (ref. 2017ï1ï

AT01ï KA203-034984). Its objective is to deliver an innovative educational blended-learning 

course, including a web based training in an appealing cBook format for teachers, trainers and 

educators that can be accessed without limitations and is free of charge.  By enhancing the 

competencies of teachers and encouraging the online studentsô engagement, HEI will also 

contribute to studentsô loyalty, and ultimately to the reputation 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 2009-2019. Data from Q3 2009 to Q3 2019 was collected from the Stooq.pl (Polish 

portal of shares). Two hypotheses are tested: (1) value 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 extent for determining the companyôs value as a share 

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 mechanisms changing 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 

WIG20 of the Stock Exchange is distorted and underrated, which is connected with an incorrect 

valuation of an enterpriseôs value listed on the Warsaw Stock Exchange. The research concerns 

the determination of fair value of shares listed on the index of WIG20 when analyzing 

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 changed as other 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 market value. A share is an instrument combining 

rights of property and non-proprietary character which result from shareholderôs participation 

in a joint-stock company or a limited joint-stock partnership, and the sum of rights and 

obligations that a shareholder has within the framework of a company or a partnership or a part 

of a share capital. When purchasing shares, it is possible to distinguish the rights vesting with 

a shareholder and group them into property and non-proprietary (corporate) rights. These rights, 

in principle, are equal. However, it is possible that on the basis of a companyôs articles of 

association some shares are assigned with special rights or particular obligations. The following 

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

¶ right to a dividend (share in a companyôs  profit assigned for division among shareholders), 

¶ right to participation in the division of assets of a company in the case of its liquidation, 

¶ right to subscription of shares of a new stock issue (The Code of Commercial Companies 

and  

 

http://pl.wikipedia.org/w/index.php?title=Prawa_maj%C4%85tkowe&action=edit&redlink=1
http://pl.wikipedia.org/w/index.php?title=Prawa_niemaj%C4%85tkowe&action=edit&redlink=1
http://pl.wikipedia.org/wiki/Dywidenda
http://pl.wikipedia.org/wiki/Sp%C3%B3%C5%82ka
http://pl.wikipedia.org/wiki/Likwidacja


48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

77 

Partnerships grants the hitherto shareholders a right to taking up of shares on a new sock issue 

in the case of an increase of a capital by a company). A share is a part of a companyôs capital. 

A person holding shares of a joint-stock company becomes a shareholder of a company who is, 

in a way, a co-owner of everything that constitutes companyôs assets (immovables, machines, 

etc.). Two basic types of shares can be distinguished: registered and bearerôs shares. A 

fundamental difference concerns the turnover of these shares. Registered shares, contradictory 

to bearerôs shares, are not placed on a public market. Registered shares may be preference 

shares connected, for instance, with a right to vote (2 votes ï 1 share) 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 want to invest in is 

not underrated or overestimated by a market. By means of valuation it is possible to estimate 

the risk associated with an investment. There are 4 approaches of valuation of shares (Copeland, 

1997, pp. 65-69; Kufel, 1992, pp.78-89): 

1. Accounting approach 

2. Liquidation approach 

3. Multiplier approach 

4. Revenue approach  

 

¶ Re 1. An accounting approach is also known as a method of a net asset value. It consists in 

estimating a companyôs value (as for a single share) by means of reducing the value of 

assets by companyôs liabilities. Then, the result is divided by the number of issued shares. 

This method is used rarely as it does not make allowances for market realities and 

development prospects.  

¶ Re 2 A liquidation approach consists in determining the value of income due to the sale of 

assets in the moment of liquidating a company. This method is used when a company is 

liquidated or merged with another one.  

¶ 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 the one in question. 

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 

¶ Re 4 Approach based on a revenue model Valuation is made by means 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 above-mentioned 

indicators were used to illustrate this valuation for an analysis. The first one is an indicator: 

price/profit. 

 

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

 

Another indicator is the price/companyôs accounting value ratio. As it was in the previous case, 

the calculation requires the use of a price of one share and accounting values (assets ï liabilities) 

per one share of a company, where the value is achieved by dividing an accounting value by a 

number of companyôs shares (Jajuga, 1996, pp.34-57). 

 

P/BV = price of one share / accounting value for one share 

http://pl.wikipedia.org/wiki/Kapita%C5%82_%28ekonomia%29
http://pl.wikipedia.org/wiki/Sp%C3%B3%C5%82ka
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The last indicator 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 one share 

 

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 are many other 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 shareholders. 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. There are the following models of discounted dividends:  

¶ constant dividend value model  

¶ constant dividend growth model (by Gordon)  

¶ two-stage model  

¶ H model  

¶ three-stage model 

 

A constant dividend value model, as indicated by its name, assumes that a dividend will be paid 

out in the same amounts at all times (Pierce, 2004, pp.124-145; Thompson, 2008, pp.45-67; 

Valea, 2001, pp.88-125): 

P = ( D / R) 

D ï dividend 

R - return rate expected by an investor 

 

Situations arising from this model are encountered very rarely. 

 

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 / (r ï g)],  r > g. 

P - share value, 

g - dividend growth rate, 

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

r - required return rate. 

 

Formula for a growth rate of a dividend: 

 

g = ROE × f 

 

ROE ï rate of return from equity capital 

f ï retention rate (quotient of a retained profit and a net profit) 

 

The two-stage model, as its name suggests, consists of two phases: a growth period at a constant 

speed g0, and then at a constant speed g: 

 

http://www.ticker.pl/C4/P/artykuly.akcje/media-Metody_wyceny.odt-media-10000000000002CA0000004FD127EB98.png
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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 later on it will increase at a constant growth speed g: 

 

 

H ï 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 

three-stage model and the 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 model. Thus, valuation of shares consists in determining its 

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

a technical (fundamental) analysis and check if the price of a share corresponds to a companyôs 

value. 

 

3. FAIR VALUE OF LISTED COMPANIES  

Share price of the companies listed on the Stock Exchange should reflect also their fair value 

(Pierce, 2004, pp. 124-145). 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 thus in Article 28 (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 the price 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 same industry, 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 characterizing the 

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 the controlling interest. 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 controlling interest 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 idea 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 guarded information that affects the price and the 

business value, namely those can the companyôs management board or shareholders, 

b) Institutional investors with blocks of shares with simultaneous access to the company's 

management board, 

c) Individual investors 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 value overnight 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 them as equal and 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 should be submitted. 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 in a company 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, pp. 78-89). Thus, 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 reduced to its daily 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 large shareholders, 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, pp. 88-125; 

FrŃckowiak, 1998, pp. 34-42). 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 price is ideal and reflects 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, namely shares 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 foregoing, this led to excessively high business value above 

its fair value (Thompson, 2008, pp. 45-67). 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 

market must 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 real-time transferability, namely at any moment and at any time during 

the office hours of the Warsaw Stock Exchange on a business day (The analysis 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 WIG20 stock exchange index is an index of the 20 largest joint-stock companies listed on 

the Warsaw Stock Exchange. A base date for the index is 16th of April 1994 and a base value 

is 1000 points. It is an index of a price type (only prices of transactions included therein are 

taken into consideration when calculating its value). The lowest value of WIG20 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. A selection of companies included in the WIG20 index 

depends on their market capitalization and turnover value of their shares. A sine qua non 

condition of entering the index is: 

¶ number of shares in a free circulation is higher than 10%, 

http://pl.wikipedia.org/wiki/Indeks_gie%C5%82dowy
http://pl.wikipedia.org/wiki/Sp%C3%B3%C5%82ka_akcyjna
http://pl.wikipedia.org/wiki/Gie%C5%82da_Papier%C3%B3w_Warto%C5%9Bciowych_w_Warszawie
http://pl.wikipedia.org/wiki/Indeks_cenowy
http://pl.wikipedia.org/wiki/Kapitalizacja_gie%C5%82dowa
http://pl.wikipedia.org/wiki/Sine_qua_non
http://pl.wikipedia.org/wiki/Free_float
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¶ value of shares in a free circulation over 1 million EUR, 

¶ company cannot be marked, 

¶ company cannot belong to certain specified segments of the market. 

 

A ranking of companies is created on the basis of points granted according to the formula: 

 

 

whereas the symbols mean: 

¶ R(i) ï companyôs position in the ranking (i), 

¶ St(i) ï participation of a company (i) in total dealing in shares of companies included in the 

ranking during the last year, 

¶ Sc(i) ï 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: WIG20, mWIG40 and sWIG80. The WIG20 index is 

calculated according to the formula: 

 

 

whereas the symbols mean: 

¶ WIG20 ï value of the WIG20 index, 

¶ M (t) ï capitalization of the index portfolio in a session t, 

¶ M (0) ï capitalization of the index portfolio on a base day 

¶ K (t) ï correction factor of the index in a session t 

 

The correction factor is calculated according to the formula: 

 

 

whereas the symbols mean: 

¶ K (t) ï correction factor in a session t, 

¶ Mz (t) ï 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 as: changes 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 2009 ï 2019 (source: stooq.pl) 

 

In the diagram of the WIG20 index (stooq.pl) within recent 10 years after 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 mentioned 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 companies listed therein (Fig. 1). The diagram of WIG20 P/E (stooq.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 24. This is because 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). 

 

Figure 2: WIG20 P/E in the years 2009 ï 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 companies listed 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 that was 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 

PLN 

Max price 

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 

PZU 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 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 tables 2 and 3. 

PGNIG, ORANGEPL and TAURONPE  may serve as an example (Parvi, 2014, pp. 33-36; 

Parvi, 2014, pp. 52-60). In the rating, only two companies, CCC and PLAY, differs from the 

rest by the lowest grade CCC. Other companies have the grade of the ñAò or ñBò category. The 

share price of some of them has been reduced 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 currently 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  30.09.2019 (prepared 

by the author on the basis of the financial data of the WIG20 companies) 

Name Net profit (net loss) 

in thousands 

Profit per 

share 

Book value per 

share 

Depreciation 

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 above, Net 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. 52-60; Copeland, 1997, pp. 65-69). In view of the so conducted 

analysis, we can clearly see that four 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 companies) reduced assets to equity ratio, which resulted in release of equity 

and larger investment possibilities [6, 7].  
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Table 3: Financial ratios 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 Price/Profit  P/OE (price/ operating 

earnings) 

Price/BookValue 

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, pp. 262-267; Parvi R., 

2014, pp. 169-177). Similarly, price to book value of a company ranges 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 companies during their quotations on the 

market over the last few years (2009-2019). 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 of a net 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 

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

profit helps to determine the efficiency of an enterpriseôs activity on the market regardless of a 

financial situation. It does not depend on a structure of financing, i.e. a 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 companies have two-digit 

(three-digit ï only one) vales, which means that these companies have a very good financial 

situation (Parvi, 2015, pp. 177-184). The P/BV index informs how the companyôs own capital 

is valued by the market at a given moment. A general interpretation of the index consists in the 

fact that 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 of 3.0 is exceeded 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 of particular companies listed on the WIG20 (Parvi, 

http://sindicator.net/baza_wiedzy/wskazniki_wartosci_rynkowej/cz_cena_do_zysku
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2016, pp. 53-64). The value of the P/P index is expressed in the way that when the value of the 

index is lower, then the price for the purchased companyôs shares is theoretically lower too, 

which means that the enterprise 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 

companyôs profit). Therefore, it is evident that most companies (9) have the index close to the 

value of 2.0 - this stands for the companyôs attractiveness(Parvi, 2015, pp. 83-88). From table 

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 "pearl" in the index 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 above-mentioned data and financial data (Parvi, 2015, pp. 51-67; 

Parvi, 2015, pp. 82-85).  

 

Deviation from the fair value in PLN = DevFV 

 

DevFV = Fair value ï current value. 

 

 

 

 

 

Table following on the next page 

 

 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

87 

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 

PLN 

Fair value 

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 

PZU 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 than the current 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 companies 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, i.e. quick 

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 WIG20 differs considerably 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 price/income 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. 

 

LITERATURE:  

1. Borowski K., (2013) ĂWyznaczanie punktów zwrotnych indeksu Wig przy pomocy 

wybranych metod analizy czasowejò. Bossa.pl 

2. Copeland T., Koller T., Murrin J., (1997). ĂWycena: mierzenie i ksztağtowanie wartoŜci 

firmy", WIG - Press, Warszawa, pp. 65-69. 

3. FrŃckowiak W., (1998). ĂFuzje i przejňcia przedsiňbiorstwò, PWE, pp. 34-42. 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

88 

4. Jajuga K., (1996). Jajuga T. "Inwestycje", Wydawnictwo Naukowe PWN, Warszawa, pp. 

34-57. 

5. Kufel M., (1992). ĂMetody wyceny przedsiňbiorstw", Wydawnictwo Park, Bielsko Biağa, 

pp. 78-89. 

6. Parvi R., (2014). ñAnalysis of companies of the energy sector based on an example of the 

companies quoted on the Warsaw Stock Exchange in Poland and their fair valueòCER ï 

International Scientific Conference, LONDON 2014, pp. 33-36. 

7. Parvi R., (2014). ñThe analysis of companies of the Polish fuel sector based on an example 

of PKN Orlen and Lotos companies versus walue of fuel prices and their impact on fuel 

sector managementò, ESD ï International Scientific Conference Economic and Social 

Development, Zagreb Croatia 2014, pp. 52-60. 

8. Parvi R., (2014). ñInvestment funds and their financial effectivenessò, Goce Delchev 

University Macedonia & THOMSON Ltd. Slovakia, EDIS - Publishing Institution of the 

University of Zilina, 2014, pp. 262-267. 

9. Parvi R., (2014). ñShare price of companies listed on WIG20 and their fair valueò. EDIS - 

Publishing Institution of the University of Zilina EIIC ï 3 rd Electronic International 

Interdisciplinary Conference 2014, pp. 169-177. 

10. Parvi R., ñValuation of shares and their fair value of the companies listed on the WIG20 

quoted on the Warsaw Stock Exchange in Poland within 2005-2015ò, December 2015, 

EDIS Publishing Institution of the University of Zilina, Volume 3, Issue 1, December 2015, 

ISSN 2453-7144, CD ROM ISSN 1339-5572, ISBN 978-80-554-1170-5, pages 51-67. 

11. Parvi R., ñAnalysis of the Chemical sector in Poland on the  example of  chemical industry 

companies quoted on the stock exchangeò, Sciemce Publishing London. ISBN 978-0-

9928772-8-6. London, November 2015. Volume II, Issue II. pp. 82-85. 

12. Parvi R., ñFair value of the banking sector companies quoted on the Warsaw Stock 

Exchange in Poland within 2006-015 and  their financial analysisò, ISSN 2453-6962, CD-

ROM ISSN 1338-9831, ISBN 978-80-554-1126-2, Volume 4 Issue 1, November 2015, 

EDIS Publishing Institution of the University of Zilina,   pp. 83-88. 

13. Parvi R., ñValuation of shares and their fair value of the companies listed on the WIG30 

quoted on the Warsaw Stock Exchange in Poland within 2005-2015ò, Czech Technical 

University in Prague. Czech Institute of Academic Education z.s. 2015 (IAC-MEM in 

Budapest). ISBN 978-80-905791-3-2. pp. 177-184. 

14. Parvi R., ñThe analysis of companies of the fuel sector based on the example of companies 

quoted on the Warsaw Stock Exchange in Poland and their fair valueò, ISSN 1339-9071, 

CD-ROM ISSN 1339-3561, ISBN 978-80-554-0891-0, Volume 3 Issue 1, May 2015, EDIS 

Publishing Institution of the University of Zilina, pp. 109-114. 

15. PARVI R., (2016). ñFair value of the banking sector companies quoted on the Warsaw 

Stock Exchange in Poland within 2007-2016 and their financial analysisò. Publisher 

Varazdin Croatia, Faculty of Management University of Warsaw, ISSN 1849ð7535, pp 

53-64. 

16. Pierce R., (2004). ñStocks, Options & Spreads, Infinity Publishingò, pp. 124-145. 

17. Thompson B., (2008). ñStock Market Superstarò, Insomniac Press, pp. 45-67. 

18. Veale S., (2001). ñStocks, Bonds, Options, Futuresò, Prentice Hall Press, pp. 88-125. 

 

 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

89 

TOURIST INFRASTRUCTURE  OF POLTAVA  REGION 
 

Ante Roncevic  

Associate professor at University North, Department of Economics, Croatia 

aroncevic@unin.hr 

 

Iryna Chernysh 

Associate professor at Poltava National Technical Yuri Kondratyuk University, 

Tourism and Administration Department, Ukraine 

irinachernysh@gmail.com 

 

Nadiya Bakalo 

Associate professor at Poltava National Technical Yuri Kondratyuk University, 

Tourism and Administration Department, Ukraine  

bakalo1605@gmail.com 

 

ABSTRACT 

The article considers the tourist infrastructure of Poltava region identifies six main elements: 

accommodation, catering system, transport, entertainment, related services and travel 

companies. The hotel industry today is an industry with a growing level of competition in the 

hotel services market. Despite the difficult formation of market relations in Ukraine in recent 

years, many hotels have opened. After considering the elements of the infrastructure of the 

region, authors noted that Poltava Region has the necessary resources for the development of 

tourism, including excursion activities: human, natural conditions, historical-cultural, 

material, etc., but they are in poor condition. It was proved that significant competition to hotel 

industry enterprises, including the Big Hotels, is created by individuals - business entities that 

mainly contain small hotels and are the owners of private houses and apartments. This article 

has an aim to analyze touristic and recreational infrastructure of Poltava region and make 

some suggestions about its sustainable development. Despite the importance of available 

resources, the organization and management of excursion activities in the Poltava region 

require a certain system of measures to be improved. There are concrete suggestions for 

creation conditions for attracting foreign and domestic investment and credit funds for the 

development of the material and technical base of the tourism industry through the development 

and implementation of mechanisms for attracting and distributing extrabudgetary funds. 

Keywords: tourist infrastructure, accommodation, catering system, transport, entertainment, 

related services, travel companies 

 

1. INTRODUCTION  

Tourism infrastructure is a set of enterprises, institutions and organizations whose activities are 

aimed at meeting the needs of people involved in rehabilitation or recreation, as well as means 

of communication and transport and tourist accommodation facilities that ensure stable 

operation conditions. Note that Poltava region is located in the central part of Ukraine, and is 

an agrarian-industrial region. It occupies an area of 28.8 thousand km. There are 15 cities, 21 

urban-type settlements in the region, more than 1800 villages. The largest cities are Poltava, 

Kremenchug, Gorishni Plavni, Lubny. The administrative center is Poltava [18]. Let's sketch 

out the tourist infrastructure of Poltava region figure 1. 

 

 

 

Figure following on the next page 
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Figure 1: Tourist infrastructure of Poltava region (Main statistics in tourism industry of 

Ukraine http://pl.ukrstat.gov.ua) 

 

Let us consider in more detail the dynamics of the infrastructure elements of the Poltava region. 

 

2. MAIN  INFRASTRACTUAL  COMPONENTS FOR TOURISM  DEVELOPME NT: 

ANALISYS  AND DIFIRIATION   

The hotel industry today is an industry with a growing level of competition in the hotel services 

market. Despite the difficult  development of market relations in Ukraine in recent years, many 

hotels have opened. New enterprises are created, but after a while, some of them do not 

withstand competition and go out of business. Competition is a strong incentive to improve 

hotel performance [5]. Physical person-enterpreneur - business entities, which mainly contain 

small hotels and are owners of private houses and apartments, create substantial competition to 

enterprises of the hotel industry, including the big Hotels. They offer visitors a full  range of 

basic and additional hotel services at a much lower cost. The proportion of such enterprises in 

2016 was almost 63% [8]. Another component of the tourism industry is the hotel infrastructure 

(Table 1). 
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Table 1: Hotels and other places for temporary residence (Main statistics in tourism industry 

of Ukraine http://pl.ukrstat.gov.ua) 

years  

Number of collective placement units, 

units 

The number of places, units 
The number of persons who were in the 

collective accommodation facilities, people 

Total 

including 

Total 

including 

Total 

including 

hotels and 

similar 

accommod

ation 

specializ

ed 

accomm

odation 

facilities 

hotels and 

similar 

accommo

dation 

specializ

ed 

accomm

odation 

facilities 

hotels and 

similar 

accommoda

tion 

specialized 
accommoda

tion 

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 those hotels that can offer high-quality service to their customers can withstand a tough 

competition, and this is impossible without professionally trained staff. Statistical data on the 

hotel infrastructure of the Poltava region indicate the negative dynamics of its development. 

Compared to 2013, the number of hotels decreased by 33% compared to 2017, but the number 

of beds decreased by only 8%, but the number of people in collective accommodation increased 

by 27%. It should be noted that the main problem for the tourism industry of Poltava region is 

the lack of hotels that meet international standards. 70% of hotels were built over 20 years ago 

and have never undergone a major renovation. The level of service also lags behind the world 

average. Poltava region is in the 10 most popular regions of Ukraine by rating of their brands 

and recreational facilities (table 2). 

 

Table 2: Sanatoriums and health  institutions (Main statistics in tourism industry of Ukraine 

http://pl.ukrstat.gov.ua) 

Years  

Sanatoriums and boarding 

houses with treatment 

Sanatorium-

preventorium 

Houses and holiday 

resorts 

Bases and other 

recreation facilities 

Total beds, th. 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 ...1 10 0,6 

2013 13 3,7 5 0,4 1 ...1 11 0,7 

2014 13 3,7 5 0,4 1 ...1 11 0,7 

2015 13 3,7 2 0,3 1 ...1 12 0,7 

2016 13 3,5 2 0,3 ï ï 13 0,8 

2017 13 3,4 2 0,3 ï ï 12 0,8 
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The level of tourist services in the region is provided by the infrastructure, which is currently 

stocked - 77 hotels and other accommodation facilities (29 certification) - 13 sanatorium-resort 

institutions, - 100 houses of green tourism. The association ñPoltavasilgoszdorovnitsyaò has six 

regional enterprises: the sanatorium ñSosnovy Borò (Zenkovsky district, Vlasovka village), the 

sanatorium ñForest gladesò (Poltava district, village of Terentievka), the sanatorium ñPselò 

(Bolshaya Aleksandrovka) and three summer camps. PJSC "Mirgorodkurort" of the association 

"Ukrprofzdravnitsa" has four sanatoriums in the city: "Birch Grove", "Mirgorod", "Khorol", 

«Poltava" [17]. Over the last 3-5 years, hotels and other accommodation facilities in Ukraine 

have changed the concepts of their development to a certain extent, which is reflected in a 

decrease by 7-12% in the number of sanatoriums and boarding houses with treatment. Although 

for 2017 the beginning of 2018, this trend has decreased to 1.5-2.6%. The budget 

accommodation services (hostels and hotels without a category) are used by dynamic, 

unpretentious tourists, mostly of young age, or those traveling for business purposes, since the 

number of hostels in which they had previously stayed gradually decreased [12,13]. An 

important factor in the development of the tourism industry is the development of transport 

links and ensuring the necessary level of travel safety. On the territory of Poltava there are such 

types of transport infrastructure - rail, road, trolleybus, in a small number of river, and from 

2018 the airport began to operate (air). The leading place in passenger turnover belongs to road 

and rail transport. By the operational length of general use railways - 3.9%, by the length of 

paved roads -5.4%, by the turnaround of motor vehicles - 5%. In preparation for Euro 2012, a 

number of measures were taken to improve the transport infrastructure, in particular, more than 

2000 km of roads were built and repaired, high-speed traffic of passenger trains up to 200 km / 

h was introduced in certain directions. However, the situation with transport provision remains 

extremely diff icult [16]. 

 

Table 3: Number of passengers carried by types of transport (Main statistics in tourism 

industry of Ukraine http://pl.ukrstat.gov.ua) 

 Types of transport 

Years   Railway1 Automobile 2 Trolley bus 1 

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 14949,8 50202,2 48897,1 

2017 5513,1 45268,1 50164,9 

 

It is worth noting that the convenient location of the highway Kiev-Kharkiv, which passes 

through Poltava, is sufficiently rosaleable, as well as the waterway, p. Dnieper promotes 

tourism. Now the main problem of the development of transport infrastructure of any type of 

transport is insufficient investment, which could be directed not only to the creation of new 

infrastructure facilities in accordance with international and European standards, but also to the 

modernization of existing ones. Stores of food establishments (restaurants, cafes, bars, fast food 

items). The restaurant creates conditions for achieving the social goals of tourism development.  
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The restaurant receives a significant share of revenues from both domestic and international 

tourism, activates foreign exchange earnings, creates conditions for the ñexportò of services and 

their entry into the international market. Over the past 15 years, along with traditional full -

service restaurants, more and more specialized enterprises are appearing for a reduced set of 

services and dishes. This is usually a specialization in the manufacture of national dishes. But 

we note that it is the restaurants of the national Ukrainian cuisine that are given the advantage 

of about 36.8%, considerable attention in Poltava is paid to European cuisine (French, Italian), 

then the Japanese cuisine, and over the past five years, the Caucasus has become popularized. 

Themed restaurants are also very popular among both Ukrainian and tourists. Of course, they 

offer a limited number of dishes, their main task is to create a mood and a certain atmosphere 

[2]. Institutions for entertainment in the region - 858 club institutions, 6 centers of culture and 

leisure, 3 parks of culture and recreation (m. Poltava., G. Kremenchug, city. Lubny). There are 

professional art institutions in the region: the regional Ukrainian Music and Drama Theater 

named after M.V. Gogolya, the regional puppet theater and the Municipal Enterprise of Culture 

and Arts "Poltava Regional Philharmonic Society", the Palace of Leisure "Falling Leaves" and 

the 1200-seat auditorium hall are equipped with a lot of sound and lighting equipment, which 

makes a worthy competition to the buildings of not only Ukraine, but also Europe. Poltava 

region is the land of Ukrainian traditions and original culture, imbued with the Cossack spirit 

and folk beliefs. Such we know it from the works of Gogol. Loud national fairs are organized 

annually in Poltava region. Sorochinsky Fair - a real festival of folk art, attracts not only 

Ukrainian residents, but also foreigners. The most interesting objects to visit are the Poltava 

region: the museum of pottery, the historical and cultural reserve ñThe Battle of Poltava Fieldò, 

the estate-museum of I. Kotlyarevsky, the reserve-museum of Gogol, the Mgarsky Monastery, 

the Savior Church, the Poltava Monastery of the Exaltation of the Cross, etc. There are more 

than 200 churches and three large monasteries on the territory of the Poltava region. Some of 

them have survived to the present day from the 17th to the 19th centuries. The most significant 

tourist attractions of the region are the monuments of architecture: the Lubensky (Mgarsky) 

Transfiguration of the Savior, the Poltava Cross Cross, the Kozelshchinsky Christmas Nativity 

of the Virgin monasteries of the seventeenth and nineteenth centuries, the Scythian fortress of 

the VII -III  centuries BC. in with BolshoyKotelevsky district, Troitskaya and Nikolayevskaya 

churches, bell tower and the Triumphal Arch in the village of Dikanka, monuments of 

architecture and museum (in the region of 23 museums of national importance) - local lore, 

artistic, li terary-memorial Panas Mirny and VG Korolenko, museum-farmstead I.P. 

Kotlyarevsky in the city of Poltava, museum MV Gogol in the village. Great Sorochintsy and 

the preserve museum MV Gogol in the village. Gogolevo Shishatsky District, Historical and 

Cultural Reserve "The Field of Poltava Battle", Museum-Reserve of Ukrainian Pottery in 

Opishni settlement, G. Skovoroda museum in Chernukhy, museum of aviation and astronautics 

with exposition of planes in the regional center, etc. Cultural and educational tourism is 

promising, ethnographic routes (Oposhnia, Mirgorod, Pyriatyn - ceramics, Reshetylivka - 

embroidery and weaving) are actively used with the involvement of folk crafts and crafts, their 

preservation and restoration, and the organization of master classes. At the same time, the 

festival tourist product has not been sufficiently developed and used. Traditionally, each district 

has its own holidays, during which it is possible to hold presentations, exhibitions and sales of 

products of folk craftsmen for tourists, to organize groups from among the visitors of the 

Mirgorod resorts [2]. In the Poltava region there are 337 territories and objects of the natural 

reserve fund; 151 reserves (18 state values), 117 nature monuments (one state value), 

Ustyimovskiy dendropark, 18 parks - monuments of landscape art (four state values), three 

regional landscape parks, 49 nature reserves [1]. 
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3. TRAVEL  COMPANIES AND NEW TYPES OF TOURISTIC  INFORMATIONAL  

CENTERS AS A TOOL  FOR PROMOTING  OF REGIONAL  TOURISTIC  PRODUCT  

Travel companies and information centers. Subject interaction in the market of excursion 

services are: tourists and sightseers, tour operators, travel agents, travel agencies and 

excursions. These are legal entities and individuals who are consumers and manufacturers of 

the excursion product. The development of tourist business in the region is provided by 226 

travel companies (of which 10 are tourist operators), the register of the region's guides consists 

of 201 specialists, who are constantly updated with new personnel [3]. Tourist information 

centers are important structural elements of the advertising and information infrastructure of 

the tourism industry. The international experience of creating and operating such a series 

demonstrates the real direction of tourist flows to the region and the increase in financial 

revenues to local budgets. Tourist information centers in the Poltava region (table 4). 

 

Table 4: Tourist information centers in the Poltava region (Regional State department of 

tourism in Poltava Region. http://poltava-tour.gov.ua/page/turistichni-informaciyni-centri) 

 Title of Tourist information center Functions and services provided 

 TIC under the management of 

culture of the executive committee 

of the Poltava city council 

Information about the available accommodation 

facilities, tours and tourist travel, food, distribution of 

promotional and informational products. 

 TIC at the NGO "Regional tourist 

cluster" 

Information services on organization of excursions. 

 TIC "Alliance Tour" Information about available accommodation 

establishments, excursions and tourist trips, catering 

establishments, distribution of advertising and 

informational products. Tourist bus stroll. 

 Department of Regional TIC in the 

Poltava Regional Library for 

Youth named after Oles Honchar 

Providing on-line information about available tourist, 

excursion and resort and recreation services. 

 TIC of Department of Culture and 

Tourism of Poltava Regional State 

Administration 

Information about available accommodation 

establishments, excursions and tourist trips, catering 

establishments, distribution of advertising and 

informational products. 

 TIC 

"Dikankazelentur" 

Information about available accommodation 

establishments, excursions and tourist trips, catering 

establishments, distribution of advertising and 

informational products. 

 TIC "Old Farm" Accommodation, catering, master classes on pottery, folk 

cuisine, fishing, children's rest. 

 TIC at the Resting Complex 

"Velyka Krucha" 

Information about available accommodation 

establishments, excursions and tourist trips, catering 

establishments, distribution of advertising and 

informational products. 

 

Consumers of an excursion product are citizens who have a certain motivation to travel, that is, 

tourists and sightseers, and the corresponding purchasing power. The manufacturers of the 

excursion product are tourist and excursion enterprises (tour operators, travel agents, travel 

agencies and excursions), which work with the aim of obtaining profit and meeting the needs 
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of the population in organizing excursion activities. Almost all areas of the region are promising 

for the development of various types of tourism: religious pilgrimage, cultural, educational, 

cultural and ethnographic, recreational (sanatoriums, dispensaries, camp sites), ecotourism, 

qualified, with active movement (equestrian, water, bicycle, ski). Enterprises providing related 

services in Poltava and cities of the region (Kremenchug, Lubny) are shown  in Table 5. 

 

Table 5: Enterprises providing related services in the tourism industry for 2016 (Main 

statistics in tourism industry of Ukraine http://pl.ukrstat.gov.ua) 

Establishments Quantity 

Beauty salons 137 

Sports facilities 56 

Shopping centers, shops, exhibition halls 1230 

Services (photo printing, shoe and clothes repair, flower delivery, etc.) 298 

Banking Institutions 181 

Insurance and law firms 123 

 

The format of the development of the tourism sector is clearly reflected in the development 

program. The state program first of all should solve these and other problems of Ukrainian 

tourism. It is planned to create conditions for attracting foreign and domestic investment and 

credit funds for the development of the material and technical base of the tourism industry by 

developing and implementing mechanisms for attracting and distributing extrabudgetary funds 

[3]. 

 

4. CONSLUSION 

It is clear that Poltava region has the necessary resources for the development of tourism, in 

particular excursion activities: human, natural conditions, historical and cultural, material, etc.  

Despite some positive trends, the tourism industry of the Poltava region did not receive a 

sufficient level to realize the tourism potential. Finally, we note that despite the significance of 

the available resources, the organization and management of excursion activities in the Poltava 

region require a certain system of measures to improve and streamline. In our opinion, the 

following activities are worth implementation: improving the training program and raising the 

qualification requirements for the ñguideò position; to provide high-quality excursion services, 

it is necessary to update the mechanism for studying excursion activities of subjects of the 

tourist sphere; improve and clarify requirements in the training of specialists; compulsory 

practical internship after the completion of preparatory courses. Tourism can and should 

become one of the most effective means of generating income, promoting market relations 

development of joint sectors of the economy, employment, improvement of work on the 

protection of historical monuments, raising the cultural level of the population. For the effective 

development of tourism in the region should follow the development of sightseeing activities. 

Our subsequent research will  be devoted to these aspects. 
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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 world by 2030 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 basis 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 promotion is of great 

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 

decision-makers for faster implementation of these goals.  

Keywords: Media coverage, Promotion, Public discourse, Society, Sustainable 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 analyze crucial developmental 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 and challenges 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 of the Sustainable 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 sector, working group.  

 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

98 

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 demonstration of how our 

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 field has reached a consensus that a 

serious study of sustainable development begins with the end of WWII and the establishment 

of the UN system. The most common arguments found in the literature are related to the fact 

that after the Second World War, we have built an international system that allows global 

governing of development. This primarily refers to the UN system and its specialized agencies 

(Spahiĺ, 2015, pp. 22). The research focus of this paper will be on development solutions 

created within the UN system focused on global development management. Agenda 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) 

has reached a consensus on crucial conferences and programs that have set ground bases for the 

development of MDGs1 and a later on SDGs2. The review of the historical origin of the SDGs 

is based on the list created by the UN DESA3. Furthermore, after studying the list of main 

conferences, reports, and programs, the list4 was 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 Development Goals. 
2 SDGs ï Sustainable Development Goals. 
3 UN DESA -The United Nations Department of Economic and Social Affairs. 
4 Without diminishing the importance of the following developmental programs Barbados Programme of Action, 1994 (BPOA); 

Barbados Programme of Action (BPOA)+5, 1999; BPOA+10: Mauritius Strategy of Implementation 2005; Five-year review 

of the Mauritius Strategy of Implementation: MSI+5, 2010; SIDS Accelerated Modalities of Action (SAMOA) Pathway, 2014 

(United Nations/ DESA, 2019).  



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

99 

Chart 1: The reduced list of conferences, reports, and programs that address development as 

a global challenge made by authors on the bases of the list created by United Nations/ DESA, 

2019, and The United Nations MDGs, 2015 

 

The UN system recognized 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 

 

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 continued 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 a comprehensive 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, complement, and result 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 Sciences, Engineering 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 be on research 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. In 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 poles of development and new growth theory. Relevant approaches are the neoliberal 

counter-revolutionary approach, approach to the free market and market-oriented 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-

colonial dependence and false paradigm model (Osmankoviĺ, Pejanoviĺ, 2009. pp. 19-38 in 

Spahiĺ, 2015, pp. 27). In addition to the presented theories, we have identified an 

unconventional critical theories of development such as: structural Marxism, imperialism, 

world-system theory, the theory of regulation, critics Marxist, neo-Marxist theory, post-

structuralism, post-colonialism and post-development approach (Peet, Hartwick, 2009, pp. 103-

139, 159-181, 197-227, 240-272 in Spahiĺ, 2015, pp.27). Bearing in mind the theories, 

approaches, and concepts mentioned earlier, it is evident that development problems have been 

preoccupying scientists for a long time, and since 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 adapted and 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 complex and challenging task. Bosnia and Herzegovina has a complex 

political system5 that makes the implementation of the SDGs as well as its promotion very 

difficult.  

 
5Administrative -Territorial  Organization Bosnia and Herzegovina is a compound state, which in line with the General 

Framework Agreement for Peace in BiH, consists of the Federation of Bosnia and Herzegovina (51% of territory) and the 

Republika Srpska (49% of territory). Brcko, which was a subject of disputes and international arbitrage, was proclaimed a 

district. Thus, Bosnia and Herzegovina has two entities and Brcko District. 

Entities The Federation of Bosnia and Herzegovina and Republika Srpska are entities having their own constitutions, which 

have to be in conformity with the Constitution of Bosnia and Herzegovina. 

Federation of Bosnia and Herzegovina- The Federation of Bosnia and Herzegovina, as the entity, consists of ten cantons 

(which, in administrative terms are further split into 80 municipalities) as follows: ï Una-Sana Canton, Posavina Canton, Tuzla 

Canton, Zenica-Doboj Canton, Bosnia ïPodrinje Canton, Central Bosnia Canton, Herzegovina-Neretva Canton, West 

Herzegovina Canton, Sarajevo Canton and Canton 10. The Parliament of the Federation of BiH has legislative powers and is 

comprised of the House of Representatives and the House of Peoples. Executive powers are performed by the President of the 
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These challenges were addressed by the United Nations in Bosnia and Herzegovina in 

cooperation with representatives of state and entity-level governments together with other 

stakeholders6. They went through the complex process of analyzing and assessing the 69 

strategic documents in order to identify the extent of their alignment with the SDGs. The result 

of the assessment indicated that sustainable development in Bosnia and Herzegovina is 

generally well covered. The strategic documents, programs, and action plans reflect all 17 SDGs 

from Agenda 2030 (Voluntary Review, 2019, pp.16). These foundingôs together, with 

recommendations and results of continues process of consultations with stakeholders, will be 

used in the process of implementing the SDGs in Bosnia and Herzegovina. Without diminishing 

the importance of other activities7 conducted by the UN in Bosnia and Herzegovina in 

cooperation with partners8 and stakeholders, the focus of this research is on two main initiatives:  

the Imagine 2030 Initiative and the Private Sector Working Group. 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 the Swedish 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 tool9) that have generated the necessary 

data about SDGs priorities. The second part is the promotion of SDGs via the website 

(www.zamisli2030.ba) and social media (Imagine2030ô Facebook page).  The SDG 

Consultation tool and presentation were used during the implementation of over 70 workshops 

across the country that has engaged nearly 3000 citizens representatives from all levels of 

governments and stakeholders (Voluntary Review, 2019, pp.12).  

 
Federation and two Vice Presidents, as well as the Government of the Federation of BiH. Sarajevo is the capital city. Republika 

Srpska- Republika Srpska is the entity, with 61 cities/municipalities. The National Assembly of the Republika Srpska and the 

Council of Peoples in the Republika Srpska exercise legislative powers in the RS. Executive powers are excercised by the 

President and two Vice Presidents of the Republika Srpska, as well as by the Government of the Republika Srpska. Banja Luka 

is the administrative center of Republika Srpska. Brcko District - The territory of Brcko was under arbitrage and was attached 

neither to the Federation of BiH nor to the Republika Srpska. By decision of the International Arbitrary Commission, close to 

the end of 2000, Brcko was put under administration of Bosnia and Herzegovina, as the separate district. Brcko District has its 

own multi-ethnical government, Assembly, Executive Board, jurisdiction and police forces (United Nations in Bosnia and 

Herzegovina, 2019). 
6Two-day multi-stakeholder consultations, organized under the auspices of the Presidency of Bosnia and Herzegovina, were 

held in Sarajevo on the 29 and 30 May 2018. A total of 250 representatives from all levels of government, CSOs and the private 

sector attended (Voluntary Review, 2019, pp.19). 
7Policy review using the Rapid Integrated Assessment tool; SDG Dashboards and data, and complexity analysis; SDG multi-

stakeholder consultations in May 2018; Drafting the SDG Framework in Bosnia and Herzegovina and the first Bosnia and 

Herzegovina Voluntary Review and the consultations and validation process of the key SDG documents (Voluntary Review, 

2019, pp.16-26).  
8 Joint activities of all institutions in Bosnia and Herzegovina related to the SDGs began in 2018 with the creation of the SDGs 

Rollout Working Group. The SDGs Rollout Working Group coordinates all activities related to the SDGs in Bosnia and 

Herzegovina through the institutions represented in the working group. The SDGs Rollout Working Group is not linked to the 

political processes in the country and functions on a regular basis, regardless of the political issues. It makes all decisions by 

consensus. Final approval of all key conclusions and the implementation of all decisions are issued at the sub-national 

government level and that of the Council of Ministers of Bosnia and Herzegovina (Voluntary Review, 2019, pp.32-33).  
9SDG Consultation tool is qualitative data gathering method that explores the positive and negative associations of citizens 

with both the past and present, their vision of the future, the way they see the future in terms of what values, actions and 

structures need to be in place and what threats and/or opportunities need to be addressed across the SDGs/targets. The ultimate 

aim of the tool is to identify solutions/ideas on how to address or accelerate the achievement of the SDGs/targets within 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 Vision 203010 and the SDG 

Framework document in Bosnia and Herzegovina11. The systematized results (selected SDGs 

and targets) of these workshops are shown in the table below. 
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10 The óImagine2030ô initiative provided an opportunity for citizens across the country to co-create the future. Their 

perspectives helped shape Vision 2030 and the development pathways that the country is to embrace (Voluntary Review, 2019, 

pp.6). 
11In 2019, the finalization of the Voluntary Review (VNR) and its presentation at a high level political forum to be held in July 

2019 is foreseen along with the finalization of the SDG Framework document in Bosnia and Herzegovina. Once drafted, the 

latter will  be the subject of further consultation both with experts and policymakers and even more importantly with CSOs, the 

private sector, the academia and the general public. It is foreseen that the SDG Framework document in Bosnia and Herzegovina 

will  be finalized in 2019 in order to allow for its proper integration into the strategic planning processes initiated by different 

levels of government in 2019 (Voluntary Review, 2019, pp.9). 
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Table 2: Systematized results (selected SDGs and targets) of workshops 
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Table continues on the next page 
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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 knowledge, 

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 reflect on the reduction 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 and Herzegovina 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 Imagin2030 workshops 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 in their 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 

encourage 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 web page and social media 

are presented in a comprehensive, logical and holistic manner. The next crucial promotional 

activity was a High-level SDG Conference aimed at kick-starting Agenda 2030. The conference 

was held in the building of the Parliamentary 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, one of the most relevant results of this conference was the establishment of Dialogue 

for the future platform (DFF)12 supported by the United Nations and the Presidency of Bosnia 

 
12Dialogue for the Future (DFF) project has two phases. The first phase was implemented between 2014 and 2017, which 

established dialogue platforms and youth fora across the country supported 42 community projects and reached out to 30% of 

the population. The project in the second phase (until December 2019) intends to enhance the inclusiveness of local-level 

governance by undertaking joint assessments of common problems and creating local dialogue platforms (United Nations in 

Bosnia and Herzegovina, 2019a). 
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and Herzegovina. DFF has created a positive multiplying effect on the promotion of the SDGs 

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 more comprehensive and familiar to all stakeholders by involving them in practical 

implementations of SDGs throughout their projects. 

 

4.2. SDG and Private Sector Working Group 

The SDG and Private Sector Working Group was created in March 2018 by the UN in Bosnia 

and Herzegovina with the purpose of mobilizing and engaging actors in the private sector and 

other stakeholders in SDG implementation within the business community (Voluntary Review, 

2019, pp. 10). This group used its influence and connections to promote the 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 promise of sustainable 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 

Herzegovina13. A live web-stream was organized that drew more than 3,500 views in the 24 

hours of the Conference (Voluntary Review, 2019, pp. 22). A significant part of the conference 

was dedicated to the promotion of Swedish experience in the implementation of SDGs and best 

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 the business community 

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 employment, corporate 

social responsibility, equal opportunity, and gender equality (Voluntary Review, 2019, 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.  
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13This included, among others, responsible resource management and environmental protection, ethical businesses and the 

opening of quality workplaces and its effect on the image and competitiveness of a business (Voluntary Review, 2019, pp. 22). 
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Table 3: Structure of promotional activities for the initiative 

 

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 partners and stakeholders. 
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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 Facebook, Twitter, 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 cooperation with partners and stakeholders made the SDGs 

more familiar and closer to citizens. 
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ABSTRACT 

This article presents a bibliometric overview of the academic research on non-profit 

organisations. Non-profit organisations play an important role in society. They constitute the 

third sector, also known as voluntary, civic or non-profit sector. Non-profit 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, countries, and analyse 

their evolution through time. The articles identified related to the non-profit 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 bibliographic information. 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 co-citation analysis, co-authorship, and co-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 understanding of the flow of scientific production and practices in this stimulating area 

of research. 

Keywords: bibliometric analysis, non-profit organisations, VOSviewer 

 

1. INTRODUCTION  

This article aims to a bibliometric overview of the academic research on non-profit 

organisations. Non-profit organisations play an important role in society. They constitute the 

third sector, also known as voluntary, civic or non-profit sector. Non-profit 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, countries, and topics of 

research in this field. We will analyse articles on topic of non-profit organisations as found in 

the Web of Science 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 analysing the occurrence and 

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 

non-profit organisations. We used the Web of Science Core collection database because it is 

one of the leading databases of peer reviewed scientific papers. We did it by searching for term 

ñnon-profit organisationsò in titles of articles in the database. We search in the titles of articles, 

because a search for the same term in topic searches also in abstracts which means a lot of 

articles just mentioning the words non-profit 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 Science 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 articles ï who 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 and co-citation analysis and co-

authorship. We used it mainly for the analysis of co-occurrence of keywords as other uses 

proved useless. 

 

3. RESULTS 

While searching the Web of Science Core Collection, we found 725 entries with non-profit 

organisation in title as of November 2019.  

 

3.1. Analysis of the search results 

Most of these entries were articles ï full 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 abstracts 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. These 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 the domain. 

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 represents an almost 10-fold 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. 

 

Figure 1: Articles published per year (Web of Science Results analysis by the author) 

 

If we look at the research on non-profit organisations in the Web of Science database from the 

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

the USA with 119 records, followed by Peopleôs Republic of China with 68 records and 

England with 48 records. We can see the detailed statistic in the treemap Figure 2. 
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Figure 2: Articles by 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. 

 

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 number of records is Voluntas, International Journal of Voluntary 

and Nonprofit Organizations, the official journal of the International Society for Third-Sector 

Research (Voluntas, 2019). It has 16 records in the search results. It is one the leading journals 

in the area of non-profit organization research. It is followed by Routledge studies in the 

management of voluntary and non-profit organizations with 12 records, Managerial economics 

of non-profit organizations with 11 records, Business and non-profit organizations facing 

increased competition and growing customer demands with 9 records and Civil Szemle with 9 

records. These were the most common sources of records. Figure 4 shows us the authors with 

most articles, that we found on this topic. The most prolific authors 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 non-profit organisation. 
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Figure 4: Top 10 authors of articles (Web of Science Results analysis by the author) 

 

However, these names donôt show up if we look at the most cited articles in our results. The 

most cited article in our search results is Nunamaker (1985) with 128 times cited. This article 

deals with the evaluation of the use of data envelopment analysis to measure efficiency of non-

profit organisations. Second most cited article is Kong (2008) with 104 citations who examined 

the applicability of strategic management concepts including SWOT, Balance scorecard and 

many others in the strategic management of non-profit 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 performance of non-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 performance of non-profit 

social organisations, 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 non-profit organisation. Pinho et al. 

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

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

in German non-profit organisations. Also, Nunamaker (1985), the most cited article, deals with 

the measuring efficiency of non-profit organisation. Another field of study we can see among 

the most cited articles is marketing in non-profit organisations. For example, Macedo et al. 

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

and organisationôs market orientation towards donors or users on a sample of Portuguese non-

profit organisations. Knox et al. (2007) studied the application of stakeholder theory to 

relationship marketing strategy development in non-profit organisations. Dolnicar et al. (2009) 

studied marketing activities in non-profit activities across USA, UK and Australia. They found 

that most non-profit organisations have an ñorganisation-centeredò marketing mindset as 

opposed to the ñcustomer-centeredò approach heralded in marketing theory. They also found 

that only one fifth of marketing staff of surveyed non-profit organisations is trained in 

marketing. Some of the research also focuses on volunteers of non-profit organisations. For 

example, Stirling et al. (2011) studied the link between non-profit organisation management 

practices and volunteer sustainability using the concept of psychological contract suggesting 

that the relational expectations of volunteers are an important aspect of the psychological 

contract between them and the non-profit 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 citations per item. 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 in non-profit 

organisations, done on Polish non-profit organisations. Valaskova 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 degrees 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 

contribution. 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 through 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.  

Figure 5: Analysis of co-occurrence 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 that the green cluster contains keywords such as 

governance, strategy, accountability, stakeholders. Therefore, we can conclude that an 

important part of research deals with governance of non-profit organisations, the accountability 

of their managers to their stakeholders. The yellow cluster contains words such as performance, 

impact, innovation, thus we can conclude that performance of the non-profit organisation is 

another big topic of research. The important word might be ñimpactò because that is usually 

what is measured for non-profit organisations as a goal, instead of profit as in for-profit 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 research deals with the 

managerial aspect of non-profit 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 non-profit organisations. As for the analysis of co-

authorship, this analysis showed us little co-authorship 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 provide an overview of research in the area of non-profit 

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 on non-profit organisations ï assessment of performance/effectiveness of the 

organisation, the governance of non-profit organisations and the managerial aspect of non-

profit organisations. These topics provide avenues for possible future research, for example by 

focusing on the assessment of effectiveness of non-profit 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, because an extended analysis of non-profit 

research would need much more space. We therefore acknowledge this assessment not to be 

exhaustive. 
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ABSTRACT 

Company acquisitions are one of the more common forms of corporate strategies in the global 

industry, and its popularity in business practice has been in an upward trend over the last thirty 

years. An acquisition is a kind of investment. The theoretical basis of acquisition in the narrow 

sense, acquisition, and acquisition in the broad sense, mergers, is to consider motives and 

reasons for recognising several levels of synergies achieved by such business combinations and 

to look at the elements that lead to the acquisition decision, as well as evaluate the success of 

the acquisition. The number of acquisitions in Croatia has increased in recent years. Kozmo 

drugstores showed signs of declining financial capacity, but on the other hand it had a 

developed market, which Müller saw as a good move to take it over. This situation is a good 

indicator for those companies that intend to expand into new markets or strengthen their 

position in the existing market and approach the leader by thinking of taking over companies 

that are financially weak in the market but still have a good reputation in it. Businesses that 

plan to grow in markets and strengthen their position in new markets by taking over companies 

that have a good market profile are securing the strategic goals they have set for themselves. 

Keywords: acquisition, motives and reasons for acquisition, financial valuation of acquisition, 

market expansion 

 

1. COMPANY  ACQUISITIONS  IN THE CASE OF CROATIA'S  DRUGSTORE 

MARKET  

Nowadays, globalisation and turbulent economy make it increasingly difficult  for companies 

to achieve high market growth, which is why they are increasingly turning to business in the 

global market, that is, the global economy. The bearers of today's world economy are 

multinational companies, which are bearers of world economic growth, driven by motives such 

as: saturation of the domestic market, penetration and domination in foreign markets, the battle 

for reputation and position in the world market, finding and using cheap labor. cheap energy 

sources and raw materials, and the dominance in cutting edge technology.1 Factors influencing 

the increase in competitiveness in the global market include: competitive advantage, global 

experience, product differentiation, economies of scale in logistics, marketing, procurement and 

production, and production mobility. The drugstore market, as well as all other companies in 

the market, in order to be successful, should constantly and constantly seek new ways to 

improve, innovate, offer something new to existing consumers, but also new ones that they 

want to attract. Drugstores dictate lifestyles and set a goal throughout the market that is reflected 

in gaining and maintaining the trust of their customers. Since 2012, the drug market in Croatia 

has been growing steadily, as a result of the expansion of the sales network of leading 

drugstores: DM drugstores, Müller, Bipa and investments in increasing customer satisfaction.  

 
1 Kovaļeviĺ, B. (2001.) Osnove poslovne ekonomije, Mikrorad, Zagreb. nr. 399. 
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Müller operates in Croatia as a part of Other retail trade (Croatian business activity 

classification) in non-specialized stores. As acquisitions, acquisitions take place on a daily basis 

in the world's advanced economies, it is not uncommon for the Croatian economy to have one 

business purchase another business or to merge two or more companies into one. 

 

1.1. Characteristics and trends of acquisitions of Croatian drugstore companies 

The importance of mergers and acquisitions is best illustrated by the fact that in 2015, 

approximately 46.5 thousand acquisitions were made in the world, with a total value of 

approximately US $ 4.7 billion, the highest value since 2007.2 Acquisitions and mergers in the 

Croatian market are not frequent, but there have been several in the last 10 years that will  be 

discussed in the following section. In 2015, a total of 41 merger and acquisition transactions 

totaled ú 1.07 billion in Croatia. Although this is the smallest number of transactions since 2012, 

their value is significantly higher than in previous years.3 Most takeover and merger 

transactions are for the manufacturing sector, followed by the food and beverage sector. 

However, prior to the example of acquisitions in the drugstore market, it is necessary to 

emphasise the takeover of retail, and the prime example is the acquisition of the Slovenian 

Mercator by Agrokor. This is the largest takeover by Croatian company that was realised 

outside of Croatia. In 2013, there was a purchase agreement between Mercator and Agrokor, 

with Agrokor acquiring a 53 percent ownership stake.4 The sale was followed by a refinancing 

of Mercator's debt, a recapitalisation of Agrokor and a public offer to take over the license of 

the antitrust agencies. Furthermore, by taking over, Agrokor pledged not to lay off workers or 

financially burden Mercator. The aim of the restructuring was to recover debts and to restructure 

them from short-term financing to long-term financing. Finally, with this takeover, Agrokor 

and Mercator together became the largest retail chain not only in the region but also in Central 

Europe. Another good example of a retail acquisition is the takeover of Droga Kolinska by 

Atlantic Grupa in 2010, which is a multinational company whose growth and development has 

been marked by a series of acquisitions. The acquisition of Droga Kolinska is interesting 

because it is an example of an acquisition of a larger company by a smaller one. At the end of 

2009, Droga Kolinska showed a decline in its financial capacity on the market, while on the 

other hand, it had a developed market and products that were followers. Since 1990, Atlantic 

Grupa has grown into a leading distributor of food and pharmaceutical products in the region 

and has recognised Droga Kolinska as a good investment. In 2010, after five years of operations, 

Kozmo separated from Konzum and the business within the Agrokor Group and began to exist 

as an independent company owned by the Nexus Alpha Fund. In 2005 year saw the vigorous 

development of the drugstore market in Croatia, in which the Agrokor Group realized that there 

was an opportunity for it, which led to the launch of the Kozmo drugstore. Through the years, 

Kozmo has been developing and expanding, but at one point the idea came up that maybe the 

brand would develop a lot better and more successfully if  it had more independence in the 

decision-making process. For this reason, Kozmo was sold to the Nexus Alpha. In other words, 

the contract on the transfer and acquisition of a business shares in the company Kozmo d.o.o. 

for Trade and Services, by which Konzum d.d. has sold its 100% business stake in Kozmo 

d.o.o.,was made with Nexus alpha, an open-end venture capital fund with a private offering. 

With the act of selling Kozmo, Agrokor decided to focus its business by exiting activities that 

are least integrated into their core business or are not part of the production and distribution of 

mainly food products.5  

 
2 According to the data IMAA-e ï Institute for Mergers, Acquisitions and Alliances, available at: https://imaa- 

institute.org/statistics-mergers-acquisitions/ 
3 Available at http://www.tportal.hr/biznis/trendovi/417466/Spajanja-i-preuzimanja-u Hrvatskojpremasila-milijardu-

eura.html [07.05.2018.] 
4 Available at: www.banka.hr, [10.05.2018.] 
5 Available at: http://www.poslovni.hr/hrvatska/kupac-kozma-otvara-20-novih-trgovina-136209[16.05.2018.] 
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With acquisition by the Fund, Kozmo gained more flexibility  and autonomy in its decision-

making, and in parallel with independence, the business strategy was reimbursed. The Fund 

entered the project with ambitious plans, their focus remains on the consumer and they believe 

in the company that they know best what the needs of the Croatian customer are and thus best 

respond to their needs. They continued to do business with the Agrokor Group by purchasing 

certain goods, primarily products of private brands. In 2015, Konzum re-purchased Kozmo and 

thus returned to the retail market of cosmetics and toiletries in specialized stores. With this act, 

Konzum has returned Kozmo to its portfolio, and the reasons for this are the need for financial 

consolidation of Kozmo's business through increased competitiveness, especially in the context 

of the main competitors in the relevant market. They also thought that the concentration would 

enable long-term sustainability and further development of Kozmo's business. By restructuring 

Kozmo's business, Konzum has contributed to increased competition between its market 

competitors. The year 2017 began with the acquisition of the drugstore market by Müller taking 

over Kozmo, closing in on thus far untouchable drugstore chain DM with its presence on the 

Croatian market. According to information available at the company, Müller is aggressively 

growing at double-digit rates. Also, Bipa is showing steady growth, while DM is holding its 

breath and struggling to maintain its primacy in the drug market. During the period when Müller 

took over Kozmo, there was also the acquisition of Billa (a member of the REWE group) by 

Spar, and Bipa drugstores are part of that group. The REWE Group and Spar Handels-AG 

concluded the acquisition at the end of 2016 to take over Billa in Croatia, thereby withdrawing 

from food retail in Croatia. This takeover for Spar represented an important strategic step and 

a new phase of its development in the Croatian market, taking over 62 of Billa's stores and 1900 

of its employees. Since Bipa was part of this group, with this acquisition, she began to 

independently confirm her position on the Croatian drugstore market. As Spar is exclusively 

involved in the retail of food, it was not interested in taking over BIPA in the Croatian market 

except for Billa.  

 

1.2. Reasons and motives for  acquisitions in the drugstore market 

The acquisition should increase the productivity of the company's assets, there will  be a faster 

growth of current business than would be achieved by the company's internal growth. One of 

the reasons Müller has taken over Kozmo outlets is to expand into markets, access to new 

markets to make Müller equal with market leaders, most notably DM drugstores as a major 

competitor. Furthermore, as Kozmo's outlets are smaller and more located away from shopping 

centers, Müller wants to get closer to existing consumers but also to win new ones. With 

acquisition of Kozmo outlets, Müller entered the markets of counties of Liļko-senjska, 

Poģeġko-slavonska and Vukovarsko-srijemska. According to Kozmo management6, one of the 

reasons for selling Kozmo drugstores to Müller was also the focus of Konzum as its owner on 

its core business and leaving the drugstore part of the market to Müller. They believed that this 

business strategy would strengthen Konzum's market position and reduce its operating costs. 

Furthermore, the other reason and motive is that the takeover of Kozmo by Müller has reduced 

the number of players in the drugstore market. And as Müller's market share will  increase to 

20-30 percent, this will  create additional competitive pressure on DM as a leading player in the 

drugstore market in Croatia, which has a share between 60-70 percent. Also, when creating 

competitive pressure in the drugstore market, we should not forget Bipa, which has a market 

share between 10-20 percent.7 The takeover of Kozmo by the Nexus alpha fund was all about 

the financial reasons. The reason for Kozmo's return to Konzum's portfolio was due to the 

financial consolidation of its business and further development of Kozmo through increasing 

its competitiveness in the drugstore market.  

 
6 Available at: https://www.tportal.hr/biznis/clanak/muller-preuzeo-todoricev-kozmo [25.05.2018.] 
7 Available at: http://www.aztn.hr/aztn-odobrio-koncentraciju-mullera-i-kozma/ [25.05.2018.] 
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Namely, with the re-takeover of Kozmo, Konzum returned to the drugstore market of cosmetic 

and toilet products retail in specialised stores in Croatia. At that point, Kozmo ranked third out 

of four market players in terms of market share and operated in 17 Croatian counties, with the 

most significant 10-20 percent shares in the area of Dubrovaļko-neretvanska, Liļko-senjska, 

Istarska and Poģeġko-slavonska counties. The political aspect of the takeover of Mercator by 

Agrokor was reflected in the positive effect on the overall economy, so it was thought, of the 

vitality of one part of the economy, and of its expansion into the large European market. It was 

believed that this takeover would strengthen relations between Slovenia and Croatia. 

 

2. ANALYSIS  OF THE EFFECTS OF THE ACQUISITION  OF COSMO OUTLETS BY 

MÜLLER  COMPANY  

2.1. Elements of market structure analysis 

In order for management to make optimal management decisions and to plan well for the further 

growth and development of the company, it is necessary first of all to define the industry, that 

is, the market in which the company operates, and then adjust its decisions to changes in the 

behaviour of enterprises in the industry. In the previous part of the paper, after defining the 

industry and the market, it is necessary to analyse its market structure. When analysing the 

market structure, it is necessary to investigate the interdependence of factors such as: number 

of companies in a market, relative size of a company, ie concentration of industry, technological 

and cost conditions, demand conditions, degree of ease (barrier) of entering and leaving an 

industry.8 Some of these analyses are presented below. 

 

2.1.1. Enterprise size and size distribution measures 

The size of the company is an important factor for managerial decision making, but its 

measurement depends primarily on the purpose of the analysis. Business size can thus be 

measured using different categories such as number of employees, value of total assets, added 

value, profit or sales.9 Not every industry offers equal opportunities for growth and 

development. Depending on the markets in which some businesses operate, they remain small 

or medium-sized throughout their life cycle, while some businesses develop and grow. In the 

global economy, certain activities are more effectively carried out within large enterprises, such 

as the retail market and the drugstore market, which is in some ways a component of the retail 

market. A factor that significantly influences managerial decision-making is the distribution of 

company size within an industry. In an industry or market, many small businesses or just a few 

large ones can operate. The optimal decisions of managers whose company faces little 

competition are different from those made by managers operating in a saturated market. In a 

concentrated market, firms have significant market power and control most resources and 

market behaviour, especially pricing.10 Table 1 shows the shares of four selected companies 

operating in the Croatian drugstore market according to the criterion for the number of outlets 

in 2017. Given the diversification of activities according to the National Classification of 

Economic Activities, which classify these companies, they are compelled to add up the total 

revenues of all enterprises operating in this category. It follows that in Activity  47.19 - Other 

retail sale in non-specialised stores the total revenue in 2017 was HRK 14,859,911,200, while 

in Industry 47.75 - Retail sale of cosmetic and toilet articles in specialised stores, the total 

revenue of all enterprises is much smaller and they amount to HRK 2,028,688,800. Thus, these 

sums amount to HRK 16,888,600,000 and represent the total sales revenues of the mutual 

sectors in which they operate. 

 
8 Rupļiĺ, N. (2016.) Upravljaļka ekonomika ï teorija i praksa, University of Rijeka, Faculty of Economics and Business, 

Rijeka 
9 Ibid. 
10 Ibid. 
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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 non-specialised 

stores 

14.859.911.200 

Retail sale of cosmetic and toilet articles 

in specialised stores 

2.028.688.800 

Total relevant market 16.888.600.000 Share 

Müller 1.404.418.100 8,32% 

BIPA 460.440.100 2,73% 

DM-drogerie 1.755.001.000 10,39% 

Douglas parfumerije 123.984.800  0,73% 

Source: Data taken from www.poslovnahrvatska.hr, author processing 

 

*  Given the different start date of the business year at Müller beginning 1.07. and runs through 

June 30, DM and Douglas Companies beginning 1.10. and runs until 30.09. current year and 

BIPA from 1.01. to 31.12. the data is taken from Bisnode's reports classified by year and does 

not match individual financial statements that are different in date. Furthermore, the above table 

shows the shares in the total revenues of the four largest drug companies, it can be seen that 

DM's share was 10.39%, while Müller's share was 8.32%. Small shares in relation to the two 

largest companies on the market are BIPA with 2.73% and Douglas Perfumery with 0.73%. In 

total, these four companies make total revenues of HRK 3,743,844,000, which is 22.17% 

compared to the total market in which they operate. In making managerial decisions, it is also 

important to consider the measures used to determine the degree of concentration in an industry. 

The most significant are the concentration ratio and the Herfindahl-Hirshman index.11 

 

2.1.1.1. Concentration ratio or index 

Concentration ratio or index measures how much of the total output generated in an industry is 

produced by the largest companies. The most commonly used concentration ratio of four 

companies (C4), which indicates the share of total industry sales of some of the four largest 

companies in that industry.12 Because of inability to obtain data from the total sales of the sector, 

data from the total revenues of the market in which the drug companies operate in Table 2 are 

included in the formula. 

 

Table 2: Enterprises with the highest total revenues in 2017 in industries Other retail sale in 

non-specialised stores and Retail sale of cosmetic toilet articles in specialised stores 
Company name Revenue 2017 Industry  according to NCEA 2017 

Spar Hrvatska d.o.o. 3.761.928.900 Other retail sale in non-specialised stores 

DM Drogerie Markt 

d.o.o. 

1.755.001.000 Retail sale of cosmetic and toilet articles in specialised stores 

Pevec d.d. 1.676.692.800 Other retail sale in non-specialised stores 

KTC d.d. 1.478.636.700 Other retail sale in non-specialised stores 

Müller trgovina 

Zagreb d.o.o. 

1.404.418.100 Other retail sale in non-specialised stores 

Fliba, d.o.o. 774.942.200 Other retail sale in non-specialised stores 

Bipa d.o.o. 460.440.100 Other retail sale in non-specialised stores 

Trgostil d.d. 311.024.500 Other retail sale in non-specialised stores 

TOTAL:   11.623.084.300  

Source: Data taken from www.poslovnahrvatska.hr, author processing 

 

 
11 Ibid. 
12 Ibid. 
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Mathematically speaking, the concentration ratio of the four companies is expressed as follows; 

 

ὅ
Ὓ Ὓ Ὓ Ὓ

Ὓ
 

 

Where ST represents the total revenues of all enterprises of an industry, while ,Ὓ, Ὓ, Ὓ, Ὓ 

refers to the revenues of the four largest drugstore companies. In the sectors Other retail sale in 

non-specialised stores and Retail sale of cosmetic and toilet articles in specialised stores 
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ὅ 0,5135 

 

When an industry consists of a large number of enterprises, each enterprise is relatively small, 

so the concentration ratio of the four companies is close to zero. When four or fewer companies 

produce the entire output of an industry, this ratio is equal to one. In other words, the closer the 

value of the ratio is to zero, the less concentrated the industry is. The higher value of the 

indicators indicates the greater concentration of the industry and the fact that a smaller number 

of larger companies make the majority of the sales of an industry.13 Based on the above, it can 

be argued that the concentration ratio of four companies in industries, Other retail sale in non-

specialized stores and Retail sale of cosmetic and toilet articles in specialized stores, with a 

result of 0.5135 is equally concentrated because its result is between zero and one. Their 

industry and concentration ratio. In order to include as many drug companies as possible in the 

analysis, it is also necessary to calculate the concentration ratio of the eight largest companies 

that generate the highest total revenues. 
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ὅ πȟφψψς 

 

The concentration ratio of the eight largest companies in the industry is 0.6882, which would 

mean that the eight largest companies make up 69% of the industry, so it can be concluded that 

the industry is more concentrated when considering eight companies compared to the four 

largest enterprises in the industry. 

 

 

 
13 Ibid. 
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2.1.1.2. Herfindahl-Hirshman index 

Another measure of market concentration is the Herfindahl-Hirschman Index (HHI). This index 

is obtained by summing the sum of the squared market shares of an industry of a company 

multiplied by 10,000 to eliminate the need for decimals. Quadraturing market shares before 

aggregating them with this index better reflects the strength of large companies. Assuming that 

the market share of the company i  is equal ύ Ὓ Ὓϳ , the Herfindahl-Hirshman index reads: 

 

ὌὌὍ ρπȢπππВύ  

 

ὌὌὍρπȢπππ
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The US Department of Justice classifies the market into three types: an unconcentrated market 

where HHI is below 1500, a measured concentrated market where HHI is between 1500 and 

2500, and markets that are highly concentrated with an index above 2500. The results show that 

HHI is a measure for industry in the business of the companies is 779.38 and it is below 1500 

and according to the types of the US Department of Justice falls into the category of non-

concentrated markets. The HHI index for the eight largest companies in the industry will  also 

be shown, following Table 2; 

 

ύ Ὓ Ὓϳ ὌὌὍ ρπȢπππВύ  

 

ὌὌὍ ρπȢπππύ ύ ύ ύ ύ ύ ύ ύ  

 

ὌὌὍ ψψπȟτρ 
 

The HHI index score for the eight largest companies in the industry is 880.41 and, like the HHI 

index, for the four largest companies is less than 1500, it belongs to the Unconcentrated Markets 

category by type of US Department of Justice. Ministry agencies apply general standards for 

intervention in the merger and acquisition process. Thus, mergers taking place in highly 

concentrated markets include an increase in the index between 100 and 200 units can cause 

adverse competitive effects and are subject to analysis. Mergers in highly concentrated markets 

that cause an index increase of more than 200 units are considered likely to cause an increase 

in market power and are prohibited. But the decision can be challenged by evidence that the 

merger will  not lead to an increase in market power.14 When analyzing industry concentration 

indicators of an economy, it can be observed that industries that show a lower concentration 

ratio based on four companies also have a lower HHI index. 

 

2.1.2. Statistical time series of market share 

The statistical time series of market share shown in this section of the paper is based on the total 

revenues of drug companies and the number of employees in the same companies. The 

drugstore market shares were shown for four selected companies, and Kozmo was excluded 

from the presentation due to methodological processing because the company operated within 

Konzum and their separate information was not available. 

 

 
14 Ibid. 
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Graph 1: Total revenues of drugstore companies on the market of the Republic of Croatia 

Source: Data taken from www.poslovnahrvatska.hr, author processing 

 

Graph 1 shows the total revenues and their mutual relations over a period of seven years. The 

Croatian economy has been in recession since 2009, with GDP falling 13% from 2009 to 2012. 
15This data also affects the results of consumer spending, so graph 1 shows that Müller and 

Bipa's revenues have been growing for a period of seven years, while Douglas perfumery's 

revenues have been slightly declining. DM generates high total revenues during this period and 

we can see from the chart that their revenues are constant and have smaller variations. Since 

2015, the Croatian economy has been showing signs of recovery, and Croatia is coming out of 

recession the same year when it achieved three consecutive GDP growths (in quarters). GDP 

growth by September 2017 is approximately 8%.16 Based on this information, the drug market 

is expanding and the management of their companies is opting to open new drug stores which 

is also leading to higher revenue. In 2017, the highest revenue was generated in Müller, DM 

and Bipa in the last seven years. Chart 2. The ratio of total revenues of drug companies from 

2011 to 2017. 
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15 Available at: http://ec.europa.eu/economy_finance/eu/forecasts/2013_spring/cc_croatia_en.pdf 
16 Available at: https://www.hgk.hr/documents/kretanje-bdp-a-u-hrvatskoj-izvori-rasta-i-posljedice5addcdb7bc19c.pdf 
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Graph 2: Shares of drugstore companies on the market of the Republic of Croatia 

Source: Data taken from www.poslovnahrvatska.hr, author processing 

 

Graph 2 shows that in 2011, the ratio of drug companies (excluding Kozmo) was on the side of 

the oldest drugstore company on the market, DM, at 68% compared to the three remaining 

companies. Müller, with 13 branches at the time, accounts for 20% of the market according to 

total revenue indicators. BIPA and Douglas perfumes together account for 12% of the total 

market. In the course of time, the ratio in total revenues is changing, so we can see that from 

the initial 68% DM they have fallen to 50% of the market, while Müller and Bipa have stabilised 

in the market and generated higher revenues than in previous years. In 2016, Müller grew from 

an initial 20% to 34% of the market, while BIPA climbed from an initial 4% of the market to 

12% of the market. Their mutual relations are also characterised by the growth rates of total 

revenues, where the graph 2 shows that the companies that generate revenue growth are thus 

also the companies with an increasing market share if  we look at the category of total revenues. 

In 2017, we see an increase in Müller total revenues resulting from acquisitions over DM, which 

now accounts for 47% of the market if  we look at the total revenue criterion. For the purposes 

of this analysis, we have also produced a chart of the number of employees in enterprises to 

show how individual companies expanded and created jobs in the observed period, such as 

Müller and Bipa, or stagnated as DM. 
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Graph 3: Number of employees in drug companies in the Republic of Croatia 

Source: Data taken from www.poslovnahrvatska.hr, author processing 

 

One of the indicators of the relationship between companies can be the number of employees 

in enterprises. In the aforementioned period, the total number of employees in most companies 

has grown year by year except for Douglas, where it decreased from an initial 235 employees 

in 2011 to 117 in 2017. As can be seen in Graph 3, the impact of the expansion of the sales 

network at Müller and BIPA is evident. The Müller Company had 480 employees with 13 

branches and their sales network expanded year after year, to reach 905 employees in 2016, 

before taking over Kozmo. Following the takeover, according to reports taken from Poslovna 

hrvatska, in 2017, they employ 1180 employees. Likewise, Bipa, with an initial 164 employees 

in 2011, climbed to 360 in 2016, and after acquisitions in competing companies, the number of 

employees climbed to 397. A slight increase was also recorded with DM, especially in 2017. 

with the opening of only one branch, the number of employees increased to 1,258, which is 68 

employees more than in the previous year. Similar to Graph 2, where total revenues over the 

period are presented, so are the number of employees over the period, showing the situation 

and relations on the mutual market of these four enterprises. As mentioned above, the 

acquisition of additional Kozmo outlets by the German Müller Group had a major impact on 

relations in total revenue and staffing. The assumption is that the growth of the sales network 

will  have a positive impact on the growth of sales and total revenues, which should lead to a 

new order and structure of market share. 

 

2.2. Analysis of sales and develoment of retail  area before and after acquistion  

2.2.1. Concentration of drug companies on the Croatian market before and after the acquisition 

Chart 4 shows the relationships in the number of open branches of the four largest drugstore 

companies at that time, while Chart 5 shows the relations after the acquisition of Müller by 

Kozmo. At the beginning of 2016, DM was the market leader with 156 branches and as such it 

was held in 2017, opening only one new branch during this period. During that time, Müller 

took over Kozmo, not taking over all its branches, but with its then 29 branches took over an 

additional 57 branches, thus becoming a serious competitor to DM and Bipa in the number of 

branches. 
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Graph 4: Number of drugstore market outlets before takeover, 12/2016 

Source: author processing 

 

Graph 5: Number of drugstore market outlets after takeover, 12/2017 

Source: author processing 

 

It may be noted that Bipa is also responding to this takeover by opening new branches. It is 

evident that during the period when Müller took over Kozmo drugstores, the management of 

the Bipe company responded to this move by opening 12 new branches and thus became the 

second in the Croatian market by the number of branches. Much like Mueller's Kozma 

acquisitions, Bipa has been opening mostly small-scale branch offices so-called neighbourhood 

branches in order to approach its customers and continue retail trends by opening smaller 

branches. If  we look at the number of open branches of the largest drugstore companies present 

on the Croatian market, we can see from Graph 6 and Tables 3 and 4. how the highest open 

branches of all companies in the City of Zagreb are expected, which makes 19% of the total 

population of Croatia, followed by Split-Dalmatia a county whose share is 11%. The next two 

counties with the most open branches are the County of Primorje-Gorski Kotar (7% of the 

population) and the County of Osijek-Baranja (7% of the population) 
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Graph 6: Number of outlets of the largest drugstores by counties in the Republic of Croatia 

before takeover, 12/2016. 

Source: author processing 

 

Chart 6 shows and relates to open branches in counties before acquisitions in the drug market. 

DM is expected to be the market leader in all counties, with the most open branches in the City 

of Zagreb (45 of them), followed by the Split-Dalmatia County with 17 branches, Primorsko 

goranska with 15 branches, Zagreb County with 17 branches , Osijek-Baranja County with 10 

branches, etc. The next company which in December 2016, with its 88 branches, was Bipa. 

Similar to DM, Bipa had the most open branches in the four largest counties by population 

share (Table 3). Zagreb and Split-Dalmatia counties, while in some counties Kozmo drugstores 

were not opened. Prior to market acquisitions, Müller was represented most of all in the City of 

Zagreb with 6 branches open, while in other counties only one to two branches were opened. 

At that time, the company was represented only within shopping centers, which are not large in 

every county, such as in the City of Zagreb, and for that reason they were not represented more 

extensively in individual counties. In December 2016, their outlets were 29 distributed in all 

counties except Vukovar-Srijem, Lika-Senj, Krapina-Zagorje and Pozega-Slavonia counties. 
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Graph 7: Number of stores of the largest drugstores by counties in the Republic of Croatia 

after takeover, 12/2017 

Source: author processing 

 

If  you look at Graph 7, it can be noticed that after taking over the market, Müller, with 86 

branches, approached DM and Bipa in all counties by the number of branches opened. As Bipa 

responded to market acquisitions by opening new outlets, they are still second in the market in 

terms of number of outlets open. In the course of a year, DM opened only one branch office 

and maintained its leadership in the number of branches opened with 157 branches. Bipa, as the 

second largest company by number of branches, opened 12 new branches in comparison to the 

previous year, the City of Zagreb, 4 new branches in the County of Istria, 3 new branches, two 

new branches in the County of Zagreb, and one in the other counties.  After the acquisitions, 

Müller approached market leaders by open branches, mostly in the City of Zagreb, where it 

acquires 14 outlets, in Primorsko-goranska 11 outlets, in Splitsko-dalmatinska 10, etc. For the 

purposes of this diploma paper, tables 3 and 4 were also created. which shows the market shares 

of the largest drugstore companies based on their total revenues by counties in Croatia. There 

is no actual data on the total income of the entities operating in the market of other retail trade 

in non-specialised stores and retail trade of cosmetics and toilet products in specialised in the 

counties of the Republic of Croatia. The assessment was performed based on the methodology 

described below. It started with the assumption of uniform consumption of the population with 

regard to the products they buy in the relevant relevant market. On this basis, the estimated 

turnover in such a relevant relevant market was estimated in proportion to the number of 

inhabitants in narrow geographically relevant markets that correspond to the statistical 

administrative boundaries of the counties, ie their share in the total population of the Republic 

of Croatia.  
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Table 3: Market share of the largest drugstore companies by total revenue per county in 

Croatia in 2016 

Source: author processing 

 

Table 4: Market share of the largest drugstore companies by total county revenue in Croatia 

in 2017 

Source: author processing 

 

An analysis of the market share of the most significant competitors, both at national and county 

level, shows that competition is strong and dynamic. At the national level, the entity with the 

highest market share according to the criterion of total revenue is DM drugstores with 11% 

before acquisitions and 10% after acquisitions. In 2016, Müller ranked second with a 7% market 

share before the takeover of Kozmo drugstore. It will  continue to hold that ranking after the 

2017 takeover, but will  also increase its market share by one percentage point by increasing its 

total revenues. Similar to Müller, Bipa increases its market share by one percentage point only 

at a much lower market value than Müller. The situation is similar across counties, with DM 

having the leading position in half of the counties after the acquisitions, and Müller taking the 

lead in the rest of the counties. If  we analyze the county with the largest population share in the 

Republic of Croatia, it is evident that in the City of Zagreb, before the acquisition, Müller had 
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an 8% market share, and after its acquisition it increased to 10% of the market share. Also, Bipa 

has increased its market share by one percentage point, opening four new outlets during this 

period. DM, during this period, opened only one branch and maintained its share of 16% in 

relation to the competition. Müller made significant deviations or jump in market shares before 

and after the acquisition in Dubrovnik-Neretva County, Lika-Senj County and Split-Dalmatia 

County, primarily because they had very few branches in these areas. As the takeover affected 

the growth of total corporate revenues, we can conclude that there is an interconnection of 

revenue growth with the opening of new branches in areas where they were not represented. 

 

2.2.2. Size of area taken over in relation to sales 

The acquisition of Kozmo comes at a time of continued retail growth as a result of several key 

factors, such as increased consumer optimism, real net wage growth resulting from changes to 

the Payroll Act (payroll taxation law), and market stabilisation across all levels of the economy. 

It is worth noting the record tourist season, that is, tourism inflows.17 With this in mind, Müller 

management is beginning to acquire and expand its sales network in smaller towns and cities 

in Croatia. One of the reasons for the acquisition is the increase in sales, in order to achieve a 

wider network of stores. In this way, they become more accessible to their customers, which is 

expected to result in increased sales. 

 

Table 5: Size of Müller outlets in the City of Zagreb prior to acquisitions 

Branch 

m² of sales 

area Branch 

m² of sales 

area 

Zagreb Trg 3.255 m²  Zagreb Buzin 1.295 m²  

Zagreb CC One East 1.185 m²  Zagreb GardenMall 1.530 m²  

Zagreb CC One West 1.578 m²  Zagreb Av. Mall 1.572 m²  

Source: author processing 

 

From the example of the City of Zagreb, we can see that before the takeover of the Müller 

branch, six of them were spread throughout the City as part of shopping centers, as shown in 

Image 10, while after the takeover of 14 stores with smaller square footage opened in 

neighbourhoods, thus approaching their customers. 

 

Image 1: Müller's branch offices in Zagreb before takeover 

Source: author processing 

 
17 Available at: https://www.hgk.hr/kretanje-u-prometu-u-trgovini-na-malo-u-prosincu-2016 
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Table 6: Size of Kozmo outlets in Zagreb before acquisition 

Branch 

m² of sales 

area Branch 

m² of sales 

area 

Zagreb Ljubljanica  176 m²  Zagreb Treġnjevka 150 m²  

Zagreb Savska 165 m²  Zagreb Trg Burze 258 m²  

Zagreb Donje Svetice 207 m²  Zagreb Vrapļe 186 m²  

Zagreb Gajnice 362 m²  Zagreb Zavrtnica 259 m²  

Zagreb Importanne 200 m²  Velika Gorica 212 m²  

Zagreb Jarun 172 m²  Zagreb City Plaza 142 m²  

Zagreb Kolodvor 136 m²  Zagreb Kvaternikov 199 m²  

Source: author processing 

 

Image 2: Müller's branch offices in Zagreb after acquisition 

Source: author processing 

 

Acquired outlets have a smaller square footage of sales area than Müller outlets within shopping 

centers, as shown in Table 5. where it is evident that the average space of acquired Kozmo 

outlets is around 200 m² and outlets operating within shopping centers average 7,100 m². except 

for the branch office in Zagreb's main square, which is also the largest Müller branch with a 

surface area of 3255 m². 

 

2.2.3. Development of retail space during acquisition 

The development of retail space during the acquisition of Kozmo by Müller begins in April  

2017, with a dynamics of three outlets per week. The first takeovers began in the City of Zagreb, 

which began in the southern parts of Croatia  mid-April;  in Dubrovnik, Ploļe and Makarska, 

after which it was taken over to the cities of Split, Sibenik and Zadar and their surroundings. 

After the takeover in Dalmatia, at the beginning of June, it begins with the same dynamics of 

takeover in the coastal regions of Istria and Kvarner and its heartlands. At the beginning of 

May, the takeover of the remaining Kozmo outlets in the vicinity of Zagreb and Slavonia began. 

As of August 7, 2017, the last three branches in Novska, Osijek and Vukovar have been taken 

over. It can be concluded that the dynamics of taking over the outlets started in the City of 

Zagreb due to the number of inhabitants or consumption per capita, which is the largest in the 

Republic of Croatia (Table 4). Given the part of the year characterised by a greater influx of 

foreign nationals to coastal areas, the takeovers continued in the counties visited by a larger 

number of foreign nationals during this period, thereby affecting the growth of retail trade 

traffic.  
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The management of Müller estimated the takeover dynamics well, taking into account the fact 

that the purchasing power, that is, the consumption of the foreign tourist in relation to the 

domestic buyer (domicile and domestic tourist), in the food and beverage segment, is about 2.4 

times higher.18 Prior to the acquisition, Müller had 29 branches in almost all counties in Croatia 

except Krapina-Zagorje County, Lika-Senj County, Poģega-Slavonia County and Vukovar-

Srijem County. The largest number of outlets prior to the takeover was in the City of Zagreb, 

which had six outlets as part of the Shopping Centers and the central outlet on Zagreb's main 

square, the largest area. After the City of Zagreb, branches were placed mainly by criteria of 

number of inhabitants in larger counties such as Split-Dalmatia, Osijek-Baranja, Zagreb 

County. Kozmo started working in the retail trade of cosmetics and toiletries in specialized 

stores in 2005 with the first stores opened in Zagreb. Before taking over, the company 

comprised a sales network of 65 outlets. Much like Müller, Kozmo drugstores were most 

present in the City of Zagreb (as many as 15), followed by the Split-Dalmatia with 11 outlets 

and other Adriatic counties with more than 4 outlets each. 

 

Graph 8: Ratio of retail space before takeover 

Source: author processing 

 

The pre-takeover ratio was largely on Müller's side with regard to Kozmo drugstores. Müller, 

with its 29 branches, had a total of 39,887 m² of retail space at the end of 2016, while Kozmo 

had only 10,286 m² of retail space in all of the acquired branches. When compared to these two 

figures, it can be seen from Graph 8 that Kozmo drugstores make up only 20% of the total sales 

area of Müller after the takeover. Linking a little to Graph 1, which shows how much total 

revenue has grown since the acquisition, it can be concluded that despite the small sales area, 

with many more outlets, management's strategy to reach its customers by opening smaller stores 

has been successful. All  this indicates a change in the strategy of retailers with the aim of 

increasing revenue, primarily in small format outlets, that is, in self-service shops and small 

stores. It should be appreciated that in 2016, net sales area recorded an upward trend in small 

shops and supermarkets, while the decline was recorded in self-service shops and slightly 

smaller in Hypermarkets.19 

 

2.3. Research results 

The Croatian economy has been in recession since 2009, with GDP falling 13% between 2009 

and 2012, which has also affected consumer spending. Such an outcome of the situation has led 

to a rise in drugstore revenues at Müller and Bipa over a seven-year period, with Douglas 

 
18 Available at: https://www.hgk.hr/kretanje-u-prometu-u-trgovini-na-malo-u-prosincu-2016 
19 Available at: https://lider.media/aktualno/tvrtke-i-trzista/poslovna-scena/aztn-u-2016-promjene-trzisnih-udjela-top-10-

najvecih-trgovaca/ 
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perfumery revenues slightly declining. Since 2015, there have been signs of recovery, and in 

the same year Croatia came out of recession when it achieved three consecutive GDP growths. 

GDP growth has led the drugstore market to expand, and the management of these companies 

are opting to open new drugstores, leading to higher revenue. In 2011, Müller had 13 branches 

and occupied 20% of the drugstore market, and by 2016 it had grown to 34% of the market. 

2017 saw an increase in total Müller revenues as a result of the acquisition, with DM leading 

the way in 47% of the total revenue market. The conclusion is that the acquisition or takeover 

of Kozmo drugstore has a positive effect on the Müller Group. Also, the sales network is 

expanding across Croatia year after year. The first takeovers of Kozmo outlets started in the 

City of Zagreb because the fluctuation in population or per capita consumption is the largest in 

the Republic of Croatia. Also, the reason was the increasing number of tourists. Müller 

management estimated the takeover dynamics well, taking into account the fact that the 

consumption of foreign tourists in relation to the domestic customer in the food and beverage 

segment is much higher. In terms of office space, Kozmo's offices are smaller in size than 

Müller's, but despite taking over the small sales area with many more offices, management's 

strategy to reach its customers by opening smaller stores has been successful and generates new 

revenue. The conclusion is (an assumption- ñzakljuļak je pretpostvkaò ako je to toļno onda 

stavi u tekst i óan assumptionô) that the growth of the sales network will  have a positive effect 

on the growth of sales and total revenues, which should lead to a new order and structure of 

market share.  

 

3. CONCLUSION  

Business acquisitions are one of the more common forms of corporate strategy in the global 

industry today, and its popularity in business practice has been in an upward trend over the last 

thirty years. With regard to Croatia, the number of acquisitions has increased in recent years, 

but Croatian businessmen could opt for an acquisition as one of the strategies for entering 

foreign markets. The largest retail companies are choosing acquisition activities to achieve 

strategic growth goals, that is, to increase business activities in the domestic and international 

markets. However, by acquisition, companies not only purchase profits and losses, but also 

human resources, technology, IT equipment and competition with all its advantages and 

disadvantages. In order for management to make optimal decisions and to plan well for further 

growth and development of the company, it is necessary first of all to define the market, that is, 

the industry in which the company operates, and then adjust its decisions to changes in the 

behaviour of enterprises in the industry. When analysing the market structure, it is necessary to 

investigate the interdependence of factors such as: number of companies in a market, relative 

size of a company, ie concentration of industry, technological and cost conditions, demand 

conditions, degree of ease (barrier) of entering and leaving an industry. The size of the company 

is an important factor for managerial decision making, but its measurement depends primarily 

on the purpose of the analysis. Thus, company size can be measured using different categories 

such as number of employees, value of total assets, added value, profit or sales, but an important 

factor that significantly influences managerial decisions is the distribution of company size 

within an industry. According to the data available in this thesis, it is evident that through the 

acquisition, which began in 2017, Müller achieved a double-digit growth in the Kozmo 

drugstore, thus approaching the so far  untouchable DM drugstore chain. Also, Bipa is showing 

steady growth, while DM is holding its breath and struggling to maintain its primacy in the 

drugstore market. From the results of the research, we conclude that by taking over a smaller 

sales area, but with a larger number of sales entities, total revenue and sales growth can be 

expected. The manager's strategy to reach its customers by opening smaller "neighbourhood" 

stores has been successfully achieved.  
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Changing retail strategies and trends have contributed to the growth of total sales, because in a 

global and accelerated life, consumers have less time to find and go to larger retail outlets so 

they opt to make  their purchases where they are most accessible. 
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ABSTRACT 

The health care system 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, including 

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 they are generally 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 pharmacies do not 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 also found 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 every citizen. 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 contrast, 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 pillars. Scientific 

and technological progress is greatly affecting health care in that 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 provided to individuals 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 Jarzynkowski, Piotrkowska, and KsiŃŨek (2016), health care is an 

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 to apply 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 provision of critical 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 provision 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 (Radnor, Holweg, & Waring, 2012). The 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 health care system 

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, conventions, 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, Eriksson, & 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 compromise. The 

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 care system are users, decision-

makers (national and local governments), health care providers, and payors (Sakai, 2014; 

Lübbeke, Carr, & Hoffmeyer, 2019). Special stakeholder categories include residents in their 

roles as patients, family members, and taxpayers, governments 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). Pharmacy is an 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 expenditures 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 

background, 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 used service that 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. Nevertheless, 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 gaps between 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 health 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 low- and middle-income countries, the governmentôs 

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 the benefits to the poor are 

rarely effective. Regulation, 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 sector (Kostiļov§, 2015). In their work, Noble and Lee 

(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 private 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 rather than economic 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, and ethical factors. There 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 to their own needs and perspectives, and each is distinctive in its own way (Özen & Aydin, 

2019). However, several major models can be distinguished. The Bismarck model is based on 

compulsory social insurance, i.e. contributions by employees and employers, and rests 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 delivery (Burau & 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 providers are mainly private organisations (Pontoriero et al., 2007; 

Ramirez, Byrkjeflot, & Pinheiro, 2016; Mihajloviĺ, 2017). It should be noted that in many 

underdeveloped and developing countries, where the health system is not adequately organised, 

the out-of-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 contributions (Kovaļ, 2013). 

Funding is also provided from the budget, which means that the system also has some features 

of the Beveridge model (Sopta & Beġker, 2017). In addition, health care costs are also covered 

by voluntary health insurance, out-of-pocket payments, and donations (Katiĺ & Vidoviĺ, 2012). 

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 Insurance Fund (CHIF). CHIF is the central financial institution of the 

health care system, whose main task is to collect compulsory health insurance contributions and 

distribute them to service providers (Ģmuk, Draģiĺ Lutilsky, & Dragija, 2016). 

 

3. PURPOSE OF THE 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 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

140 

(Kettunen, 2016; Dalton & Byrne, 2017; Molla, Chi, & Mondaca, 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 carefully allocate limited resources, which is a permanent task of 

policy makers, managers, and health care professionals (van Dijck et al., 2019). Pharmacy, as 

an essential part of health care, is in charge of preparing and dispensing medicines. The role of 

pharmacy in 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 in well-off 

countries. Their growth is a result of the increasing consumption of medications and, 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 

quality (Dukiĺ & Medariĺ, 2019). On the other hand, one must not forget that pharmacists are 

also affected by the inefficiency of the health care system. Policy makers' mistakes are reflected 

in their work. To get a complete picture of health care, the pharmacistsô perspective has to be 

considered as well. As 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, the main purpose 

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 also seeks to explore the pharmacistsô views on the current financing model and their 

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 wholesalers 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 (Medariĺ, 2018), so the present study extends current knowledge about the management 

and efficiency of the health care system of the Republic of Croatia. The data were collected 

using an online survey. Potential respondents were contacted by e-mail, which included a link 

to the questionnaire. Both descriptive and inferential statistics were employed to analyse the 

data. Mann-Whitney, Kruskal-Wallis, and Dunn's multiple comparison tests were used to 

explore group differences. The level of statistical significance 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 10.54. The 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 participants, 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 in non-managerial 

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 

Type of ownership 
Private 82 73.2 

Other 30 26.8 

Type of sale 
Retail 65 58.0 

Wholesale 47 42.0 

Number of employees 

10 or fewer 27 24.1 

11 ς 100 42 37.5 

More than 100 43 38.4 

Share of revenue 
derived from the CHIF 

Under 70% 35 31.3 

70% ς 90% 62 55.4 

90% ς 100% 15 13.4 

 

Most of the respondents worked in the private sector. Just over a quarter of those surveyed said 

they were employed 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 on a 5-point Likert scale (1 = strongly 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 2. The answers suggest 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 level of agreement 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 statement that Croatian health care institutions are well 

organised. The 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 performed 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 system does 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 inclined to believe 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 suggest that responses are the most widely spread on the scale for this item. 
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Table 2: Summary statistics 

Statement 

Summary statistics 

Mean Median Mode 
Standard 

deviation 

Interquartile 

range  

Croatian health care system is efficiently 

managed 
2.01 2.00 2.00 0.91 1.50 

Croatian government has a clear vision for 

the development of the health care system 
1.91 2.00 2.00 0.83 1.00 

Croatian health care system is well 

regulated 
2.53 3.00 3.00 1.01 1.00 

Croatian health care institutions are well 

organised 
2.50 2.00 2.00 1.00 1.00 

Croatian health care system provides a 

high level of service 
3.43 4.00 4.00 1.07 1.00 

Croatian physicians are competent 3.67 4.00 4.00 0.93 1.00 

Croatian medical staff is doing a good job 3.56 4.00 4.00 0.93 1.00 

Croatian health care institutions are 

adequately equipped 
2.54 2.00 2.00 0.95 1.00 

Croatian health care system does not lag 

behind those of developed countries 
2.40 2.00 2.00 1.03 1.00 

Croatian health care system is stable and 

economically viable 
2.22 2.00 2.00 1.00 1.00 

The current model of health care financing 

should not be changed 
2.34 2.00 2.00 0.99 1.00 

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 compare the responses 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 retail firms. Furthermore, according to the mean ranks, the lowest level 

of agreement with five statements was observed in the group of employees of wholesalers and 

pharmacies with 11 to 100 workers. Persons working in firms with more than 100 employees 

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. 
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Table 3: Mean ranks 

Statement 

Type of 

ownership 
Type of sale Number of employees 

Share of revenue 

derived from the CHIF 
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Croatian health care system is efficiently managed 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 

development of the health care system 
53.34 65.13 54.95 58.64 58.22 59.05 52.93 53.77 54.87 69.60 

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 organised 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 level of 

service 
58.71 50.47 55.84 57.41 57.61 53.69 58.55 54.33 54.79 68.63 

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 doing a good 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 

equipped 
56.83 55.60 53.51 60.64 56.93 58.04 54.73 52.30 58.46 58.20 

Croatian health care system does not lag behind those 
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 

economically viable 
53.71 64.12 57.44 55.20 62.22 59.15 50.31 59.99 54.01 58.67 

The current model of health care financing should 

not be changed 
54.26 62.63 53.84 60.18 60.69 51.26 58.99 54.30 55.58 65.43 

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 Mann-Whitney and Kruskal-Wallis tests are presented in Table 4. A two-

tailed Mann-Whitney test indicated that employees working in firms that are not privately 

owned agreed significantly more than employees of private firms that Croatian physicians are 

competent. In 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 Mann-Whitney test did not reveal any significant difference between 

employees of wholesalers and pharmacies. The Kruskal-Wallis test indicated several significant 

group differences. Dunn's multiple comparison test showed that employees of firms with more 

than 100 workers agreed significantly 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 of agreement 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 regarding the 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 Mann-Whitney and Kruskal-Wallis tests 

Statement 

Mann-Whitney 

test 

Mann-Whitney 

test 

Kruskal-Wallis 

test 

Kruskal-Wallis 

test 

Type of 

ownership 
Type of sale 

Number of 

employees 

Share of 

revenue derived 

from CHIF 

Croatian health care system is efficiently 

managed 

Z = -1.007 

p = 0.314 

Z = -0.590 

p = 0.555 

H = 4.510 

p = 0.105 

H = 1.303 

p = 0.521 

Croatian government has a clear vision for 

the development of the health care system 

Z = -1.822 

p = 0.068 

Z = -0.632 

p = 0.527 

H = 0.983 

p = 0.612 

H = 3.272 

p = 0.195 

Croatian health care system is well 

regulated 

Z = -0.427 

p = 0.669 

Z = -1.695 

p = 0.090 

H = 0.021 

p = 0.990 

H = 1.751 

p = 0.417 

Croatian health care institutions are well 

organised 

Z = -1.077 

p = 0.282 

Z = -0.659 

p = 0.510 

H = 0.434 

p = 0.805 

H = 1.682 

p = 0.431 

Croatian health care system provides a 

high level of service 

Z = 1.254 

p = 0.210 

Z = -0.265 

p = 0.791 

H = 0.577 

p = 0.749 

H = 2.706 

p = 0.258 

Croatian physicians are competent 
Z = -1.983 

p = 0.047* 

Z = -1.384 

p = 0.166 

H = 8.724 

p = 0.013* 

H = 7.869 

p = 0.020* 

Croatian medical staff is doing a good job 
Z = -1.286 

p = 0.198 

Z = -1.541 

p = 0.123 

H = 9.936 

p = 0.007* 

H = 1.527 

p = 0.466 

Croatian health care institutions are 

adequately equipped 

Z = 0.183 

p = 0.855 

Z = -1.204 

p = 0.229 

H = 0.250 

p = 0.882 

H = 0.944 

p = 0.624 

Croatian health care system does not lag 

behind those of developed countries 

Z = 1.595 

p = 0.111 

Z = 0.241 

p = 0.810 

H = 0.566 

p = 0.754 

H = 0.031 

p = 0.985 

Croatian health care system is stable and 

economically viable 

Z = -1.588 

p = 0.112 

Z = 0.378 

p = 0.705 

H = 3.011 

p = 0.222 

H = 0.938 

p = 0.625 

The current model of health care financing 

should not be changed 

Z = -1.255 

p = 0.209 

Z = -1.059 

p = 0.290 

H = 1.945 

p = 0.378 

H = 1.459 

p = 0.482 

Privatisation of the health care system 

should be encouraged 

Z = 2.660 

p = 0.008* 

Z = 0.768 

p = 0.442 

H = 9.633 

p = 0.008* 

H = 3.809 

p = 0.149 

* Statistically significant at p<0.05 

 

Based on the results, it can be concluded that the employees of firms with different 

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 of physicians, the 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 wholesales or 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 well-off societies, it has become 

increasingly difficult to maintain the attained level of health care, while underdeveloped 

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 caused by a number 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 on 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 be sustainable 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 understanding the viewpoints 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 attitudes 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 possible solution to 

the problem. It 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 work of the medical 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 also found that, 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 attitudes 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 

loyalty. Kendallôs tau_b correlations coefficient was used to test the hypothesis 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 reveals that there is a strong positive correlation between corporate image and 

customerôs loyalty. The study also reveals that effective corporate image can improve an 

organizationôs productivity through continued patronage as a result of customer loyalty. Thus, 

an effective corporate image of a bank can actually influence the customersô loyalty to the bank. 

Therefore, the study recommended that since customersô satisfaction is of vital importance, 

sound relations with the firmsô special publics, such as customers, employees, suppliers, 

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 their interdependency 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 well as to determine if efficient corporate image 

management can improve an organizationôs productivity. In addition, the study seeks to find 

ways at which a company can supplement loyalty through the effective management of the 

aspects of its corporate image that 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 

loyalty. In todayôs severe competitive markets, differentiation between organizations in terms 

of price, product and/or service characteristics and the value of the delivery system is difficult 

as suggested by Abd-El-Salam et al. (2013). It is projected that the 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 any company 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 a value-relevant intangible asset, 

specifically, a ñstructural assetò as described by Lev (2000). Based on what has been asserted 

above some critical questions can be drawn as to the relationship between a good corporate 

image and loyalty. These research questions are stipulated and are aimed to be answered by this 

research: Will effective corporate image have an improvement in an organizationôs 

productivity? Will a good corporate image of a bank actually influence the customersô loyalty 

to the bank? 

 

2. LITERATURE REVIEW  

As pointed out earlier, corporate image is tied with the companyôs overall performance, which 

is a direct responsibility of management. Managing an organizationôs image demands a more 

rational approach hence the need for suggestions as to know how the organization can 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 postulated by Agbonifoh and Oshagbemi (2007). 

Corporate image management focuses on the very heart and soul of the organization, even to 

the extent of evaluating why the organization exists and determining the organizationôs key 

purposes (Obasan, 2012). It represents one 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 competition; create recognized added- value 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 marketplace. Corporate 

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). It is argued however that corporate image is what comes to mind when travelers 

hear the name of a place, a hotel or a restaurant. Tang, (2007) describes the corporate image as 

the consumerôs response to the total offering and is defined as the sum of beliefs, ideas, and 

impressions that the public has of an organization. It is related to a business name, architecture, 

a variety of products or services, tradition, ideology, and to the impression of quality 

communicated by each person interacting with the organizationôs clients. Corporate image may 

be considered 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 

component 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 attributes that constitute 

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 corporate image, 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 

corporationðthe unique, individual personality of the company 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 beholderðthe impression of the overall corporation held by its several 

audiences. The 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 develop and 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. An unsatisfactory 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 

the companyôs public by obtaining favourable publicity and handling or heading off 

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 concern for customers 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 the customers benefit in other ways from long-term 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 

satisfaction 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 influenced by ethical and 

unethical corporate actions. Researchers from the organizational behaviour discipline define a 

corporate image as the internal membersô belief about outsidersô perception of an organization.  

Martineau (2000) cited in Adeniji, Osibanjo, Abiodun and Oni-Ojo (2015) associated the image 

of an organization with the self-image 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 of themselves.  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, Abiodun and Oni-Ojo (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 

customerôs experience. Hsieh 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 information to flow 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 customer loyalty 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 long-run. 

 

3. MATERIALS AND METHODS  

The research seeks to establish from the 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 

quantitative data is extracted. The population of this study consists of the customers of all 

commercial banks in Nigeria. Essentially, this study is based on cross-sectional survey design. 

Cross-sectional survey design for this study is justified on the ground that the researcher adopts 

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 each of the 23 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 researcher then analyzed. Further, Kendallôs tau_b correlations 

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 among the study variables. 

 

3.1. Materials and Methods 

3.1.1. Presentation and Analysis of Result 

 

Table 1: How would you rate the corporate image of the bank? 

 Frequency Percent Valid Percent 

Valid 

Very high 18 36.0 36.0 

High 10 20.0 20.0 

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 image of the 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 

Valid 

Very high 20 40.0 40.0 

High 6 12.0 12.0 

Moderate 10 20.0 20.0 

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 respondentsô loyalty to the firm they bank with is very high, 12% have high loyalty 

for the bank they bank with. Further, 20% of the respondents were of the opinion that their 

loyalty was moderate, 10% of the respondents show no loyalty to the bank they bank with while 

18% were indifferent. For purposes of the present study: 

¶ r values between 0.1 and 0.5 indicate that the relationship is ñweakò  

¶ r values between 0.5 and 0.9 indicate that the relationship is ñstrongò 

¶ r values greater than 0.9 indicate that the relationship is ñextremely strongò  

 

This is irrespective of direction (±) that may occur. 
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Also, since correlation coefficients range from -1.00 to +1.00, a correlation of -1.00 tells you 

that there is a perfect negative relationship between the two variables. A correlation coefficient 

of +1.00 tells you that there is a perfect 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. 

 

Table 3: Kendallôs tau_b Correlations Test Analysis 

 Corporate 

image 

Customer 

loyalty 

Kendall's 

tau_b 

Corporate 

image 

Correlation 

Coefficient 
1.000 .927**  

Sig. (2-tailed) . .000 

N 50 50 

Customer 

loyalty 

Correlation 

Coefficient 
.927**  1.000 

Sig. (2-tailed) .000 . 

N 50 50 

**. Correlation is significant at the 0.01 level (2-tailed). 

 

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 the variables 

 

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 customer loyalty), Kendallôs tau_b correlations 

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 between corporate image and customer loyalty. The finding shows that 

effective corporate image can improve an organizationôs productivity by continued patronage 

as a result of customer loyalty. Thus, an effective corporate image of a bank can actually 

influence the customersô loyalty to the bank. 

 

4. CONCLUSIONS AND RECOMMENDATIONS  

This Based on the findings, it is imperative to note that the long-run rationale for a favourable 

corporate image is such that an image produces a climate conducive for growth and improved 

earnings. Since customerôs satisfaction is of vital importance, sound relations with the firmsô 

special publics, such as customers, employees, suppliers, shareholders, government, etc, is 

indispensable since customers are the banks most valued assets. A bank 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 customers and 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 of modern 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 possible to trade 

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 of all business 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 associated with the 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 

devoted 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 settlement (CLS) and 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 be 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 on over-the-counter 

(OTC) markets. Here, it is necessary to manually process individual orders by internal 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]: 

¶ misspell or other human error when processing the payment, 

¶ error resulting from late payment processing and non-compliance with payment deadlines, 

¶ the default of the business partner before receiving its counterpart in the agreed trade 

 

The main objective of introducing 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 of 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 transactions amounted to EUR 60 billion. German Marks. In 1974, 

the German state regulator, the Bundesaufsichtsamt für das Kreditwessen, decided to terminate 

its activities. The regulator's decision was announced on 26 June at the end of a business day in 

Europe with 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 for the settlement 

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 Bankhaus Herstatt, when 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 through 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 business 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 reconstruction of war-torn Germany. 

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 swap transaction between 

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 KfW Bankengruppe was no longer able to respond in time 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 provide the infrastructure for multilateral exchange and settlement of 

monetary payments and securities between financial institutions and were listed on the so-called 

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 of individual 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 classified as FMUs. 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 ensure the financial stability of operators. 

 

2.1. Overview of financial market utilities (FMUs) 

¶ The Clearing House Payments Company, L.L.C., as the operator of the Clearing House 

Interbank Payments System, which is used to settle large USD payments in real time [17]. 

¶ CLS Bank International , as the operator of the CLS System, which ensures settlement of 

foreign exchange transactions on the principle of payment against payment [17]. 

¶ 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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¶ 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]. 

¶ Fixed Income Clearing Corporation (FICC), a subsidiary of The Depository Trust & 

Clearing Corporation (DTCC), consists of the Government Securities Division (GSD) and 

the Mortgage-Backed Securities Division (MBSD). Both act as central counterparties to US 

state organizations, while ensuring trade settlement for them [17]. 

¶ ICE Clear Credit L.L.C., (ICC),  operates a standardized credit-default swap (CDS) 

settlement service [17]. 

¶ The National Securities Clearing Corporation (NSCC), a subsidiary of The Depository 

Trust & Clearing Corporation (DTCC), acts as a central counterparty in the settlement of 

US equities, corporate and municipal bonds, publicly traded funds and investment securities 

[17]. 

¶ The Options Clearing Corporation (OCC) provides a central counterparty for the 

settlement of US options, futures and futures options [17]. 

 

3. CONTINOUS LINKED SETTLEMENT ï 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 foreign exchange 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, whose primary 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 settled trades 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 working closely to further develop financial 

settlement options, including the establishment of an automated DTCC - Depository Trust & 

Clearing Corporation in 2007. With the increasing amount and value of currency transactions, 

there was also a demand for an even higher 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 to only 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 by shareholders, CLS 

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 foreign currencies. 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 of the opposite 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. 

Each business 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, it will provide 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 of settlement, 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 day, and 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 Council (US FSOC) placed CLS Bank and other organizations among the 

so-called systemically important financial market facilities ( Financial market utilities, FMUs) 

The US Financial Stability Supervisory Board, under the 2010 Dodd-Frank Eighth Rule, was 

mandated 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 transactions and other 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 safe manner. 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 transactions 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 "pay-to-pay" mechanism. Since CLS became operational in 2002, its 

scope as well as the number of affiliates has been increasing [8,9,16]. 

 

ACKNOWLEDGEMENT: The paper is an output of the science project VEGA 1/0428/17 

Creation of New Paradigms of Financial Management At The Threshold of The 21stcentury In 

Conditions Of the Slovak Republic. 

 

LITERATURE:  

1. Ahmad, I.; Olah, J.; Popp, J.; Mate, D., (2018), Does business group affiliation matter for 

superior performance? Evidence from Pakistan, In: Sustainability, vol. 10(9), pp. 3060. 

2. Balcerzak, A.P.; Kliestik, T.; Streimikiene, D.; Smrcka, L., (2018), Non-Parametric 

Approach to Measuring the Efficiency of Banking Sectors in European Union Countries, 

In:  Acta Polytechnica Hungarica, vol. 14(7), pp. 51-70. 

3. Becker, J.D., (1976), International Insolvency ï The case of Herstatt, In: American Bar 

Association Journal, vol. 62, pp. 1290-1295.  

4. Buc, D.; Kliestik, T., (2013), Aspects of statistics in terms of financial modelling and risk, 

In: The 7th international days of statistics and economics: conference proceedings, Prague, 

Czech Republic. pp. 215-224. 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

158 

5. CLS Group Holdings AG, (2012), CLS Celebrates 10-Year Anniversary, [Online] 

http://www.cls-group.com/MC/Pages/NewsArticle.aspx?nid=103 

6. CLS Group Holdings AG, (2014), Annual Report & consolidated accounts, [Online] 

http://www.clsgroup.com/MC/annualreport2014/Documents/CLS_Annual_Report_2014.p

df 

7. CLS Group Holdings AG, (2015), History, [Online]  

http://www.clsgroup.com/About/Pages/History.aspx 

8. CLS Group Holdings AG, (2015), About Us, [Online]  

http://www.cls-group.com/About/Pages/default.aspx  

9. CLS Group Holdings AG, (2012), CLS designated a systemically important FMU, [Online] 

http://www.cls-group.com/MC/Pages/NewsArticle.aspx?nid=99 

10. Gudgin, G.; Coutts, K.; Gibson, N.; Buchanan, J., (2018), The Macro-Economic Impact of 

Brexit: Using the CBR Macro-Economic Model of the UK Economy (UKMOD), In: Journal 

of Self-Governance and Management Economics, vol. 6(2), pp.7ï49. 

11. Kliestik, T.; Musa, H.; Frajtova-Michalikova, K., (2015), Parametric methods for 

estimating the level of risk in finance, In:  Procedia Economics and Finance, vol. 24, pp. 

322-330. 

12. Kristofik, P.; Horak, J.; Suler, P., (2019), Provision of trade credits in relation to corporate 

payment ability: A case study of the Visegrad four, In: Ekonomicko-manazerske spektrum, 

vol. 13(1), pp. 96-108. 

13. Kovacova, M.; Kliestik, T., (2017) Logit and Probit application for the prediction of 

bankruptcy in Slovak companies, In: Equilibrium. Quarterly Journal of Economics and 

Economic Policy, vol. 12(4), pp. 775ï791. 

14. Matussek, K.; Kirchfeld, A., (2008), KfW Is Raided Over EU319 Million Transfer to 

Lehman, In: Bloomberg. 

15. Sadaf, R.; Olah, J.; Popp, J.; Mate, D., (2019), Institutional Ownership and Simultaneity of 

Strategic Financial Decisions: An Empirical Analysis in the Case of Pakistan Stock 

Exchange, In: E & M Ekonomie a Management, vol. 22(1), pp. 172-188. 

16. Swiss National Bank, (2009) The Continuous Linked Settlement foreign exchange 

settlement system (CLS), [Online]  

https://www.snb.ch/en/mmr/reference/continuous_linked_settlement/source/continuous_li

nked_settlement.en.%20pdf 

17. US Federal Reserve System, (2015), Designated Financial Market Utilities, [Online] 

http://www.federalreserve.gov/paymentsystems/designated_fmu_about.htm 

 

 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

159 

CORE CONCEPT OF BUSINESS TRANSFORMATION: FROM 

BUSINESS DIGITIZATION TO BUSINESS DIGITAL 

TRANSFORMATION  
 

Josko Lozic 

University North, Croatia 

jlozic@unin.hr 

 

ABSTRACT 

The aim of this paper is to highlight the history and development 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 transformation 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 

transformation 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 digital optimization 

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 optimization, 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 business. This 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 optimization. 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 a change 

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 transformation 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 that technology, 

which is digital, allows people to solve their traditional problems. And they prefer this digital 

solution to the old solution (Patel 2019). In fact, digital transformation is business transformation. 

Some prefer to use term digital business transformation, 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 behaviour and 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 include digital technology breakthroughs; changes in peopleôs behaviour, 

attitudes and expectations; comparatively low barriers to entry; and the availability of huge amounts 

of venture capital (Schreckling, 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 competitive edge 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 2017). Many digitalization projects are driven by 

technology and not an overreaching business that is part of the overall enterpriseôs coherent 

business strategy. Letting technology drive the transformation is putting the cart before the 

horse, as such we end up with many individual points solution that may well create value for 

the business units involved but contribute little in value the business strategy (Gilchrist 2018). 

Most notably; Meg Whiteman, then CEO of eBay, once proclaimed to a journalist that ñmy 

Monday morning meeting is my strategyò. Ironically, Whitman previously served as VP of 

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 business is still not efficient in todayôs world and time 

(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 promote the digital 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 organization. It 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 (Talin 2019). Digitization 

is process of converting something to digital form. The first know use of term digitization was 

in 1954 (Merriam-Webster Glossary). Digitization is the process of changing from analog to 

digital form, also known as digital enablement. Said another way, digitization takes an analog 

process and changes it to a digital form without any different-in-kind changes to the process 

itself (Dictionary.com). Digitization is the oldest expression that has appeared. Although in the 

language distinction it 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 digitization occurs 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 last century 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 the 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. 

Digitization 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 reproduce the process as 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 almost 100% of the paper[...] (Robledo 2017). 

Digitization is 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 for processing, storing and sharing (Garge 2018). We can conclude that the 

term digitization is solely linked to the technological process of convert analog to digital 

content. 

 

Figure 1: History of digital transformation 

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 dictionary states how the term 

digitalisation interprets as integration of digital technologies into everyday life by the 

digitalization of everything that can be digitized. Digitalization is the use of digital technologies 

to change a business model and provide new revenue and value-producing opportunities; it is 

the process of moving to a digital business (www.gartner.com). The term digitization was first 

mentioned in 1959 (Merriam-Webster.com) and entered into day-to-day application. The period 

between the occurrence of the term digitalization and the term of digitization is not strictly 

defined. Digitization refers to ñthe increasing penetration of digital technologies in society with 

the associated changes in the connection of individuals 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 

digitization is digitalization. ñDigitalizationò or ñto digitalizeò can be defined as ñthe use of 

digital technology to change a business model and provide new revenue and value-producing 

opportunities; it is a process of moving to a digital business (Schreckling, Steiger 2017: 15). 

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 use of digital 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 has passed since the term associated with digitization and complete 

digitization in Figure 1 was left open. The 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 operating processes 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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technologies, i.e., can the current óprocesses and operationsô be transformed. You are still not 

changing the business model, but rather optimizing yourself (Gagre 2018). Digital optimization 

is the process of using digital technology to improve existing operating processes and business 

models (Patel 2019). First, digital optimization is like grabbing the lowest-hanging fruit on the 

technological tree. It keeps you even with your competition, but it will never advance you past 

them. Second, it means youôre focusing more on your company than you are on your customer, 

and that will never cut it in todayôs marketplace (Newman 2019). Digital optimization implies 

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 be used to create 

competitive advantage in medium-term 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 solutions. In this 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 implies overcoming 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 a firm barrier to overcome. Digital transformation implies 

focus on the future and solutions beyond control of existing digital optimization. Artegic 

glossary defines digital transformation as increasing interlinking of all economic areas and with 

it all measures 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 achieve profit zone. Digital 

transformation is the process of using digital technologies to create new ï or modify existing ï 

business processes, culture, and customer experience to meet changing business and market 

requirements (Salesforce 2018). Digital transformation 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 activities, a business must reinvent itself by radically transforming all of 

its processes and models (Hpe). Digital business transformation is 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 business transformation. The 

beginning of the entire transformation is marked by the phase that many authors call the "start 

of journey".  ñThe Digital Journeyò of a business is determined by when and how a business 

moves from Digitization to Digitalization to Digital Optimization to Digital Transformation 

(Gagre 2018). Organizations that have emerged as non-native digital have passed the path of 

digital transformation from the very beginning. Organizations that have been created as native 

digital in the process of transformation have started as digitized entities. 
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Figure 2: Digital Optimization vs. Digital Transformation 

Source: Gagre, 2018 

 

The process of business transformation begins with the transition from 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 two parallel 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 as an uninterrupted process, while in the second, digital transformation 

sets the foundation for new forms of digital optimization. Business optimization and business 

transformation are continuous processes that ensure stability and organization progress. 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 arises as to why 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 business 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 environment. Business model transformation is 

about boldly and dynamically changing the way capital is allocated and deployed by the 

organization, to generate better returns. By ñcapitalò, we mean not just money, but also talent, 

ideas, things and relationships (Libert, Back 2018). Business digital transformation 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 new products, markets and customers. 

Digital transformation is one-way transformation, while in the other direction moderate the 

radical innovation of the process. 
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Figure 3: Digital Optimization vs. Digital Transformation 

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 optimization improves 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 (EA) Summit 2018 survey, and points out that 46% of the existing efforts 

focus on business optimization and 54% in the direction of business transformation. A digital 

business can be defined as one that creates ñnew business designs by blurring the digital and 

physical worlds (Schreckling, 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; technology only serves 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 to get concrete 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 disruptors create 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) (Wade 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 organization to switch to 

platform-based 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 encompasses all the 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 
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Digital Business Strategy 

Digital 

Optimization 

Digital 

Transformation 

Improved 
Productivity 

and Product 

Better 
Customer 

Experience 

New 
Product and 

Service  

New 
Business 

model  



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

165 

product manufacturers. "The New York Times" is one of the examples of a 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 not offset the decline in revenue 

from physical releases, but the 150-year tradition of publishing continued. The New York 

Times (NYT) went through a similar transformation. Like the music industry, newspapers 

witnessed unbundling due to digital technology, which resulted 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, Walmart 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. 

The Harvard Business Review sums these efforts up nicely: "Walmart is increasingly becoming 

a 'digital winner', as it builds out a fast-growing ecommerce business and also leads in digital 

innovations when compared to other brick-and-mortar retailers" (Albanese 2018). Disney went 

a step further and all its fun parks were further digitized with special sensors. Similar to 

Nike or Under Armor's sports equipment manufacturers. Sportswear and footwear are 

equipped with RFID sensors that connect to mobile applications. Disney bought BAMTech 

to access the streaming technology rather than building it in-house. Disney recently spent $52.4 

billion to acquire the assets of 21st Century 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 to 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 manufacturers 

who introduced digital transformation into their business. Porsche 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, every customer 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 support their client base on their digital transformation 

journey (Janhsen 2018). By expanding its point of view, GE was able to launch the Predix 

platform, an Internet of Things platform that allows industrial machines to be monitored 

and optimized digitally. Analyzing trends in other industries put GE ahead of its 

competitors today, pulling off an impressive initiative thatôs already landed them the 

business of companies like Pitney Bowes (Claveria 2018). Digital transformation and new 

management strategies have directly influenced the development of production in the 

model of marginal costs as well as the 3D printing model. Successfully realization of digital 

business transformation, everyday management practice re-focuses their interest on digital 

optimization. In this context, managers use the effects of economies of scale, platform 

economics, and the effects of zero marginal cost. 

 

6. CONCLUSION  

Digital transformation is a long-term 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 quickly expanded 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 innovations within the existing production system. Digital 

transformation causes disturbing changes.  

https://digit.hbs.org/submission/walmart-blurring-the-lines-between-digital-and-physical/
https://www.capgemini-consulting.com/sites/default/files/experience-page/1475686/pdf/Digital_Transformation_Review_9.pdf
https://www.capgemini-consulting.com/sites/default/files/experience-page/1475686/pdf/Digital_Transformation_Review_9.pdf
https://www.visioncritical.com/internet-of-things-connected-devices-programs/
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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 transformation process 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. Traditional approaches, not taking into account socio-economic 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 

psychographic 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 the market. An 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 importance in this 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 determination 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, Gabor-Grenger technique, conjoint analysis and so called BPTO method (The 

Brand Price Trade-Off 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 suggestions for the 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 on both international and 

national markets (Domanska, 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 the life 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 that are still 

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 need to build a 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 recurrent marketing, 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 maximization of value delivered to the customer. We believe that the shift from 

value-oriented, product-based marketing to value-oriented 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 of rational 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 meet current 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 name and the image of the company. Each of these attributes influences to varying 

degrees the buying decision-making process and the subjectively perceived value of the product 

in the context of realized pricing policy activities, which is also reflected in the resulting 

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 the source of problems 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 cost-oriented calculation principles 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 

psychographic 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 when placed 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 identify the 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 pricing with regard to the identified need to take account of perceived customer 

willingness to pay are mainly: Gabor-Granger 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 marketing strategy of companies 

(Sroka & Szanto, 2018). While 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 offers (Kyzenko et al., 2017). As a result, companies have 

insufficient knowledge of the consumer´s willingness to pay for their products.  
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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., 2003). There are a number of product pricing methods. One of these is the value-

based pricing method, 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 product prices at a level that can 

guarantee to a certain extent the consumer´s willingness to pay the price for a particular product 

(Bartosova et al., 2015). The advantage of knowing the willingness to pay is to reduce the risk 

of a situation when the companies will determine prices too high and the demand for their 

products will be reduced (Abakumova & Primierova, 2018; Stonkute et al., 2018). In the 

previous survey, we have found out that there is an increasing interest in the value-oriented 

pricing method. Based on these 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. 

 

Figure 1: The development of the number of publications on Ăwillingness to payñ in the Web 

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 the topic 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 

consumers (Monroe & 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 two preferential surveys, 

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 al. (2017) 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, focused on examining the consumersô willingness to pay for 

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 product (Javan-

Noughabi et al., 2017). 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 the socio-economic characteristics of consumers, 

their attitudes, or the intent and perception of product quality attributes (Millock et al., 2002). 
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Willingness to pay is positively influenced by consumer incomes, financial expectations, or the 

importance of consumer status or lifestyle. On the other hand, the willingness to pay can be 

negatively affected by consumer thrift (Frank et al., 2015). There are two methods of estimating 

willingness to pay, direct and indirect (Alshehhi & Olah, 2017). The difference between 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. The direct 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 yet. The disadvantage of 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 values or a range of values that are willing to pay for a particular 

product (Sass, 2017). 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 problem determining 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 are facts that 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 distorted and inaccurate (Salako et al., 2017; Ionescu, 2017). The often-used method 

for determining willingness to pay is the Van Westendorp price-sensitivity meter, which helps 

to determine the acceptable range of product price for customers, or the price space in 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 particularly suitable 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. At what price would 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 product to be priced so low that you would feel the 

quality couldnôt be very good? (Kunter, 2016) 

 

Gabor-Granger 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 examines the reasons for which the 

respondent considers the price to be unacceptable. The questionnaire includes two questions: 

1. Would you buy this product regularly if it costs é ú? 

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 optimal price, the price limits for individual segments (Valaskova & Krizanova, 

2008). Conjoint analysis is an indirect method of determining willingness to pay. It is aimed at 

simulating the real decision-making process of consumers. Consumers in purchasing decisions 

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 to determine 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 important attributes 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., 2014). The Brand Price Trade-Off (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 

increasing 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., 2016). In the following Table 1, we compare the above-described 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 disadvantages. 

 

Table1: Comparison of the selected methods used to determine willingness to pay (own 

processing) 
Method 

 

 

Characteristic 

PRICE 

SENSITIVITY 

METER  

GABOR-GRENGER 

TECHNIQUE  

CONJOINT 

ANALYSIS  
BPTO 

Type of method 
Direct method Direct method Indirect method Indirect method 

The orientation 
Price Price Product attributes Brands 

The essence Questioning through a 

questionnaire with 

precise four questions 

Questioning through a 

questionnaire with 

precise two questions 

Simulation of 

purchasing decisions 

Simulation of 

purchasing 

decisions 

The result 

Optimal price range 

Optimal price and 

price range for 

individual segments 

Determining the 

attractiveness of 

individual product 

attributes. The optimal 

combination of price 

and other product 

attributes. Estimate 

demand based on a 

combination of product 

attributes. 

Impact of 

product pricing on 

brand sales. 

Determining brand 

loyalty. 

Advantages Simplicity, practicality, 

a sufficient 

representative sample 

of respondents, finding 

a product's competitive 

position in terms of 

price, ascertaining the 

consumer's reaction to 

changing the price of 

an already established 

product on the market. 

Simplicity, orientation 

on the reasons for 

price unacceptability 

for consumers 

The ability to 

realistically quantify 

the brand's price 

advantage over 

competition, 

It also takes into 

account other attributes 

important to the 

consumer, excluding 

the price. 

Takes into account 

the competitive 

environment. 

Disadvantages If a new, innovative 

product is tested, the 

method is less 

effective. 

It does not take into 

account all attributes of 

buying behavior. 

It does not take into 

account other 

attributes of buying 

behavior. 

The rating of 

respondents is still not 

as realistic as the actual 

purchase of products. 

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 practice, combinations 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 another method. 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 consumer demand, and 

its knowledge is key. The product price is determined by the market, while the willingness to 

pay is determined by the socio-economic characteristics of consumers, their attitudes, or the 

intent and perception of product quality attributes. The aim 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 chosen methods of determining willingness to pay and their subsequent 

comparison. Based on the provided literature review we´ve discussed these methods: price 

sensitivity meter, Gabor-Grenger technique, conjoint analysis and so called BPTO method. On 

the basis of 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 needed. It is caused 

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 product specifics 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 the article 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 

development. 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 competitiveness of the particular area or 

country. One challenge for clusters functioning is lack of effective communication, both 

between in-cluster members and with interested external parties. In-cluster-external interaction 

is a complicated ñpush-and-pullò system based on the likeness of interacting parties. Being an 

economic micro system clusters are involved in communication policy of the area enabling 

efficient information sharing with macro-environment while maintaining the integrity and 

establishing trusting relationship with audiences. Cluster communications are the indicators of 

a cluster current state and sustainability. If in the early 2000s companiesô competitive 

advantages were determined by competitors possessing or lacking some information then now 

in the conditions of free buying and selling information, rival companies can easily obtain 

similar information and undermine their counterpartsô competitive advantages. Hence, 

complicity that is personal inclusion in and involvement with target audience as a characteristic 

of information is given a priority to. Cluster communications are about ñinforming and 

involvementò as the latter implies understanding the audience when informing without being 

involved is just a cold message. It is cluster communications that are aimed 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 and raising a clusterôs competitive status. 

Keywords: cluster, communication media, complicity, globalization, living-lab 

 

1. INTRODUCTION  

The word ñcommunicationò has become very popular these days. However such popularity 

seems to be paradoxical: the more frequently the 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 

communications has 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 media that grew 

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 

the globe to another. Instantaneousness of information transmission enables society to function 

as ña global villageò on a universal scale. The examples of ñvillageò interconnection can be 

found in almost all the areas of our life activity: finance and medicine, education and services. 

However there is no particular ñvillageò with its ñdwellersò scattered around the globe that can 

comprise them all. Global activity can involve only the ñvillagersò possessing some specific 

features [7]. Beginning from 1990s large 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: text-format and graphic parts of 

advertising means became interchangeable. With communications being partially globalised 

there is a local demand on the part of society: everything that has been promised must be lived 

up in the day-to-day ñvillageò life. The global dimension of a claim a community puts forward 

(for example 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 confidence. Today we are witnessing shaping of the new world order where 

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 (2030 strategy, 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 new societies can be shown in three projections [11]. The 

first one ï convergence ï is the ground for establishing ña villageò. It extends to all markets and 

almost all industries. Contiguity or shared concerns contribute to identifying a target audience. 

For example, childrenôs issue as the matter for great concern might bring together pediatricians, 

food manufacturers and educational institutions. Therefore, large companies and every state 

should be interested in becoming active participants of globalization to use their competitive 

advantages or compensate for limitations due to shared interests and interaction with other 

participants. Another projection ï having similar ideology - helps to define several groups with 

shared values inside a community. This similarity 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 public 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 

social and professional diversity. This sort of values underlies communication policy of the 

cluster [10]. The third proximity ï geographical co-location ï is defined by the degree of 

peopleôs and companiesô physical presence in a particular area and is important for both format 

and content. Geographical proximity can be determined by several criteria: staff membersô and 

participantsô residence, a zone of economic influence (for example, suppliers and 

subcontractors), an ecological footprint zone formed due to clusterôs activity, political and 

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 which ñclosenessò of ideals, convergence and geographical 

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 different activities which couldnôt be integrated within 

a sector. But 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  

In M. Porterôs definition of cluster interdependence of clusters and economic activity is 

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: Cluster 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 means of developing 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 creating the 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 

 

Information field that all the participants of a cluster join is made up of various communication 

vectors directed outward and connected with the external environment through particular 

channels (Figure 2). We point out three vectors of cluster communications.  

¶ First ï visible communications. They are obviously seen. We can watch how they operate. 

They provide communication between cluster and its ñdwellersò. These are, for example, 

cluster-investor or participant-administration channels. There is also functional 

communication between cluster and its opponents aimed at contribute to image-making 

process of a cluster. 

¶ Second ï latent communications. These channels result from proximity phenomenon, but 

communication through them is not always possible. They remain vague and unclear unless 

co-located participants have shared concerns and the commitment to communicate. 

Awareness of latent communication channels is important for working out crisis-prevention 

strategies when identifying key-participants of communication matters a lot. 

¶ Third ï 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 and enhancement 

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 and monitoring 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 

integration tools should seek to get a feedback from clustersô ñinhabitantsò or member firms 

when dealing with universally shared concerns. Making judgment about such issues (family 

problems, health issues, environment protection, security) should be done only after careful 

investigation into cluster participants ñproximityò. To ensure complicity of participation 

between clusters and target groups itôs necessary to choose proper means for public perception 

monitoring to identify the issues that might cause denial. Today clusters donôt conceal any 

information from either mass media or in-cluster 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 star-ups that, in turn, has brought about higher professional 
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skills in journalists working in this area. Based on the fact that it is both - information and the 

channel it is communicated through that provide effective communication professional 

experience is giving up the widespread use of mass media. In the West the term ñspecialized 

broadcastingò has been coined to replace ñbroadcastingò when describing cluster 

communications. There are three specific features of clustering and interaction to be 

emphasized. They refer to intensive information exchange and communication: 

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 significance to 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 information-sharing. Innovation clusters 

that are designed to generate new technologies and manage competences see new awareness 

and intensive information exchange at low to middle level as their key advantages [12]. There 

are three factors that affect the level and feasibility of communication: to what extend the 

information transmitted 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 sources. One of the latest concepts of communication is 

that of a living-lab, which is environment, network, community, organization, project, 

ecosystem operating on the basis of state-public-private partnership where users are given the 

key roles in the innovative activity and direct involvement in researching, developing and 

designing a new product or service [3]. Living-lab is a form of activity and innovative tool that 

serves as a communication platform for designer-consumer interaction. From the living-lab 

perspective, every cluster participant contributes 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 setting-up living-labs and their functioning through 

budgeting, marketing, attracting customers and experts. Small- and medium-sized businesses 

are offered new ideas on how to expand their operations while larger companies are given the 

priority in designing new products using jointly-created innovative methods. Consumers and 

general public are living-lab key-players of innovative process. They get involved in 

communication through generation, discussion, testing innovation products to detect a cluster 

target consumer. ICT provide technology platform and online communication. Having 

competence and expertise is the main requirement for any clusterôs participant. Various 

demands create various supplies. Some cluster members might need some specialized expert 

assistance while others rely on non-specialized agents capable of performing particular jobs. 

There are participants with nation-wide demands (sometimes only local ones) or those seeking 

going global. In all cases the level of competence is highly 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 event-holding platforms. Secondly, platforms for participantsô extensive networking 

and building relationship are to be created. Hence, the role of social networks and virtual 

interaction for communicating cluster-related information to all the participants, sharing ideas 

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 and negotiations for effective 

cluster functioning.  
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Fifth, need for providing venues for university-specific activities such as projecting and intra-

institutional development [8]. Depending on the types of cluster participants the priority types 

of their communication can be distinguished: meetings, open dialogue and relationships are to 

be used by large companies and medium- or small-sized businesses. For educational institutions 

these are open dialogue, intra-institutional development and projecting. Research in-cluster 

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  

Communication with diverse internal and external audiences is significant for any cluster 

functioning. The question arises: how to identify target audiences and what they are? There are 

three ways of identifying audiences to be highlighted. First: carrying out structural analyses of 

audiences which is a simple but the most commonly used method. It implies working 

systematically on compiling clustersô audience catalogues irrespective of having or not actual 

relations with them. Using this approach we may determine the ñplayersò whose activities can 

contribute to the evolution and development of clusters. These audiences include ministries, 

municipalities, trade-unions, regional departmental representatives, non-governmental 

organizations. There should be topologies or name-collections of key persons of all such 

audiences who might affect communication-building 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 tool. Any well-established company or powerful audience which causes 

potential threat to a clusterôs existence must be paid close attention. If there is similar threat on 

part of informal audience it might escape consideration as inconsequential. Building a hierarchy 

of audiences along with detecting values and transmitting information are integral parts of 

cluster communication policy. Second: prompt or market (expedient) approach. Audiencesô 

catalogues are not final and have to be updated as audiences included not necessarily maintain 

steady relations with clusters ñinhabitantsò. But their concerns and drivers are to be considered. 

This category of volatile audiences comprises construction and trading companies, tourism 

organizations and culture-and-leisure centers. Learning 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 policy. 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. Communication 

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 more picked-up ambiguous 

features of audiences are. In many real-life situations 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 intended audiences 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 neuron-cerebral 

mechanism and sexual compulsion in a scientific journal, it is likely to generate interest in a 

popular-science 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 in accordance with mass communication 

requirements: eye-catching 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. Eventually original information will be delivered in the 

ñdistillatedò format with no source reference but as the revolutionary and ultimate truth. 

Hereby, cluster communication providers have to be capable of dealing with such a ñtangled 

messò to detect the leading figures, allies and rivals when working with various audiences. This 

logic of approving or disproving any information for cluster communication is applied to any 

stage of communication program. Due 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 and semiology analysis 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 intended audiences. Carefully done surveys help introduce key 

communicators to cluster ñinhabitantsò and comprehend the ways audiences participating in 

communication think and what mechanisms to be used as most effective in terms of cluster 

development. All above-mentioned 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 that are not 

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 focused on. Market analyses should be backed by 

institutionalized analyses of a clusterôs audiences and members: regardless the fact that market 

communication supplies instant return its long-term impact runs counter to the interests of 

building long-term communication. Therefore, clustering communication strategy must be 

worked out with dialectics existing between short-term benefits and long-term programsô goals 

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 providing other activities of a cluster. Before starting-up the communication process 

applying a supplementary approach is viable for studying public opinions, suppliersô and their 

associatesô concerns, communication patterns of their key ñplayersò. Direct benefit can be 

gained from cluster-audience efficient communication. Efficient communication means 

promoting added value or cost-efficient relationship within clusters as well as with the external 

target groups. Only when clusters actively benefit the society they can be viewed as its valuable 

assets.  

 

5. CONSLUSION  

Thus, in-cluster 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 communication used.  

1. Cluster communication is the applied activity that demands some technical skills. 

Nowadays there is a large gap between theory-making specialist and practitioner who relies 

on experience and personal connections to be noticed when talking about professional 

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 who initiate communication shouldnôt be the peripheral participants of 

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 
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relevant audiences. That means that communication policy and its in-cluster 

implementation programs are to be drawn up and used jointly with other functionsô 

performers and to be 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 preventing 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 them in the position of either a debtor or 

creditor. The aim of communication management is implementation of the balance needed to 

be maintained between clusterôs ñcreditorsò and ñdebtorsò and between it and its public in 

general and at each stage in particular. Communication efficiency when dealing with different 

audiences can be either increased or decreased depended on the patterns chosen. Any error 

made in the communication-building process can turn counterproductive. Positive information 

when used in the inappropriate way can be perceived as negative by target audiences. This can 

be exemplified on the case with companyôs staff going on a strike right after announcing its 

outstanding financial results without explaining their benefits to workers. The primary goal of 

cluster communications is to provide a favorable environment for implementing the goals set 

through effective cost-efficient operations. To quantify the results of communication a precise 

assessment scale should be developed. For this purpose the clear objectives 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 medium-term strategy for strengthening an institutional identity. But both are restricted to 

a ñcommunication-complicityò pattern. It is this wording that should be used inseparable as 

involvement (or creating complicity) without communicating properly (that implies 

understanding) means promotion 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. Therefore communication is seen as the key tool for specifying clusterôs activity. Data 

exchanged may refer to technologies transfer or be a sort of «locality information». Defining 

proper cluster communication targets and goals is crucial for clustering projects 

implementation. For clustering turn to be a non-feasible project if no benefit from information 

exchange is expected. 

 

LITERATURE : 

1. Bergman, E.M., Feser, E.J. Industrial and Regional Clusters: Concepts and Comparative 

Applications // Regional Research Institute, WVU. URL:  

http://www.rri.wvu.edu/WebBook/Bergman-Feser/contents.htm (access date: 02.09.2019). 

2. Claus Steinle, Holder Schiele. When do industries cluster? A proposal on how to assess an 

industryôs propensity to concentrate at a single region or nation // Research Policy. 2002 

Vol. 31, iss. 6 P. 849ï858. 

3. Commission staff working document on the implementation of the EU Maritime Transport 

Strategy 2009-2018 URL:  

https://ec.europa.eu/transport/sites/transport/files/swd2016_326.pdf. 

4. McLuhan, Marshall. Letters of Marshall McLuhan. (Oxford University Press, 1987) p. 254. 

5. Porter M.E. The Competitive Advantage of Nations: With a New Introduction. N.Y.: The 

Free Press, 1990, Palgrave Tenth Edition, 1998. 

6. Rosenfeld, S.A. Bringing Business Clusters into the Mainstream of Economic Development 

// European Planning Studies. 1997. Vol. 5.1. 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

184 

7. Swann G.M.P., Prevezer, M. A Comparison of the Dynamics of Industrial Clustering in 

Computing and Biotechnology // Research Policy. 1996. 

8. Klimova E.N., Klimova T.V., Schetinina N.A. Informirovaniye turistov kak factor 

konkurentosposobnosti predpriyatii turisticheskoy industrii [Keeping travelers informed as 

the factor of tourism industry companiesô competitiveness]. // Vestnik Belgororodskogo 

universiteta kooperatsii, ekonomiki i prava. 2019. ˉ 2 (75). P. 209-217. 

9. Kolosovsky N. Teoriya ekonomicheskogo rayonirovaniya [The theory of economic 

zoning], M.1969 

10. Nyurenberger L.B., Saprikina A.N., Luchina N.A., Bushueva I.P., Schetinina N.A. 

Sovershenstvovaniye upravleniya v sfere uslug cultury: klasternyy podkhod [Management 

development in culture servicing: clustering approach]. // Ekonomika i predprinimatelstvo. 

2018. ˉ 12 (101). P. 345-350. 

11. Osik Y.I Deglobalizatsiya mirovoy ekonomiki kak sledstviye yeyo finansializatsii 

[Deglobalization of the world economy as the result of its financialisation]. // 

Mezhdunarodnyy zhurnal prikladnykh i fundamentalnykh issledovaniy. 2014. ˉ1-2. 

P.202-205. URL: http://cyberleninka.ru/article/n/deglobalizatsiya-mirovoy-ekonomiki-

kak-sledstvie-ee-finansializatsii#ixzz4aNgk11YC. 

12. Porter M. Konkurentsiya [Competition]. ʄ: Izdatelsky dom ñVilyamsò, 2002. 496 p. 

 

 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

185 

PRESENCE OF GERMAN LANGUAGE IN NATIONAL 

PROGRAMMES OF TOURISM AND HOSPITALITY MANAGEMENT 

STUDIES 
 

Tomislav Krpan 

Senior lecturer, University of Zadar, Republic of Croatia 

tkrpan@unizd.hr 

 

Goran Pavelin 

Research Associate, University of Zadar, Republic of Croatia 

gpavelin@unizd.hr 

 

Filip Znaor  

Bachelor's degree, University of Zadar, Republic of Croatia 

filip1309@gmail.com 

 

ABSTRACT 

Given the territorial proximity of Croatia and the fact that for almost 400 years it made part of 

the Habsburg monarchy, i.e. the Austro-Hungarian 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 and importance 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 is one of 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 presence of German as foreign language within the framework of national tourism 

and hospitality management study programmes. For the purposes of this paper, the 

questionnaire was designed and then distributed in electronic form to higher education 

institutions who met 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 profile, their motivation, 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 language, tourism 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 on its geographical 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 position (Kloss, 1974).  
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In comparison with the position of German language 150 to 200 years ago, this language lost 

much importance (König, 2004., p. 6). Furthermore, its importance lags behind in the 

globalisation era. Although its role in political institutions of 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.). It is indisputable to talk about the importance that 

German occupies in educational system of 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, cultural and 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 

language 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 theoretical basis of this 

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 language on higher education 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 presented ideas 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 Austro-Hungarian Empire, 

we are speaking about centuries old connection of Croatia and German countries. 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 language contact 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 and contributes 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 status of official language (Bariĺ, D. 2004, pp. 71-87.). Pavelin 

writes more on contemporary institutionalisation of the army and preferable education on the 

university level (2018, p. 831-842). In this paper, authors have intension to focus on mentioned 

German language learning. We noticed that, during 18th century, German became a language 

of broader than regional communication used by society elites, while Latin remained the 

language of science and politics and Croatian was used by the lower class (Ģepiĺ 1996, p. 314.). 

In second half of 19th century, German gains in importance and becomes a regional language 

in central and central-eastern 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 18th century. 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 level of the official language, which can be read in the following quotation: ĂGerman was 

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 educational stores 

(Hªusler, M. prema Wiesinger, P., 1983, p. 229.)ñ It is necessary to mention this to provide an 

insight in study programmes of that period, which were intertwined with German components. 
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In the mid-19th century, northern Croatia was mostly bilingual and Austrian German was 

especially prominent. Stanko Ģepiĺ (1996, p. 316.) wrote as follows concerning Austrian 

German: ĂNumerous written documents, such as dictionaries and grammars with typical 

Austrian vocabulary are the proof that German language in Croatia was always Austrian 

German, while pronunciation rules describe exactly the communication language used in 

Austria.ñ As a proof of strong cultural and linguistic German and Austrian influence on the 

territory of the then Croatia, Gabriella Schubert (2003, p. 90) 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 culture in 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. 

ĂSecond half of 20th century and especially the beginning of 1960's represent a period of big 

migration processes. (...) During that time, a big part of working population (gastarbajteri - 

Gastarbeiter) way employed in Germany and Austria. Half a century later, in 1991 and 1992, a 

big part of population moved to Germany and Austria, and after the liberation and the 

independence, Croatia establishes stronger economic and cultural relations to Germany and 

Austria (Krpan, T., 2015, p. 312.)ñ For decades German is being taught as first or second foreign 

language. With the development of 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, which was distributed 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 optional. The total of 95 responses was collected. Closed-ended 

questions 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 

scale. 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 future career related 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 through the e-mail. After 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 also provided 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 respondents (age 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 the insight 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 persons) of men among respondents. 

Second question was related to the respondentôs status. Answers offered in the questionnaire 

were: full-time student, part-time student, status Ăsñ and graduate student. Last category was 

not represented, given that in this case it represents statistically insignificant group of 1%. The 

most represented group of respondents were full-time 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 later 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 full-time students and 36% of part-time students. Third 

question used for the purpose of further determination of respondentôs' demographic image was 

the question on the town of their studies. This question was very important in setting of future 

hypothesis. Among all the towns which had study 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 language 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 

significant than regions of MeĽimurje or Slavonija, due to their geographical location) it is 

expected that the reasons for the choice of studies and further plans may vary among studied 

towns. Therefore the biggest number of respondentôs, regarding the representation, attends their 

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 Ġibenik with 1%. Fourth question was related to the degree of their studies. Through the 

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) and graduate 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 that most 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 history/culture taught on 

graduate studies. Fifth 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 related to the 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 to the 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, I consider it will be 

necessary for me in future, I think I will find a job sooner) respondents could choose 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 globalisation 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 communication 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 educational journeys 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 out from this question, 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 country. Of 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. Those hypotheses 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 Likert scale principle. 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. I agree, chosen by 43% 

respondents and 5, i.e. I extremely agree chosen by 29% respondents, while the less represented 

grade was 1 or I 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 German is second 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 hospitality, the importance of foreign languages is indisputable. The most common 

grade here was 5, i.e. I extremely agree with 36%. It was followed by grade 4, i.e. I agree with 

31%, (I do not agree nor disagree) with 21%, 2 (I disagree) with 10% and the less common 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 workers as employees, 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 statement in 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 once again 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 entries (2 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 chi-squared test will be used to prove or disprove the hypothesis. In 

the first case, we will compare 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 

part-time student or status Ăsñ students will have different opinion on that question than full-

time students, because they possess the experience on the job market, therefore their practical 

experiences may positively or negatively influence cited statement on the 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) 

 

Likert/status 

full -time 

students 

part-time 

students 

 

Total 

Grade 1-3 21 6 27 

Grade 4-5 37 31 68 

Total 58 37 95 

 

Prior to the representation of results, several things should be emphasized. First of all, part-time 

students and Ăsñ status students were put in the same group because of the rule in this sort of 

test, i.e. over 20% of default frequencies in the table should not 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 hypothesis is as follows: H0= 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 significance (or Ŭ) is 5%. Thanks to the 

previously stated entries, the theoretical value of a test conducted was chi-square=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 is statistically 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 choose German. 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, categories were 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 the same region 

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) 

 

Towns/motives 

Learning continuity/ 

 

interest in languages 

I think it will be 

necessary in 

future 

I think I will find 

a job 

sooner/other 

 

Total 

Rijeka and Opatija 40 32 20 92 

Slavonski Brod 

and Vukovar 

 

8 

 

11 

 

8 

 

27 

Ġibenik and Zadar 18 15 9 42 

Zagreb 7 4 7 18 

Total 73 62 44 179 

 

The hypothesis is as follows: H0= 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 chi-square=19,675. Given that the test size (app. 90,34) is higher 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 the criteria of the research, i.e. they offer 

German courses in their programmes. Given that analysed studies are located in 16 towns, the 

initial contact through the e-mail was made with the secretariat of the individual study during 

the summer semester 2018/2019. We contacted seven towns mentioned in previously 

interpreted tables. Hypotheses were tested through the chi-squared test to determine the 

connection between tested variables. Through the analysis of collected data we determined the 

connection between the status 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 make 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 in tourism and 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 of Russia 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 cross-industry network. 

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 the development of large regions, including the North-West 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 of great importance, 

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, the influence 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 methods and modern tools for regional economic and geographical 

studies of the regularities and factors of transformation, functioning and development of the 

regional FI. Theoretical and scientific-practical 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 purpose of the article 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 Kaliningrad region in order to ensure food safety, 

determine the competitive advantages of import phase-out, and self dependence of Russian 

regions with fish products. 

 

2. CURRENT STATUS AND DEVELOPMENT PROBLEMS OF THE WESTERN 

FISHERIES OF RUSSIA 

Social stability in the coastal regions of the Russian Federation brings, including a strategically 

important sector of the economy - fisheries. Historically, coastal fish cannery are town forming, 

determine social significance for the population. And although in the last decade there has been 

a positive dynamics in the development of the FI of Russia as a whole, but the Far East has 

traditionally been the leader. However, the current nascent stage of the Russian economy is 

characterized by a radical revision of ideas about the predicted 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 

Government-sponsored scheme ñDevelopment of the fishery industryò, in 2019 this amount 

was increased by another 2 billion rubles. 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 products. Along with the priority areas for the development 

of the innovative economy of the North-Western Federal District (nuclear, space, medical 

technologies, etc.), the other areas are also of particular importance, for example, those closely 

related to the development prospects of the fishery industry and North-West Federal District, 

such as shipbuilding, biotechnology, ecological safety, and the development of new 

technologies in the agro-based industries. In the NWFD, 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 region occupies the second place in the all-Russian extraction 

of aquatic biological resources in sea waters, in the total volume of the FI of the North-West 

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 [15]. Western 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 resources were 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 fisheries in the 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: sprats -  84.7%, 

herring - 76.2%, cod - 50.6%, flounder - 93.3%, respectively. In 2018, 80.8 thousand tons of 

fish were caught in the Western Fishery Region, including sprat - 41.1 thousand tons and Baltic 

herring - 24.5 thousand tons (an average of 106.8% on 2017.), cod - 3.4 thousand tons (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 thousand tons) [15] . In the Western Fisheries 

Basin, fish harvested was 7.9% more than in 2018 - 57.62 thousand tons. In the sprat fishery, 

the catch increased by 3.8 thousand tons - up to 34.8 thousand tons. Baltic herring was mastered 

by 0, 5 thousand tons more than last year - more 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 transformation of the Kaliningrad fisheries subarea, as the most dynamically 

developing in the new geopolitical and economic conditions of the post-Soviet Russia. In the 

current transitional period of the development of the Russian economy, the possibilities for the 

development of the Kaliningrad region, as a ñcorridor of cooperationò, are increasing [7]. For 

example, in under conditions of globalization, the socio-economic situation of the region is a 

competitive advantage in possible Russian-European integration. It should be noted that certain 

supposition have developed for this, for example, an ice-free 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 during the Soviet period, when fish capture in the south-east of the 

Pacific and south-west 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 FI 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 activity. The transitional type of Russian economy after the collapse 

of the USSR also affected the development of the regional FI, this was connected to a reduction 

of the government allowances, an becoming out-of-date fleet, high fuel prices, and the 

constrained sale of caught fish abroad to cover 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 small-capacity 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 breakdown into separate 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 in the territorial 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 the regionôs economy in the post-Soviet period mainly occurred without 

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 spontaneous 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 FI is 

also relevant. For the exclave region, which today is the Kaliningrad region, to ensure its 

sustainable development, specific regional factors are very important, among which industry 

clustering can be distinguished [6]. The cluster approach in the regionôs industrial policy is on 

a par with the ñgrowth polesò, territorial production complexes, technopolises, etc. The theory 

of the production cluster summarizes the researches of industries of territorial specialization, 

key firms, industry leaders, networks of intra-regional manufacturers and suppliers, production 

and market infrastructure [3]. Currently, 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, a regional target program ñDevelopment of the fishery 

industryò was developed, the main purpose of which is not only the rational utilization of the 

allocated raw materials, attracting investment in the region, but also the creation of a fish 

processing cluster on the territory 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 development of coastal fishing and fish 

farming with a modern solution to financial, economic, technological, managerial and 

environmental problems. A notable result of such transformation of the FI and the formation of 

a regional fishery cluster was the increased total annual harvest of coastal fisheries in the Baltic 

Sea, represented by record levels over the past 15 years - 42, 9 thousand tons [10]. The basis of 

the fishing trade in the Kaliningrad region from the total harvest is herring (54.2%), sprat 

(29.8%), cod and river flounder. The increase of the coastal quotas of the extraction (harvest) 

of Baltic sprat (sprats) and Baltic herring (herring) affected the harvest indicators - the total 

catch of small sprat amounted to 108.8% (2016). Positive dynamics is also observed in the 

development of the coastal fisheries - a change in the fishing characteristics of the fleet affected 
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its work in the 26th subarea of the Baltic Sea [10]. An increase in the total catch of small sprat 

contributes to the provision of raw materials to coastal canning enterprises during coastal 

fishing for the purpose of import phase-out. 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 operation. The infrastructure of the FI 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 establishment [14]. As part of the fishing 

cluster in the Kaliningrad region, the investment project ñConstruction and Modernization of 

the Coastal Zoneò has been making since 2016. The common marine core self-employed 

Sushko is located in the city of Svetly and includes fish processing workshops, a storage 

warehouse, ship basing and a specialized market. A modern workshop for the freezing and 

storage of frozen fish products ʆʆʆ "Moredobycha" operates in the region. Three vessels of 

the SEC "Rybolovetsky Kolkhoz", "Za Rodina", the ship SFTR - 1376 ʆʆʆñ Stalactit Maritime 

Firm ò, and the berthñ Rybolovetskiy kolkhoz ñThe Worker of the Seaò in the village of 

Rybachy were modernized [10]. To implement the cluster project, the Kaliningrad Sea Fishing 

Port was joined to the Federal State Unitary 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 catches. The ban on the import of fish 

products (including canned sprats) from Latvia, Estonia and Poland since 2015 also influences 

the optimal implementation of the state program ñDevelopment of the fishery industryò. 

Meanwhile, in the conditions of cross-border 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 region. According to the data of Agency for Fisheries on the 

implementation of the goal of the government program "Sustainable development of the 

fisheries industry of the Kaliningrad region", the aim of effective management of FI 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 amounted to overfulfillment of the plan: 

in 2015 - 55.09 thousand tons (plan - 40.22 thousand tons); in 2016 - 58.93 thousand tons (plan 

- 41.09 thousand tons). The volume of private investment in the construction and modernization 

of coastal infrastructure and coastal 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 cluster. The 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 cluster development strategy in FI: 

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 (lack 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 bona fide 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 

post-Soviet period revealed the following distinctive features of regional development: 1) the 

spontaneous transformation of FI with structural changes at the spatially local and sectoral 

levels that occurred during the transitional period of development of the Russian economy; 2) 

FI is a socially significant sector of the economy with competitive advantages of import phase-

out and self-dependence of the region with fish 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 ñgrowth pointsò of the regional economy; 4) the risks of the strategic development 

of the regional 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 socio-economic micro-zoning of the region [8], as a gradual 

process of concentration of economic growth in the coastal part of the region, the so-called 

ñpolarizationò of space, remains relevant. 
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ABSTRACT 

Within fiscal policy, one of the main instruments for stimulating economic growth are public 

expenditures. However, economic theory has shown that public expenditures can have a 

positive and negative impact on growth and that this impact can be short-term and long-term. 

In order to look at the effects of government spending policy on economic growth it is necessary 

to divide the total amount of public expenditure into several categories and analyse them 

separately. The most commonly used approach is the division of public expenditures into 

government spending and investment. Government spending is generally considered to have a 

negative impact on economic growth, while investment has a positive effect. However, given 

that some categories of government spending have a positive impact on economic growth 

(expenditure on infrastructure, education and health) such a division is not enough. Therefore, 

in economic theory, it is common to divide public expenditures into productive and 

unproductive public expenditures. Productive expenditures include expenditures for health, 

education, research and development, public infrastructure, while unproductive expenditures 

include expenditures for the military, administration, social benefits, salaries, etc. However, 

the main problem in the economic literature is that it cannot be provided a general conclusion 

about the impact of certain categories of public expenditure on economic growth for all 

countries, and the impact is different in developed countries and developing countries. The 

purpose of this paper is to critically analyse the theoretical and empirical literature on the 

relationship between public expenditure and economic growth and to provide an overview of 

various categories of public expenditure in the Republic of Croatia in the period from 2008 to 

2018. Accordingly, the analysis will  show how the growth of total public expenditures, as well 

as various components of public expenditures, influence the economic growth of the Republic 

of Croatia. 

Keywords: economic growth, fiscal policy, public expenditures, Republic of Croatia  

 

1. INTRODUCTION   

Over the past two decades, a considerable amount of theoretical and empirical research has 

focused on identifying components of public expenditure (government spending) that have a 

significant relationship with economic growth. Using fiscal policy instruments to achieve the 

desired economic growth can be explained from different points of view. Keynesian theory 

argued that the government should fine-tune the economy by allowing economic forces to 

allocate factors of production and investment, as well as the need to occasionally intervene in 

the regulation of the impact of macroeconomic variables with the objectives of achieving 

balance and continuous development of all sectors of the economy. But unlike Keynesian 

theory, in modern systems there is direct control of all factors of production, which is a less 

successful way because of its authoritarian nature, which reduces the interaction of 

macroeconomic variables and causes distortions as well as market failures. Accordingly, the 

relationship between public expenditures and economic growth generates a series of debates 

and different opinions among economists. The government has two functions. The first is 

protection and security (creation of the rule of law and protection of property rights, protection 

of life and property and population) and the second is the production of certain public goods 

(defence, roads, education, health, etc.).  
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Some economists argue that higher public expenditures for socio-economic and physical 

infrastructures encourages economic growth in the same way as health and education 

expenditures increase labour productivity and increase a growth of domestic product (Barro and 

Sala-i-Martin, 1995). On the other hand, there is a group of economists who argue that increased 

public spending can reduce economic growth because, in the case of higher public spending, 

governments can raise taxes or raise public debt which have impact on household spending. 

Moreover, if  the government increases borrowing in order to finance its expenditures, it will  

reduce private investment. The involvement of public infrastructure or, more generally, public 

capital in the private production function has important implications for productivity in the 

private sector. Increasing public spending directly increases the marginal productivity of private 

inputs, which encourages their accumulation and can therefore trigger production growth 

(Aschauer, 1989). Thus, the activities of the state and politicians play an important role in 

determining the economic conditions under which economic growth take place. Some of these 

activities are directed towards redistributive and the wider objectives of social policy which, at 

least in the short run, are not primary suited for achieving higher economic growth. In addition, 

the demand for some public services (health, education, defence, etc.) may depend on the level 

of output per capita, so that in the long run public spending increases with the standard of living 

(Wagner's law). In addition to the long term, the mechanisms of fiscal policy can affect output 

(production) and growth in the medium term, as well as during the business cycle. In the 

framework of economic policy, fiscal policy is generally seen as an instrument to mitigate short 

term fluctuations in production and employment. With changes in public spending or taxation, 

fiscal policy aims to influence aggregate demand to bring the economy closer to its potential 

equilibrium output. Therefore, the quality of fiscal policy should be evaluated for its ability to 

reduce output fluctuations. However, the long term implications of such short term fiscal policy 

instruments in the area of taxation and government spending cannot be overlooked. On the 

government spending side, which is the topic of this research, several fiscal policy instruments 

that have long term effects can be identified. Such instruments are known from earlier models 

of endogenous growth which have introduced the category of public expenditure as something 

that drives economic growth. Thus, the main goal of the research is to provide an overview of 

various categories of public expenditure in the Republic of Croatia in the last ten years and to 

show how the growth of total public expenditures, as well as various components of public 

expenditures, influence the economic growth of the Republic of Croatia. The results of this 

research show that the structure of public expenditures in the Republic of Croatia is not fully  

oriented towards achieving higher rates of economic growth and require its adjustment. The 

rest of paper is structured as follows: Section 2 highlights the literature review in the field of 

public expenditures and economic growth, Section 3 presents analysis of public expenditures 

in the Republic of Croatia, Section 4 concludes. 

 

2. LITERATURE  REVIEW   

In order to examine the effects of public expenditure policy on long term economic growth, it 

is necessary to divide the total amount of public expenditure into several categories and analyze 

them separately. The most commonly used approach is the division of public expenditures into 

government spending and investment. Government spending is generally considered to have a 

negative impact on economic growth, while investment has a positive effect. However, such a 

division is not sufficient, given that some categories of government spending have a positive 

impact on economic growth, such as expenditure on infrastructure, education and health. In 

contrast, some investment projects can create distortions that result in loss of prosperity in the 

country. According to Devarajan et al. (1996), public or government spending can be divided 

into productive (which has a positive effect on economic growth) and unproductive (or purely 

consumer).  
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Also, according to Glomm and Ravikumar (1997), public expenditure on infrastructure and 

education has a direct impact on the growth rate of the economy. In this case, changes in the 

rate of growth of public infrastructure and changes in the level of education affect the growth 

rate of the economy. In particular, whenever the level of education exceeds (lags) the level of 

knowledge and innovation there is a positive (negative) impact on economic growth. Other 

public expenditures, however, do not directly influence the growth rate. Empirical evidence in 

the area of public expenditures and their impact on economic growth suggests several different 

conclusions. Cashin (1995), Kocherlakota and Yi  (1997), de la Fuente (1997), Kneller et al. 

(1999) found a significant positive impact of public investment levels on economic growth in 

developed countries, while Bose et al. (2007) concluded that education expenditures (private 

and public) as well as the total amount of investment are important for developing countries in 

stimulating economic growth. In contrast, Easterly and Rebelo (1993) analysed different types 

of public expenditure and concluded that only public investment in transport and 

communications infrastructure creates positive effects on economic growth in both developing 

and developed countries, and that total public investments have no significant effect. Miller  and 

Russek (1997) in their work found that investments in transport and communications 

infrastructure have a negative effect on growth in developing countries. Deverajan et al. (1996) 

have shown that public capital expenditures have a negative effect on growth in developing 

countries and that the results are different when developed countries are included in the analysis 

instead of developing countries. They explained such a results by suggesting that expenditures 

that are usually considered productive can become unproductive if  there is an excessive amount 

of them. Also, they concluded that developing countries are allocating their resources in the 

wrong way, that is, excessive spending of capital. In their work, Fölster and Henrekson (2001) 

examined the effects of rising public spending and taxation in developed countries. Using panel 

data for the period from 1970 to 1995 they found a negative relationship between public 

expenditure and economic growth. In addition, the authors conclude that a 10% increase in 

public expenditure as a share of GDP is associated with a 0.8% decrease in economic growth. 

Similarly, Kneller et.al. (1999) have demonstrated that fiscal policy can influence long-term 

growth rates in OECD countries. The authors find that productive expenditures such as 

expenditures on education and health increase growth while unproductive expenditures such as 

those on social security and welfare have no effect. Mueller and Stratmann (2003) found a 

negative effect of state size on economic growth in a sample of industrialized countries. There 

are some studies that have contributed to the theoretical and empirical debates whether fiscal 

policy has a positive effect on economic growth in the long run. A study conducted in Kenya 

(Amanja and Morrissey (2006)) assumes that government and policy influence are vital to 

economic growth, but from the opposite point of view. They assume that government operations 

are inherently bureaucratic and inefficient and therefore don't encourage growth. They used 

time series of annual data to explore the relationship of different fiscal policy measures to 

growth. By categorizing government expenditures into productive and unproductive, and tax 

revenues into distortive and non-distortive, they concluded, according to economic theory, that 

unproductive spending and non-productive taxes do not contribute to growth. However, 

contrary to expectations, productive expenditures in their research have a strong negative 

impact on growth, while they have found no link to the effects of distortive growth taxes. On 

the other hand, they have proven that government investment has a positive impact on long-

term economic growth. Bleaney et al. (2001) have shown in their work that more productive 

government spending increases growth, while unproductive government spending has the 

opposite effect. Also, most empirical research supports the thesis about the negative effect of 

taxes on economic growth, as well as the positive link between growth and spending on 

education, while the evidence for the negative impact of public spending on defense is slightly 

less strong.  
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In accordance with all the above, the next part of the paper will  analyse the structure of public 

expenditures in the Republic of Croatia based on the economic and functional classification of 

public expenditures according to the IMF. 

 

3 . ANALYSIS  OF PUBLIC  EXPENDITURES IN THE REPUBLIC  OF CROATIA  

Based on a review of the most important research in the area of public expenditure and 

economic growth, it can be concluded that the results show different views on which public 

expenditure can be classified as productive and which as unproductive. Also, the impact of 

public expenditures on economic growth depends on various factors such as the level of 

consumption, the efficiency of the provision of public goods and services within the national 

economy, the tax burden and tax structure, as well as the public expenditure itself whose impact 

is estimated. This means that the positive impact of some form of public expenditure depends 

largely on the institutional, economic and political environment of the country. Furthermore, 

the most significant divisions of public expenditure are those according to functional and 

economic classification. These divisions are significant because, in analysing productive and 

unproductive public expenditures, it is more important to look at the function (functional 

classification) for which public revenue is spent than economic classification. For example, it 

is not the same if  funds are spent on salaries of employees in education (productive purposes) 

or in salaries of employees in pre-dimensioned public administration (non-productive 

purposes). These two classifications are shown in the following Table 1. 

 

Table 1: Functional and economic classification of public expenditures 

Functional classification Economic classification1 

General public services Compensation of employees 

Defence Use of goods and services 

Public order and safety Consumption of fixed capital 

Economic affairs Interest 

Environmental protection Other property expenses 

Housing and community services Subsidies 

Health Grants 

Recreation, culture and religion Social benefits 

Education Capital transfers and other expenses 

Social Protection Acquisition of fixed capital 

 Net acquisition of financial assets for policy purposes 

Source: Allen, R. and D. Tommasi (eds.) (2001), Managing Public Expenditure: A Reference 

Book for Transition Countries, OECD Publishing, Paris, 

http://www1.worldbank.org/publicsector/pe/oecdpemhandbook.pdf 

 

Considering that a functional classification organizes government activities according to their 

broad objectives or purposes (e.g., education, social security, housing, etc.). and that it is 

independent of the governmentôs administrative or organizational structure such a classification 

is especially useful in analysing the allocation of resources among different sectors in the 

national economy. Also, the division of public expenditure by function is good for analysing 

government spending and comparing data over time. Based on this classification and in the 

context of previous research in the field of the impact of public expenditures on economic 

growth, the division of public expenditures into productive and non-productive ones can be 

made, as shown in Table 2. 
 

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 example, salaries or goods 

and services). 
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Table 2: Productive and non-productive public expenditures 

Productive public expenditure Non-productive public expenditure 

General public services Social Protection 

Defence Recreation, culture and religion 

Public order and safety  

Economic affairs  

Environmental protection  

Housing and community services  

Health  

Education  

Source: author's compilation based on Pitlik and Schratzenstaller (2011) 

 

Positive impact of expenditures for general public services, defence and public order and safety 

results from the fact that these are typical public goods for which there is a need in every country 

and must be provided. On the other hand, this type of expenditure is significant because in most 

countries there is no private expenditure for this purpose. Investment in economic affairs 

(transport, communication and utilities) and in environmental protection (energy efficiency, 

water supply) contributes to increased productivity in the private sector, suggesting that this 

type of public expenditures can be the main driver of economic growth. Furthermore, public 

expenditures on education and health increases labour productivity and has a positive impact 

on human capital accumulation, which ultimately contributes to greater economic growth. The 

categories of public expenditures that were classified in the Table 2 as non-productive do not 

necessarily have negative impact on growth. However, this analysis assumes that public 

expenditure on social protection (government transfers) has a negative impact on economic 

growth because it can discourage people from working. Expenditures for recreation, culture and 

religion are classified as non-productive because does not have a direct impact on growth. The 

following Graph 1 shows the functional classification of public expenditures as a share of GDP 

in the period from 2008 to 2018. 
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Graph 1: Expenditures by Functions of Government (in GDP - %) in Croatia 

Source: authorsô compilation based on Government Finance Statistics 

http://data.imf.org/?sk=5804C5E1-0502-4672-BDCD-671BCDC565A9; Republic of Croatia 

- Ministry of Finance http://www.mfin.hr/hr/drzavni-proracun-2019-godina 

 

The previous Graph 1 shows that after the beginning of the economic crisis (2008) and until the 

end of 2017, there were no significant reductions in public spending in the Republic of Croatia 

and that the most significant category of public expenditure are expenditures for social 

protection (approximately 15.50% of GDP) in all observed years. The second most significant 

category of public expenditures are expenditures on general public services, while the third 

most significant category since 2015 are expenditures on health. Also, the fact that expenditures 

on general public services in the observed period are on average two times as high as the 

expenditures on education, and that in the last four years the expenditures on education have 

either stagnated or decreased, shows inadequate spending of public money. It is also necessary 

to increase expenditures on environment protection, which is now at a very low level of 0.50% 

of GDP a year on average. The following Graph 2 shows the structure of public expenditures 

by functional classification as a percentage of total public expenditures in the period from 2008 

to 2018. 

 

 

 

 

 

Graph following on the next page 

 

 

 

 



48th International Scientific Conference on Economic and Social Development ς  
"Managerial Issues in Modern Business" - Warsaw, 25-26 November 2019 

 

204 

Graph 2: Expenditures by Functions of Government (in total expenditures - %) in Croatia 

Source: authorsô compilation based on Government Finance Statistics 

http://data.imf.org/?sk=5804C5E1-0502-4672-BDCD-671BCDC565A9; Republic of Croatia 

- Ministry of Finance http://www.mfin.hr/hr/drzavni-proracun-2019-godina 

 

Unlike the Graph 1, the data on this Graph 2 shows how economic policy makers can make 

decisions about increasing or decreasing certain categories of public expenditures, assuming 

that the total amount of public expenditures is stable each year. It can also be observed that, 

from 2008 to 2017, the structure of public expenditure was on average the same. However, in 

2018, there was a significant change in the structure of public expenditures, primarily because 

expenditures on social protection has been significantly increase (5.74% of total expenditures). 

Accordingly, there has been a significant reduction in expenditure on health, general public 

services and recreation, culture and religion. This situation can be attributed to the fact that in 

the Republic of Croatia it is necessary to stimulate the labour market as well as the retention of 

the labour force in the country. In order to achieve this, it is necessary to provide resources for 

employment and promotion of social inclusion. However, if  this structure of public 

expenditures is linked to research conducted to determine which public expenditures are 

productive and which are non-productive, we can see that on average 35% of Croatian public 

expenditures are spent for non-productive purposes, while some functions that can have a 

positive impact to economic growth are neglected (eg defence, education, environmental 

protection). 

 

4. CONSLUSION 

The analysis of public expenditure in the Republic of Croatia in the last 10 years leads to several 

important conclusions. First, when analysing productive public expenditures, it is evident that 

there is still much space for progress in Croatia. The long-planned education reform has begun, 

but the amount of public expenditures earmarked for education is not sufficient. Also, there is 

a very low level of expenditures for research and development, which implies that Croatia will  

not achieve these goals under the Europe 2020 Strategy. Other goals of the Europe 2020 

Strategy, such as renewable energy, energy efficiency, increasing employment rates and 
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reducing social exclusion and poverty, have been achieved by Croatia, but a greater number of 

projects linked to that achievements are co-financed by EU funds. Second, in the context of 

non-productive public expenditure and despite a significant proportion of public expenditure 

being allocated to social protection, the population exposed to poverty and social exclusion is 

higher than the EU average, implying that the impact of public expenditure on poverty reduction 

is limited and not sufficiently effective. Very small releases for environmental protection limit  

the resolution of the, lately, very large problem of too much waste ending up in landfills and 

too small to be sorted and recycled. This is a problem for both central and local levels of public 

authority. On the other hand, the Republic of Croatia has continuously high public expenditures 

for health, however, due to the slow progress of the rationalization of spending of public funds 

in hospitals and the large amounts of overdue obligations in the health sector, it is not possible 

to expect further development of the health care system and improvement of the quality of 

health care in the near future. Also, in order to improve economic growth, it is necessary to 

increase capital investments, especially in transport (railway) infrastructure. 
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ABSTRACT 

The main task, formulated in the framework of identifying the imbalance of socio-economic 

development of territories, is to find and formalize the problem factors. As part of the 

improvement of the socio-economic situation of the regions, problems requiring immediate 

solutions are identified. Among them: a high level of morbidity, crime, unemployment, 

stratification of society (including income). As an example of the application of the methodology 

(its description is given below), the results of the analysis of the quality of life of the population 

of the regions of the Russian Federation on a pre-selected (abbreviated) list of indicators are 

presented. They correspond to the indicators obtained from the subjective assessments of 

respondents. The material nature of the quality of life of the population is confirmed. In 

addition, the CHAID analysis of variables is carried out ï the results of a large-scale study of 

the population of Russian regions. 

Keywords: Quality of Life, Subjective Quality of Life, Demography, Welfare, Social Sphere, 

CHAID-analysis  

 

1. INTRODUCTION  

The quality of life of the population is a multi-criteria indicator in a constantly changing socio-

economic environment. In this paper, it is proposed to assess the quality of life of the population 

to apply the calculated integral indicator used to assess the level of socio-economic 

development of the regions of the Russian Federation [1]. For realization of functional tasks of 

management, it is necessary to apply methods of economic and mathematical modeling. Among 

them: 

1. Cross-industry 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 (tools to reduce the dimension of the studied set 

of features, for example, cluster analysis, principal component analysis); 

5. Graph theory; 

6. Tools for detecting latent changes. For example, using structural equations, SEM-Structural 

Equation Modeling (structural equation modeling); 

7. Neural network modeling; 

8. Simulation tools (discrete-event, system-dynamic modeling, agent modeling). 

 

The most preferred option is the symbiosis of the listed methods and models. In this case, it is 

possible to obtain the most adequate, reflecting the reality and having the maximum predictive 

power of the simulation result. 

The choice of indicators is determined by the targets of national projects:  

¶ increasing sustainable natural population growth; 

¶ increase life expectancy; 

¶ the reduction of poverty; 

¶ improvement of living conditions of the population. 
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In addition, the objectives are: 

¶ Russia's entry into the five largest economies in the world; 

¶ creation and improvement of export-oriented sector in the Russian economy; 

¶ growth in the number of innovative enterprises; 

¶ 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 1,000 

live births 

Mortality rate from neoplasms  Cases per 100,000 people 

Mortality rate from cardiovascular diseases Cases per 100,000 people 

Number of disabled persons  Number per 1000 persons 

Welfare 

Number of cars in personal use  pieces on 1,000 people 

Input housing  Sq m per 1000 people 

The ratio of per capita income and the subsistence 

minimum 

% 

Total volume of retail turnover 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 of 

the region 

Social sphere 

The share of the population with monetary incomes below 

the subsistence minimum 

% 

Long-term unemployment rate (job seekers over 12 

months) 

% of all unemployed 

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, Ivanovo 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 a 

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 coefficients of 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 of variables (group of indicators "demographics", according to 

calculations for 2015-2018) 

 

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 regions of Siberia and the Far East 

(Sakhalin region, Altai Republic, Sakha (Yakutia), Tyva) is clearly distinguished. They are 

characterized by high values of the coefficient of natural growth. In addition, there are low 

mortality rates from cancer and cardiovascular diseases. 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 deaths from cancer (per 10,000 people) was: 240 cases in the Pskov region, 257 

- in Orel, 258 - in Tver, 263 - in Tula, 243-in Bryansk and 253 - in Kostroma regions. The 

national average in 2018 is 199 cases per 10,000 people. The relative number of deaths from 

cardiovascular diseases (per 10,000 people) in 2018: Pskov region-1090 cases, Oryol-901, 

Tver-708, Tula-645, Bryansk-714, Kostroma-743. 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 material resources, 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 was used. The 

weights of individual variables in the context of the welfare analysis were not stable during the 

analyzed period (weights for 2018 - figure 3). 

 
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 were distributed 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 block-0.55) 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 (figure 4). 

 

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, Kalmykia, Karachay-Cherkessia, 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 unattractive 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 other things, the proportion of the poor - one 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 to the proliferation 

of various problems. Including, such as substance abuse, alcoholism, crime. During 2015-2018, 

the composition of the blocks of the Social sphere group remains unchanged. Thus, the first 

block includes three variables: the proportion of the poor; the level of long-term 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 long-term unemployment had the greatest 

impact on the value of the final indicator of the considered group. The territories most 

problematic from the point of view of the formation of an unhealthy situation in society are 

characterized by the following indicators: 

¶ high level of poverty (Tyva-40%, TRANS-Baikal territory-21%, Buryatia-24% with the 

national average of 15%); 

¶ a significant share of the unemployed, more than a year in search of work (Jewish 

Autonomous region-49%, Amur region-38%, Primorsky Krai-36%, Kemerovo region-

35%, Transbaikal region-42.6%, Tuva-69%, Buryatia-42%, Ingushetia-73%. The value of 

the indicator in Russia-30%); 

¶ high load on vacancy (Ingushetia-74,2. 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 non-inclusion 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; 

¶ high crime rate (only for serious crimes, including murder, rape, causing 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, respectively), 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 crimes - 31 cases per 10,000 

people. According to official statistics, the criminal situation in other Caucasian republics 

is more stable. Ingushetia-5 cases, Dagestan-7, North Ossetia-13, Kabardino-Balkaria-11, 

Karachay-Cherkessia-9. 

 

The territories most problematic in terms of solving social problems and their possible 

consequences (the republics 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 in the summary 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 of the social 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 the cardiovascular system and circulatory organs. The situation in the regions 

of the Central and North-Western Federal districts should be kept under close attention of the 

supervisory authorities. In order to prevent the growth of social problems due to the high level 

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 East, Siberia and 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 the leaders 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. 






































































































































































































































































































































































