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ABSTRACT

Nowdays we may observe two concept of societies as well as economies, in relation to the
knowledge and its usage: industrial concept of economy and post-industrial concept of
economy. Industrial concept of economy relies on the legal frame of OUN Conventions about
protected rights of schooling and education, improved by human resources strategies of the
organisations. Those strategies are focused to enable continuous investing in employee
knowledge and skills to maintain and increase employee performance. The other concept is
focused on the market position and profit as well, but due to everyday technology improvements
which have been changing both the science and knowledge as well,this concept put in center
higer level of their usage, which includes creativity, innovations, joint work, collaboration
resulted with collective inteligence, verification in proffessional practice etc. But, this approach
do not ends there — the final aim is to improve decision making. This aim for many organisations
stays a little bit hidden, it is not properly detected, as those organisations rely on high and
expencive technology, expecting that business results will appear automatically upon
investment in it. This does not necessarily happen.Therefore, the activity of managing
knowledge is not only highly appreciated, but necessary, in fact. Such activity is professional
occupation of the Knowledge management. The certain part of the Knowledge management is
Education management, with its specific goal — to improve student learning. But, organisations
must know what to ask and what could be expected by engagement of Knowledge management,
internally and externally, so their business analysis and plans could be stir properly
Keywords: knowledge, creativity, innovation, information, decision making

1. INTRODUCTION
There is a certain difference between approach to knowledge in industrial and post-industrial
economies. Such difference is caused by the improvements in information technology (IT),
technologies in general, followed by “explosion of the knowledge”. [Hannay L. M., 2009:2] In
industrial society (market), Human Resource Management Strategy has been established as a
“set of activities and decisions that enable continous investing in employee knowledge and
skills to maintain or increase employee performance” [Tomicic-Pupek K., Pihir I., Kolaric J.,
2017:678] In other words, education can “guarantee that employees have the right knowledge
and skills needed to perform their work now as well as in the future”. [Zivcicova E., Gullerova
M., 2017:526] Thus, education is considered as a service [Nikolaevna N., Vasilevna V. E.,
2017:85] directed by the “labor market, competition, political factors, economic factors, labor
law changes, technology changes and the like”. [Tomicic-Pupek K., Pihir I., Kolaric J.,
2017:680] The legal frame for such an approach was created after World War II, by The United
nations (OUN) Conventions related to schooling and education:
e Universal Declaration of Human rights (adopted on 1948), the right to school proclaimed;
e International Pact on Economic, Social and cultiral rights (adopted on 1966), the right to
education proclaimed.

The legal frame includes European Community Charter of fundamental social rights of workers
(adopted on 1989), with the right to professional training proclamed. [Kulic Z., 2015: 51, 52,
53].
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Contemporary conditions of work are subject to constant changes and this reflects to the
employees who are asked to response to such changed conditions for job performance. Due to
technology developments and global progress “time usability of knowledge gets shortened”.
University degree is one of the job requirements, but also one of the presumptions for continous
learning, professional training and improvement. [Kulic Z., 2015: 157] “Training and
development of employee competences are aimed at improving the skills and abilities the
employee currently possesses and which emplyees muust develop to be ready to perform tasks
in the future” [Tomicic-Pupek K., Pihir I., Kolaric J., 2017:679] Such a formulation means that
right to professional training is not only right but the obligation of the employees at the same
time, caused by the requests and modernisation, and in order to afford them to include in the
work process in nowdays conditions. Therefore, corporate stategy mostly includes the special
funds for additional trainings and education. [Brajic V., 1983:189, 190] The educational process
must be in accordance with the changed concept of science. Science is not any more pure “tool”
for research of real world but it becomes , more and more, the creator of the world as an object
of scientific research (Leevenger). [Brncic J., 1971:7] Due to changes in science, the knowledge
by itself has been changed a lot.

2. CHANGES IN KNOWLEDGE AND POST - INDUSTRIAL ECONOMIES

KNOWLEDGE MANAGEMENT STRATEGIES

The contemporary characteristics of the knowledge are:

a) continual learning

b) creativity and innovation

¢) social component (joint work)

d) verification in professional practice

e) culture support of the knowledge workers

f) innovation based on culture of trust

g) collective intelligence (created by collaboration of knowledge workers)

h) professional dialoge [Hannay L. M., 2009:2-10] (sharing the information) [Petrides L. A.,
Nodine T.R., 2003:2]

In order to fulfil all the characteristics of the contemporary knowledge, the organisations need
to manage knowledge, and such an activity is usually performend by knowledge management,
internally and externally. [Petrides L. A., Nodine T.R., 2003:4]. Their aim is to enhance
information sharing accros its internal division as well as to share information about their
outcomers. Internal knowledge management is at top of the CEO’s agendas, and is taking place
in functional departments as Human Resources (HR) and Information Technology (IT).
[Hansen M. T., Nohria N., Tierney T., 1999:10] Externally, knowledge managing may be
provided by management consulting firms. [Hansen M. T., Nohria N., Tierney T., 1999:1]
Knowledge management could be find in organisations in the field of education, health
(managing best education and health care), manufacturing computers, [Hansen M. T., Nohria
N., Tierney T., 1999:5] corporate sphere, public organisations. [Hannay L. M., 2009:3], legal
management. Knowledge management helps corporate organisations to increase profit, while
public organisations are responsible for some aspects of common goods, and in education
primary purpose is — student learning. But this is the first level of the goals only. Thus, in post-
industrial knowledge based economies, productivity and growth are largely determined by the
rate of the technical progress and accumulation of knowledge. Therefore, in such societies the
concepts are exchanged (comparing to industrial societies). Changed knowledge based
paradigm looks as follows: individuals who*share the resulting learning” in organisations,
providing feed back to each other [Hannay L. M., 2009:5], and, by such collaboration, fostering
of collective intelligence in order to promote innovation. [Hannay L. M., 2009:7]
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The focus of the knowledge is on solving an authentic “problem of practice”. [Hannay L. M.,
2009:9] The final goal is improved decision-making through organisation.[ Petrides L. A.,
Nodine T.R., 2003:25]. Knowledge management find out that investing in technology and
information culture does not necessarily improve decission-making. [Petrides L. A., Nodine
T.R., 2003:7] Therefore, knowledge management brings together three core organisational
resources-people, processes and technologies, to enable the organisation to use and share
information more effectively.

People — means professional team work by actively engaging groups of staff, which built
relationships, trust and expertize, and this is called “communities of practice” while knowledge
management is maintaining their “user” control.

Processes — knowledge assesments , audits, maps and improvement plans helps to establish
robust processes to enable people to get information they need and such processes lead to more
informed decision making.

Technology and information system - promotes the tracking and exchange of useful
information across departments. [Petrides L. A., Nodine T.R., 2003:11]
But, there is no uniform approach to managing knowledge.

3. TWO STRATEGIES OF MANAGING KNOWLEDGE

There are two strategies in managing knowledge:

Codification strategy — the strategy center in many companies is computer. Knowledge is
carefully codified and stored in databases, where it can be assessed and used easely by anyone
in the company; Personalization strategy — in other companies knowledge is closely tied to the
person who developed it and shared mainly through direct person-to-person contacts. The chief
purpose of computers at such companies is to help people communicate knowledge, not to store
it. The advantage of the codification is that the documents are available without spending any
time tracking down and talking with people who had first developed them. The personalization,
on the other hand, is focused on dialogue between individuals. Knowledge that has not been
codified, and probably couldn’t be, is transferred in brainstorming sessions and one-in-one
conversations, achiving the deeper insights by going back and forth on problems they need to
solve (using not only meetings and face-to-face sharing knowledge, but videoconferences,
telephone, e-mail. [Hansen M. T., Nohria N., Tierney T., 1999:2-4] Codification can, therefore,
refere both tacit and explicit knowledge. In contrast, personalization encourages individuals to
share their knowledge directly. Information technology plays a less important role, as it is only
facilitates communication and knowledge sharing. Nevertheless, companies need a method for
viewing all customer and market-related information in an integrated way. Through customer
relationship management software applications, they observe the interaction of customers with
an organisation. [Omar A. A.,2017:317] There must be explained that it is because explicite
knowledge can be aquired , codified and transferred through logical deduction, and ‘can be
agregated at a single location, stored in objective forms, and aggregated without the
participation of the knowing subject. In contrast, tacit knowledge is intuitive and unarticulated,
personal and contextual and acquired through practical expirience. [Hannay L. M., 2009:3] Due
to such a difference between explicite and tacit knowledge and urge for both, efective firms
excell by focusing on one of the strategies and using the other in a supporting role. [Hansen M.
T., Nohria N., Tierney T., 1999:4].



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

4. EDUCATION MANAGEMENT

Educational management, also sometimes known as educational administration is commonly
associated with elementary and secondary schools as well as institutes of higher learning like
colleges and universities. Educational management professionals can also be found in
governmental agencies, private companies and not-for profit organisations. Educational
management acts as policy makers, researchers or consultants to help evaluate and develop
ways to enrich the educational system (most of them are licencied teachers and principals).
Educators create tacit knowledge about the best educational practice and their task is continual
improvement of sudent learning. [Hannay L. M., 2009:5,6] Knowledge management in
education can be thought of as a framework or an approach that enables people within
organisation to develop set of practices to collect information and share what they know leading
to (...) more informed decision making, throughout the organisation to advance and improve
student learning. [Petrides L. A., Nodine T.R., 2003:10,11,25] Sometimes, some teaching
strategies are most sucessful with some certain demographic groups. [Petrides L. A., Nodine
T.R., 2003:5] Simillary, time managements skills are observed among the students being
participans of the research organised at Kadinhani Faik Icil Vocational School in the 2015-2016
academic year: time management skills among the students show a change according to
demographic structures (gender, the branch of high school they graduate from, and whether or
not they are trained about time management (seminar, conferences etc.)). [Cagliyan V., Zerenler
M., Isiklar Z. E., 2017:219, 221] Some researchers give to religion important place in education,
by its social role. Religion gives social support outside the home to the student population, by
combating loneliness and isolation, which could be the problem among this population.
[Osmanovic N., 2017:67] Some researchers emharsise the place of religion in creative future.
Religion, being close to ideology, directs society and development trends towards creative
future. [Nuhic M., 2017:75].

5. CONCLUSION

Knowledge is not about schooling and education only, directed by the labor market,
competition, political factors, economic factors, labor law changes, technology changes. It is
firmly connected with changes of science, becoming more and more creator of the world. Thus,
continous investing in employee knowledge and skills to maintain or increase employee
performance is not the only aim of managing knowledge. The organisations in post industrial
society expect from investing in knowledge the impact on solving an authentic problem of
practice. This is professional task of knowledge management, to improve creativity and
innovation, using explicite and tacit knowledge, sometimes as main and sometimes as
supportive method, and by this approach to rich the main goal — improving more informed
decision making. The exchange of information, internal and external, supported by
technologies, must be open process in organisations (education, helth, legal, corporate, public,
manufactoring etc). Information sharing is the core of the new project, the concept of
innovation communities. The participans of the open communities in their interaction develope
exchange of information about products and changes in the processes of innovation. The newest
approach is “crowdsourcing”with its ratio that mass of individuals is the origin of knowledge,
affording more intelligent and quick solving of problems in business of organisations and firms.
Such an approach is very efficient in the early phase of innovative practice, when research faces,
at first sight, unsolvable problem. On the contrary, closed innovative model was based on
approach - the control is the key of success of innovation (ones cannot rely on somebody elses
ideas). [Getejanc V., Stanojevic L;j.,2016:204, 205] Share of information is firmly connected
with managing knowledge, but we must have in mind that, although there is a certain difference
between explicite and tacit knowledge and appropriate stategies to implement them
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(codification and personalization), there is urge for both: owing to that, efective firms excell by
focusing on one of the strategies and using the other in a supporting role.
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ABSTRACT

There is a trend in the world of increasing interest in investing in culture and art, and it is
predicted that this market will be one of the most important segments of investment of potential
investors in the future. Human nature is rarely guided only by human motives, so investment in
culture and art has always had a business component in itself, with the goal of making profits
through such an investment. Those who own capital (money) tend to diversify their property by
investing in culture and art, believing that the value of their investment will increase over time.
Cultural and artistic resources become interesting to investors by design and they become
products through the process of presentation and interpretation. In order to increase the
interest of investors, these products must be maintained, shaped and prominent. It is important
to ensure their effective marketing management, and at the same time provide investors with
an incentive legal framework, different benefits, attractiveness and potential benefit. Starting
from the above, this paper focuses on analyzing the possibilities and key problems of investing
in culture and art. It ends with a brief analysis of the opportunities for improving investment in
this field in the Republic of Serbia and recommendations that, in practice, can lead to the
improvement.

Keywords: investment, cultural and artistic resources, market, cultural and artistic attraction

1. INTRODUCTION

Investing in culture and art provides financial support to the preservation, revitalization and
promotion of arts and cultural heritage assets, contributing to the financial and organizational
independence of cultural institutions and organizations. This investment is also an investment
in the development of a country, it also possesses an ethical dimension which is imperative in
all advanced societies. Adequate incentives for investing in culture and art have not only
material, but also so-called intangible effects, such as the development of consciousness and
the care of their own artistic values, the creation of a cultural identity and a positive image of
the community. Investing in culture and art is a treasure that remains forever. Investments are
a prerequisite for their development, and these investments are at the same time a result of the
material and spiritual progress of the entire human society. By investing in culture and art, we
invest in the past of our future. Only investments can develop creativity, the splendor of
folklore, the abundance of cultural and artistic wealth in museums, historic cities and buildings
that have a monumental and mythical spirit. The originality, diversity and abundance of such
cultural and artistic resources is determined by the interest of potential investors in this field.
Investments provide the necessary source of income, encourage the professional management
of cultural goods and their marketing, enable better control over the use of cultural and artistic
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potentials and create their better image in the public. Where is the border between, on the one
hand, culture and art, and, on the other, business and profits, and who determines the true value
of the artwork? The old prejudice about artists and cultural workers living on the verge of
poverty has changed today. Modern technologies and market rules forced them to think more
and more as entrepreneurs, and their potential financiers to develop new mechanisms for
investing in the cultural and artistic industries, such as artistic accelerators, and that the realized
profit is not measured solely by money.

2. DEVELOPMENT OF INVESTMENT IN CULTURE AND ART

Culture and art can be regarded as a set of material and spiritual values (processes, changes,
and creations) that have emerged as a consequence of the material and spiritual investment of
man in nature, society and thinking, without which there would be no human society in the
simplest form of organization . Investing in culture and art, either through a form of a special
fund, either in a traditional way or in some other way by buying from artists, private owners,
galleries ... has a significant future. Today, the circulation of money in the field of culture and
art brings high profits, and collectivism is no longer just the passion of the rich, but also part of
the strategy of investment funds. It is about expanding the portfolio of investors, in which the
place will be found next to shares, bonds, real estate ... culture and art as well.! Access to
culture and art as an investment is not new. Making money by selling art is also art. Many great
artists owe their development and success to collectors - patrons, who bought their works and
thus enabled them to live from their work. For centuries it was a church and nobility, and from
the beginning of the 19th century this role was taken over by the emerging bourgeoisie. At the
beginning of the 20th century, wealthy American industrialists bought artwork and genuine
collections to prove their position of cultural elite, not just money, compared to old European
aristocracy. Later, in the second half of the twentieth century, as major investment in art, we
have advertising and computer software giants, such as Saatch & Saatchi, Bernard Arnault
(LVMH), Francois Pinault (PPR, Sothebys, Gucci Group) and Bill Gates (Microsoft). A newer
phenomenon is a class of investors originating from Hedge and Private Equity funds and large
Asset Management Firms. Hedge funds are the most aggressive type of investors, specializing
in a specific way of investing in public and private enterprises, raw materials and currencies,
locally and globally, with the goal of making a positive return on investment, regardless of the
state of the economy. This way of investing for the past 20 years has been created by giants
such as Soros, Paul Tudor Johnes, Steve Cohen, Stephen Swartzman, Luis Bacon and many
others. Hedge funds create a huge amount of capital for their investors, and in this process they
earn hundreds of millions, and in some cases billions of dollars a year. Steve Cohen, one of the
largest businessmen in America today, the founder and chief manager of SAC Capital Partners,
a fund that has brought him billions of dollars, is one of the greatest collectors of modern art.
Investors like him have a "problem" where to invest so much capital. Often, their choice 1s
exactly investment in culture and art, viewing it as a safe investment. In this class, investors
from America are dominated by a modern capital market and incentive legal and financial
regulations.” Culture and art are almost completely instrumentalized in economic terms,
regardless of whether they are financed from the private or public sector. Art works are no
longer seen as objects of enjoyment, but as an alternative form of assets, which enables creation
of very interesting business opportunities. In its regular annual financial statements, Deloitte
focuses on culture and art, considering the area of their creation, operation and exchange in the
private market. Tapestry artworks, such as paintings and sculptures, play a particularly
important role in the management of personal property, and in the years of crisis and economic

In 2007, M. Rothko's painting White Center was sold at the auction and reached an incredible price of 72.84 mil. USD, whilst
the previous owner, David Rockefeller, bought it for 10,000 USD in 1960.
2 Customized according to: http://www.vreme.com/cms/view.php?id=509715 (date of access: 4.4.2018.)
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slowdown, many investors resort to buying artistic works rather than precious metals, believing

that their value will remain the same or the time of growth. The value of artwork is directly

related to the state of the economy. Today's very high values that art works accomplish at the

auctions in Christy and Sotheby are mainly funded by people who have earned capital through

capital markets, either as company owners or through speculation. In many countries, culture

and art are recognized as an important factor of economic growth and development.

Governments of these countries are encouraging and assisting in organizing various cultural

and artistic events and developing various support programs. The economic effects of such

investments are beyond expectations. Investing in culture and art has long-term extremely

positive effects on the economy, reveals the latest German research.® As with other markets, so

in this market, the following factors influence the volume of investments:

o the wealth of potential investors or the total resources available;

e the expected rate of return on investment, measured in relative relation to the rate of return
on other investments;

o risk, or degree of uncertainty related to the expected rate of return;

e liquidity, or the ease with which this product can be converted into cash as a form of
property; tastes and preferences of consumers, and a number of other less important factors.*

3. INCENTIVES AND MANAGEMENT OF INVESTMENTS IN CULTURE AND ART
The basic principle of investing in culture and art is the same as for investment in the capital
market - to buy cheap and sell expensive. The question is how to evaluate what and when to
buy, or when to sell? In this way, this investment becomes similar to investing in shares or
bonds on the stock exchange. However, in the case of shares, the company's annual reports on
the company's operations give a focus on the purchase decision and the possible direction of
the price movement of that stock in the future. When investing in culture and art, there are no
annual reports - the decision is largely subjective. It is obvious that when assessing such
products, perceptual factors play an extremely important role. In an attempt to reduce the degree
of subjectivity, in recent years, in some markets, statistical methods of price monitoring have
been investigated, to find some objective factors relevant to making a decision to invest in
culture and art. As at the stock exchange, indices have been formed, so there are, for example,
Picasso index or Star Master Index. Many investors coming from the corporate world or the
world of finance just correspond to such a system in which everything is transferred to figures,
indexes and charts. But the basic problem is that Picasso's work is not the same as any other
work of Picasso. Unlike stocks - every Microsoft action is the same as any other. The illiquidity
that characterizes culture and art represents at the same time a great advantage and a major
disadvantage when approaching them as an investment. Culture and art react more slowly to
changes in the economy than, for example, real estate, and even slower than the stock market.
This means that artistic prices can remain unnaturally depressed, even if the prices of other
assets grow, or vice versa. The market and investment in this area have been booming in the
1980s, and this can be seen as a delayed reaction to inflation from the 1970s. This boom has
experienced its climax right after the collapse of the stock market in 1987, and it ended after
the collapse of the real estate market in the early nineties. Due to the specificity of this market,
the state should encourage laws to stimulate potential investors, companies and corporations to
invest in culture and art, and in return receive relief or partial tax exemption. In this way, the
state is relieved of its obligations to invest its resources in this field, and culture and art are

3 Study under the title "Mysuxa y 6azoyxy: Coyujarnu nospam unsecmuyuja y kyamypu" (Music in the Air: Estimating the
Social Return to Cultural Amenities) http://www.rtv.rs/sr_lat/zivot/kultura/ulaganje-u-umetnost-podstice-
ekonomiju_576946.html (date of access: 7.4.2018.)

“Popovi¢ M. (2008), Art market: a case of fine arts (p. 29.) http://www.repec.mnje.com/mje/2008/v04-n08/mje_2008_v04-
n08-a08.pdf (date of access: 4.4.2018.)
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gaining in quality. Without a quality law that would regulate the field of investment in culture
and art, there is no big interest in these investments. One of the more popular financial models
created to help cultural and artistic projects, aims to link successful experiences of technological
startups with so-called creative businesses. Thus, in London, several large artistic accelerators
were established, which, in the face of technological, bring together young artists in one place
and "help them to help one another", so that their many ideas turn into reality. The interest of
the investors behind the accelerator is the same as in the case of their colleagues in the
information technology sector: young creators have a creative environment and the possibility
of exchanging ideas with the like-minded people, advisory and bureaucratic help, often and
financially, and in turn, the organizers receive a share in the final value of the realized ideas.
Behind most of the English accelerators of this type, one of the most important financiers is the
state, who recognized that through this kind of communication with young creators, they will
contribute to the development of national culture in the years to come. In the West, the "investor
angel" is especially widespread. In the world of culture and art, they have taken over the role
of former patrons - the artists they finance, providing money for their projects, providing advice
and, more importantly, important contacts in the business world. However, artists and cultural
organizations by their definition do not realize exclusively monetary earnings, so the return of
invested funds in their case is somewhat different than in the classical economy. Investors in
this case will not acquire money, but the influence, which today is extremely valuable currency,
just as it was through the whole human history. It's mostly about multimillionaires who know
little about modern culture and art, or they do not know anything, but they manage their money
on advice from experts to increase their own prestige or possibly accomplish another tax
deduction. Today, it is increasingly obvious that culture and art are a commercial product that
is offered to investors. However, it is not enough to have only a rich artistic and general cultural
heritage, it needs to be able to manage it. In order to encourage the interest in investing in
culture and art, it is important to ensure an adequate legal framework and effective marketing
management. In this regard, the main components of this product are: quality of promotional
material, first visual impression, approach, ambience, presentation, presentation and
interpretation of artistic resources, etc. Cultural and artistic products are not, for example, The
very buildings or objects from the past are already a product of their interpretation. These
resources must be for investors and a source of emotions, they must provide a certain experience
- from the resource you need to create an attraction. The most popular form of financing cultural
and artistic projects, which emerged thanks to the technological revolution in the last decade,
is the crowdfunding model, when a lot of individuals invest some of the funds for an artist. The
most famous platform of this type is Kickstarter, due to which, a few years ago, donation laws
were changed in most US states. Although it is possible to invest money in Kickstarter and
similar services in many other non-artistic projects, this kind of financing was originally created
to help artists who do not have enough funds for their work. The number of types of funding
and the institutional framework often imply that artists must somehow mitigate their vision of
the world in order to meet the criteria of their investors, whether big investors, city
municipalities or numerous audiences that invest "dinar per day" in their projects . Sometimes
the value of a cultural and artistic work was measured by its authenticity, and today it depends
on the demands of the market. Therefore, the Financial Times concludes that thanks to changes
in the financing of works of art, this market has seen unprecedented growth in the history of
mankind over the past decade, but at the same time it has also affected the importance of the
importance of the artists in society and "deflected" their criticism in exchange for go on the
market and a stable source of revenue. Management in culture and arts differs from
management in manufacturing and service companies, primarily because of their specificity.
The specificity of management in culture and art stems from the fundamental difference
between the aims of an artistic or cultural organization, which does not aim at the profit and
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goals of a business organization. Cultural institutions are product oriented, and business
organizations are on the market. However, in order for these institutions to successfully perform
their social function, their managers must take into account their target market, as well as the
managers of business organizations. Cultural institutions and artists face increasing competition
today. They should develop the needs of the audience (and the investor) so that it is able to
absorb the product, rather than creating a product dictated by the needs of the existing society.’

4. OPPORTUNITIES FOR INVESTING IN CULTURE AND ART IN SERBIA
Numerous elements of culture and art in Serbia, such as material and spiritual arts or
manifestations, represent a significant potential for the development of investment by potential
investors. However, these resources are generally not converted into designed products and still
often only make up potentials, which can be developed through investments of interested
investors. Good initiatives and projects for investing in culture and art are still at the level of
individual, with no incentive institutional environment, continuous marketing and synergy of
all relevant actors. In Serbia, funds for financing or co-financing cultural art projects and
projects, are provided in the budget of the Republic, the autonomous province budget and the
budget of local self-government units, and are allocated in accordance with the regulations
regulating state aid control and other laws.® Policy and strategy of investing in culture and art
is not best defined at the state or local level. Due to the unclear goals and priorities of
development in this area, invisions are happening spontaneously and without plan. The cultural
and artistic potentials of Serbia are great, but due to the lack of planning and shortcomings in
the area of incentive institutional regulations, management and market orientation are also
great. There is a lack of systematic research, evaluation and studies in the field of potential that
offers culture and art to the owners of capital, which would provide a clear insight into the
current situation and provide a basis for the projection of short-term and long-term investment
goals. Legislation in Serbia does not stimulate artistic and cultural institutions for better results,
and late decision-making on financing makes programs, especially artistic events and
manifestations, subject to change. It is necessary to create such institu- tional ambiance that
would create a general impetus for stimulating the development of investments in culture and
art, especially in the part of regulating how to share responsibilities and share profits among the
main actors. In this sense, the state has a particularly important role in developing and
encouraging these investments. Good examples of other countries should be applied and
adapted to the available cultural artistic resources of Serbia. First, we need to identify the most
attractive material, and especially the immaterial cultural and artistic heritage and potentials of
Serbia. Then an active way of intercepting to attract investors should be devised. Leading good
examples of other countries and developing awareness of the importance of investing in the
development of culture and art, Serbia can significantly improve, or improve its position in this
increasingly demanding market. Young artists can hardly live from their work in Serbia.
Foreign banks 7 and corporations did not start investing in this area, mainly because they lack
the legally prescribed tax reliefs that are the main motive for such an investment. Also, there is
a lack of private money, that is, an informed group of investors who want to invest part of their
capital in culture and art. It would probably be easier for them to have the words of J. Paul Getty
in mind: The 20th Century Varvars can not be transformed into culturally civilized human
beings until they begin to appreciate and love art. Having in mind, of course, in mind tax
deductions, which were additionally very motivated by this American rich in his development
and love for art.

3 Kolber F., Marketing in Culture and Art, Belgrade, Klio, 2010. (p.20).

¢ Law on Culture "Official Gazette of RS", no. 72/09, 13/16 and 30/16

7 Some of the world's largest banks have highly developed departments for investing in art, whilst an ever-increasing number
of financial institutions are established in rich economies, where investment in art is the only field of activity.
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5. FINAL CONSIDERATIONS

In many developed countries, culture and art are recognized as an important factor of economic
growth and development. Governments of developed countries are encouraging and assisting
in the organization of various cultural and artistic events and developing various programs of
support for young artists. For the successful placement of products of culture and art on the
market, it is necessary to know the motives of potential investors, and to have information about
whether they are satisfied with the offered ones. This product should be formed as an attractive
product, it is an important way of artistic interpretation of places, history, people, etc., because
only in this way can an environment that attracts investors create. In line with trends in the
market, it is necessary to include all those components of attractiveness that are important to
investors in the design of cultural and artistic offerings. The development and growth of
investment in culture and art can be explained as a result of wider social and economic trends
of modern times, but also as a factor of integration of cities, states and peoples. Investing in
culture and art ideally fits into the growing trend of globalization, as well as returning to old
values that reveal originality and specificity. As the investment market grows in this area, its
focus is shifting sharply from the preoccupation and the desire of the investors to possess a
certain artistic work, towards a much wider field and an endeavor to achieve great profit through
investments in culture and art. The consequence of the inability to standardize values in the
field of culture and art and the illiquidity of this market is the lack of ability to track the value
of portfolios of such assets. In order to measure their performance over time, investors should
be able to find out how the prices of artwork they own. But this is only possible to find out by
the act of selling this artwork. On the other hand, many experts advise that it is impossible to
succeed in making profits by investing in culture and art, if they are viewed exclusively as
earnings. Often it is said that it is on the way to earning money in the world of culture and art,
one of the crucial factors is that the investor buys those works he has and is usually inclined,
and will love to approach the making of the collection. Such a collection has the greatest
chances to increase the value and bring a high return on investment.® Investing in culture and
art is a chance of a Serbian, insufficiently developed art market. Artistic potentials are
insufficiently presented, interpreted and promoted, so they are not adequately included in the
offer that can be attractive to potential investors.
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ABSTRACT

Relational leadership and emotional intelligence are cornerstones of contemporary
approaches to leadership and management. As suggested by leader-member exchange (LMX)
theory, the relationships between leaders and followers are crucial in providing motivating
working environment and thus may have significant effects on work outcomes on all levels of
organization. The aim of this paper is to shed further light on the relationship between leader’s
relational competencies and followers’ (employees’) work outcomes. Number of factors have
potential to moderate presumed relationship, especially work context related factors, such as
organizational hierarchy, which is in the background of mentioned relationship. Therefore,
potential moderating effects of organizational hierarchy are also examined in the paper. For
this to be accomplished, based on the most important contributions from the literature, a
conceptual model has been designed and empirical research was conducted. Collected data
from 125 managers and other employees, related to relational leadership competencies being
demonstrated by their superiors, and work outcomes achieved, were processed via SPSS 23.0
and Microsoft Excel. Obtained results, based on descriptive statistics and bivariate analysis,
offered interesting results and confirmation of majority of proposed theoretical propositions.
Namely, results confirm the existence of moderate to strong positive causal relationship
between relational leadership competencies (independent variable) and employees’ work
outcomes (dependent variable). On the other hand, several relations being tested produced
surprising and puzzling results, and therefore indicated propositions for future researches.
Keywords: Competencies, Emotional intelligence, Relational leadership, Work outcomes

1. INTRODUCTION

Relational leadership and emotional intelligence are cornerstones of contemporary approaches
to leadership and management. In adapting to complex and rapid changing contemporary
business environment, the rising necessity for organization to continuously change requires
transformational and servant leadership. Leaders have important role in setting examples
related to values, behaviors and accomplishments expected from employees, especially in the
times of change and transformation. The relational aspect of leadership, i.e. the interaction
between leader and follower, has become one of the main focuses of leadership researches.
Interpersonal relationships ‘are seen as the most important facet of leadership effectiveness, 1.e.
personal qualities of a leader, such as emotional intelligence, a leader’s mind, integrity and high
moral standards, and personal courage, build effective relationships through motivation and
empowerment, leadership communication, team leadership, and embracing diversity' (Daft,
2014, p. 18). In this sense, leader-member exchange (LMX) theory emphasizes that leaders
should create special, unique relationships with all subordinates, and when these relationships
are of high quality, the goals of a leader, the followers, and the organization are all advanced
(Northouse, 2013, p. 169). Therefore, the relationships between leaders and followers are
crucial in providing motivating working environment and thus may have significant effects on
work outcomes on all levels of organization. These relationships are key predictor of focal
employee attitudes and performance outcomes (Epitropaki et al., 2016, p. 1078). On the other
hand, in order to compete on highly demanding global market, organizations are in the constant
pressure to be agile, flexible, integrated and innovative in order to survive and to succeed
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(Mati¢, 2010, p. 140). In response to issues such as global competition, rapid rates of
innovation, and organizational downsizing, organizations are trying to achieve more with less
and have greater employee performance standards, as today’s employees are expected, besides
being productive, to be more proactive and involved in their work (Frazier & Bowler, 2015, p.
841). In order to achieve mentioned desired outcomes from their employees, organizations
place their hopes in management system, especially leaders and leadership demonstrated.
According to Boyatzis (2006, p. 124) competencies have been shown to differentiate
outstanding managers and leaders from their less effective counterparts. Therefore, leaders’
competencies, especially interpersonal ones, play crucial role in providing motivating work
environment and thereby achieving desired employees’ work outcomes. On the other hand,
Bolden and Gosling (2006, p. 152) emphasize that often there is over-reliance on leadership
competencies and unrealistic expectations of performances are then created. Following all
previously discussed, the main research question raised in this paper is: ‘what is the role of
leaders’ interpersonal competencies in achieving desired employees’ work outcomes and
whether hierarchical factors, related to the work context, moderate this role’ (Figure 1).

Organizational hierarchy

Leadership interpersonal v
competencies

» Employees’ work outcomes

Figure 1: Research model

2. THEORETICAL FOUNDATIONS

2.1. Leadership competencies

According to Boyatzis (2008, p. 6), ‘competency is defined as a capability or ability, it is a set
ofrelated but different sets of behavior organized around an underlying construct, called intent.’
When it comes to of leadership, competencies are largely being perceived in terms of leader’
behavior and built relations. Leadership competencies are focused on softer interpersonal
qualities of a leader (Bolden & Goslin, 2006, p. 150). There are number of different
conceptualizations of leadership competencies frameworks in the relevant literature. Namely,
Goleman et al. (2002, p. 39) emphasize the importance of emotional intelligence in order to
lead, and in this sense differentiate personal competence (self-awareness and self-management)
and social competence (social awareness and relationship management), while
Sydédnmaanlakka, (2001) emphasizes interpersonal competencies as one of the most important
group of leadership competencies (in: Sydidnmaanlakka, 2003). Majority of mentioned
conceptualizations in terms of leadership interpersonal competencies include competencies
such as openness, empathy, empowerment, motivation, relationship building, self-awareness,
managing crisis situation/conflicts, etc.). Hence, the investigation of the leadership
interpersonal competencies (LIC) in this paper will be based on above listed competencies.

2.2. Employees' work outcomes

Work outcomes refer to the employees' attitudes and contributions related to their work.
According to the Aryee et al. (2002, p. 270), work outcomes include following dimensions of
employees’ work attitudes and contributions: job satisfaction, turnover intentions,
organizational commitment, organizational citizenship behavior and task performance. Similar
conceptualizations are also offered by relevant literature’ influential researches such as Parker
et al. (2003), Meisler & Vigoda-Gadot, (2012) and Epitropaki et al. (2016).
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In order to investigate employees’ work outcomes (EmWO) in this paper, research approach
developed by Aryee et al. (2002) will be adopted.

2.3. Organizational hierarchy

Hierarchy is an integral part of human social organization, defined with supervisors, groups and
clear chain of command, affecting how people relate to each other, how information flows and
how organizations evolve and transform over time (Brown et al., 2015, p. 2012). Hierarchy is
a vertical ordering of organizational roles according to their relative authority — a classification
of people according to authority and rank (Jones, 2004, p. 41). For Wright & Noe (1996, p.
139-144) organizational hierarchy is a pattern of reporting relationship in the organization,
whose primary characteristics (1) chain of command, i.e. who report to who, (2) vertical
specialization, i.e. the extent to which the organization limits jobs according to responsibility
required, and (3) span of control, i.e. number of people under a manager’s direct supervision.
It is also a starting and one of the simplest and most popular integration mechanism in the
organizations, by which organization coordinates its parts to achieve desired outcomes.
Therefore, for the purpose of this paper, organizational hierarchy will be investigated in the
terms of vertical differentiation.

3. METHODOLOGY

With the aim of providing answers to main research questions raised in this paper, empirical
research was conducted during 2017. The research instrument was a questionnaire, designed in
accordance with the most important theoretical contributions, discussed in previous text, related
to LIC, EmWO and organizational hierarchy. Questionnaire was given to employees and
managers in order for them to evaluate their superiors’ LIC and their own work outcomes. All
questions related to the researched concepts were in a form of closed-type questions with
Likert’s 5-point scale. In cases like this, when Likert-type scales are used, it is suggested that
Cronbach’s alpha coefficient for internal consistency reliability is calculated and reported for
any scales or subscales (Gliem & Glim, 2008, p. 88). Number of scholars, such as George and
Malery (2003, p.231) emphasize that this coefficient needs to be at least .7, whereas values very
close to 1.0 may indicate item redundancy. For two concepts, investigated in this paper,
calculated Cronbach’s alpha coefficients indicate that internal consistency reliability of items
used in scales were excellent for interpersonal competencies (.912), and good for work
outcomes (.879) (Table 1). Reported coefficients suggest that produced results, based on used
items and scales are consistent measures of mentioned concepts.

Table 1: Reliability statistics (Cronbach’s Alpha) for measurement scales (N=123-125)
Reliability Statistics

Scale Number of items Cronbach’s Alpha Interpretation
Interpersonal competencies 6 912 Excellent
Work outcomes 14 .879 Good

Filled questionnaires were enrolled in and processed using SPSS 23.0 and Microsoft Excel,
whereas Microsoft Visio served as tool for producing graphical presentations of results
obtained. Research sample constituted 125 managers and employees from various companies
(Figure 2). Privately owned companies (80.4%), especially companies in private domestic
ownership, dominated researched sample. In the sample, companies of all ages, sizes and
activities were present. In this sense, 23.2% of the sample were commerce companies, whereas
more than half of the companies had up to 100 employees. Respondents were males and females
(56.5% vs. 43.5%) of all ages, from those who not long ago entered the world of labor to those
being close to twilight of their careers. Sample was dominated with high school (41.9%) and
university diploma (32.2%) qualification and workers with more than 20 years of service.
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Finally, three major groups of employees: first line employees, workers in offices and managers
were significantly present in the sample. Considering all listed characteristics of the research
sample, it can be concluded that the research sample was representative for investigation of
LIC, EmWO and organizational hierarchy.

Predominant activity Ownership
(23.2% Commerge (54.4% Private domestic )
Transport C30.4% Private foreign )
Hospitality 7.2% State
Financial services 8.0% Mixed
9.6% Construction

33.6%
Size (humber of employees) Company’s age (years)

(27.2% <50 ) (96% ) <5

(28.8% 50-100 D (41.6% 5-20 D
13.6% 101-250 20.8% 21-50
30.4% >250 28.0% >50

Respondents’ gender

56.5% Male
43.5% Female
Respondents’ age (years) Respondents’ qualification
(23.4% 18-30 ) (41.9% High school )
(32.2% 31-40 D (19.4% Collpge
25.0% 41-50 32.2% University diploma )
19.4% > 50 MBA or PhD
Respondents’ years of service Respondents’ position
(20.8% <5 ) (27.2% Fist-line employees
35.2% 5-20 38.4% Office workers
44.0% >20 34.4% Managers

Figure 2: Characteristics of respondents and companies in the research sample (N=123-125)

4. FINDINGS

Obtained research results, related to LIC, indicate that these leaders in researched companies
possess these competencies in medium to large amount (Figure 3). Overall mean value of 3.57
supports this insight. Apart from this, results suggest that leaders possess very balanced set of
interpersonal competencies, where all groups of competencies are present in similar amounts.
When considering specific areas of LIC, leaders possess persuasive and integrative
competencies related to company’s goals in largest amount, followed by conflict resolution
competencies and emotional intelligence. Competencies that are present the least are self-
assessment competencies, suggesting that leaders in researched companies have certain barriers
related to critical reflection of their own behavior and influences of that behavior. Although
there is a plenty of space for improvement (maximum value = 5), LIC are present in very
significant amount, suggesting that leaders pay great attention to this group of competencies.
This if very important when considering the demands of contemporary business environment
and the importance of these competencies in survival and almost continuous transformation of
today’s companies.

16



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

Emotional intelligence

Mean SD Min Max Emotional Intelligence
3.59 .82 1.67 5.00 4,00
Goals
Mean ~ SD  Min  Max  |yTERPERSONAL o
3.66 .82 1.33 5.00 COMPETENCIES 08
Motivation

Mean SD Min Max
3.53 .88 1.00 5.00

Communication
Mean SD Min Max
3.55 .83 1.00 5.00

Conflict resolution

Mean SD Min Max Self-Assesment Motwvation
3.61 .84 1.00 5.00
Self-Assessment

Mean SD Min Max
3.48 .85 1.00 5.00

INTERPERSONAL COMPETENCIES

Mean SD Min Max

3.57 72 114 5.00 Conflict Resolution Communication

Figure 3: Leadership interpersonal competencies in researched companies (N=125)

With the regards to LIC, results related to EmWO show greater amount of variations (Figure
4). Overall level of EmWO is 3.54 (from 1 to 5), indicating medium to high level of work
outcomes. The area of work outcomes which stands out from the rest is organizational
commitment (3.79), which is on significantly higher level than the rest of work outcomes areas.
This suggests that employees in researched companies, although their job satisfaction is the
least developed work outcome (3.44), remain committed to current company and work
environment. Despite being unsatisfied in significant amount, which is accompanied with also
lower level of task performance (3.50) and organizational citizenship behavior (OCB) (3.52),
these employees are still to develop serious turnover intentions. This leads to a conclusion that
researched employees, although aware that things can and need to be better in their companies,
do not take initiative to change much, starting from their own choice of place to work to the
effort of improving chosen work environment.

Task performance

Task performance
Mean SD Min Max
3.50 .71 1.80 5.00

Job satisfaction
Mean SD Min Max
3.44 .95 1.00 5.00

Turnover intention
Mean SD Min Max
3.56 .83 1.00 5.00

Organizational commitment
Mean SD Min Max
3.79 1.02 1.00 5.00

OoCB 0oCB
Mean SD Min Max

3.52 .75 1.17 5.00

WORK OUTCOMES
Mean SD Min Max
3.54 .61 1.57 5.00

WORK OUTCOMES Job satisfaction

Turover intention

Organizational commitment

Figure 4: Employees’ work outcomes in researched companies (N=123-125)
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In order to investigate the effects of LIC on EmWO, linear regression analysis was conducted
(Table 2). Regression results offer comprehensive and interesting results related to researched
effects. Explanation of total variations in dependent variables by independent variables is in
some models very small, to those where this levels are respectable, i.e. large (e.g. R?=.615).
Correlation coefficients between testes variables range from weak to very strong (e.g. R=.784).
All produced regression models are statistically significant (p<.05). Obtained regression
equations suggest that LIC, as a whole, and their specific areas, have moderate to strong effects
to EmWO. This is especially evident for organizational citizenship behavior, followed by job
satisfaction and task performance, areas which are significantly more receptive to demonstrated
LIC, compared to turnover intentions, and especially organizational commitment. When
considering specific areas of LIC, competencies related to goals, followed by emotional
intelligence, communication and motivation, have larger effects on EmWO, compared to
conflict resolution and self-assessment. Again, turnover intention and organizational
commitment are the least receptive areas of work outcomes to demonstrated specific LIC. The
strongest specific causal relationships identified are effects of communication and goals on
organizational citizenship behavior. Besides organizational citizenship behavior, effects of
emotional intelligence and communication on job satisfaction also stand out from the rest of
causal relationships. Presented results are somewhat puzzling and generally indicate that there
are lot of other influential factors, apart from LIC, which shape employees’ work environment
and consequently their work outcomes. Obviously, big and long-term decision to leave the
company is something which is more resistant to demonstrated LIC, compared to job
satisfaction and closely related everyday engagement in performing tasks within own
organizational role, and especially in improving the surrounding working environment and
organization as a whole. In order to provide additional insights into the causal relationship
between LIC and EmWO, a moderating role of organizational hierarchy has been investigated.
In this sense, moderating role of three most important characteristics of organizational hierarchy
were investigated. Obtained results for vertical specialization, i.e. number of different
hierarchical levels in the company, and centralization, i.e. locus of decision-making in
organization, especially the most important decisions, indicate that there is no moderation by
these factors (separately) in

Table following on the next page
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Table 2: The effects of leadership interpersonal competencies on employees’ work outcomes
(linear regressions) (N=123-125)

Regressions

Model Summary ANOVA
Model | R R? Sig. Regression equation

.538 | .289 .000 Task performances = 1.838 + 0.463 x Em. Intelligence
459 | .210 .000 Job satisfaction = 1.535 + 0.530 x Em. Intelligence

Emotional 406 | .164 .000 Turnover Intention = 1.981 + 0.395 x Em. Intelligence
Intelligence .259 | .067 .004 Org. Commitment = 2.633 + 0.323 x Em. Intelligence
.660 | .436 .000 OCB = 1.337 + 0.607 x Em. Intelligence
.590 | .348 .000 WORK OUTCOMES = 1.973 + 0.437 x Em. Intelligence
545 | 297 .000 Task performances = 1.793 + 0.467 x Goals
449 | .202 .000 Job satisfaction = 1.550 + 0.516 x Goals
Goals 411 | 169 .000 Turnover Intention =2.049 + 0.413 x Goals
.261 | .068 .003 Org. Commitment = 2.610 + 0.323 x Goals
.694 | .481 .000 OCB =1.204 + 0.633 x Goals
.604 | .364 .000 WORK OUTCOMES = 1.916 + 0.444 x Goals
.553 | .306 .000 Task performances = 1.946 + 0.441 x Motivation
472 | 223 .000 Job satisfaction = 1.657 + 0.505 x Motivation
Motivation 377 | 142 .000 Turnover Intention = 2.315 + 0.353 x Motivation

.269 | .072 .002 Org. Commitment = 2.699 + 0.310 x Motivation
.710 | .504 .000 OCB = 1.390 + 0.604 x Motivation
599 | .358 .000 WORK OUTCOMES = 2.095 + 0.410 x Motivation

572 | .327 .000 Task performances = 1.782 + 0.484 x Communication
472 | 223 .000 Job satisfaction = 1.531 + 0.537 x Communication

352 | 124 .000 Turnover Intention = 2.317 + 0.350 x Communication
.228 | .052 .010 Org. Commitment = 2.799 + 0.280 x Communication
.740 | .548 .000 OCB =1.136 + 0.671 x Communication

597 | .357 .000 WORK OUTCOMES = 1.997 + 0.435 x Communication

Communication

475 | 226 .000 Task performances = 2.066 + 0.398 x Conflict Resolution
417 | 174 .000 Job satisfaction = 1.746 + 0.469 x Conflict Resolution

.320 | .103 .000 Turnover Intention = 2.425 + 0.315 x Conflict Resolution
.181 | .033 .044 Org. Commitment = 3.001 + 0.219 x Conflict Resolution
.631 | .398 .000 OCB = 1.481 + 0.566 x Conflict Resolution

.510 | .260 .000 WORK OUTCOMES = 2.218 + 0.368 x Conflict Resolution

Conflict resolution

494 | 244 .000 Task performances = 2.073 + 0.411 x Self-Assessment
406 | .165 .000 Job satisfaction = 1.862 + 0.453 x Self-Assessment

312 | .097 .000 Turnover Intention = 2.503 + 0.304 x Self-Assessment
.307 | .094 .001 Org. Commitment = 2.509 + 0.369 x Self-Assessment
.602 | .362 .000 OCB =1.662 + 0.535 x Self-Assessment

543 | .294 .000 WORK OUTCOMES = 2.193 + 0.388 x Self-Assessment

Self-assessment

.617 | .381 .000 Task performances = 1.352 + 0.602 x INTERP. COMP.
519 | .270 .000 Job satisfaction = 1.008 + 0.681 x INTERP. COMP.

423 | 179 .000 Turnover Intention = 1.832 + 0.484 x INTERP. COMP.
.293 | .086 .001 Org. Commitment = 2.315 + 0.414 x INTERP. COMP.
.784 | 615 .000 OCB =0.602 + 0.818 x INTERP. COMP.

.668 | .447 .000 WORK OUTCOMES = 1.539 + 0.561 x INTERP. COMP.

INTERPERSONAL
COMPETENCIES

JEIE G\ UK\ G\ UG UK U UK U N |\ U O U U [\ R\ N UK\ T UK O A U N U\ U U O N [ U K QU QI

Figure following on the next page
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Figure 5: Simple slope moderation analysis examining the moderation by number of direct
subordinates in the effect of interpersonal competencies on employees’ performances

(N=123)

the effects of LIC on EmWO. For the third factor tested - a span of control, i.e. the number of
leader’s direct subordinates, a moderation in the effects of LIC on EmWO has been determined
(Figure 5, Appendix). Namely, LIC matter the most for EmWO when there are small number
of subordinates. In situations where there are large work teams and groups, the effects of LIC
do exist, but these effects are weaker compared to medium-sized and especially small work
teams and groups. Therefore, the effects of LIC on EmWO are moderated by the number of
leader’s direct subordinates, where the larger the leader’s team/group is, the weaker the effects
are of leader’s demonstrated interpersonal competencies on team/group members’ work
outcomes.

5. CONCLUSION

Research conducted in this paper further emphasizes the importance of leadership interpersonal
competencies in achieving desired employees’ work outcomes and sheds additional light on the
causal relationship between leader’s interpersonal competencies and employees’ work
outcomes. Obtained results suggest that there are a moderate to strong effects of leadership
interpersonal competencies on employees’ work outcomes. These effects, surprisingly, are not
moderated by centralization and number of management levels in organization, while the
number of leader’s direct subordinates moderates mentioned effects in a way that the larger
leader’s team/group is, the weaker are the effects of leader’s interpersonal competencies on
team/group members’ work outcomes. These and other insights presented in the paper also raise
important research questions, thus providing the potential directions for future researched in
this area. Finally, research conducted in this paper has several limitations in terms of sample
size and composition which need to be taken into consideration while analyzing and using
presented results.
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APPENDIX

Output from the PROCESS procedure for SPSS for a moderation analysis examining the
moderation by number of direct subordinates in the effect of leadership interpersonal
competencies on employees’ work outcomes

R R R S R R

Model : 1
Y : Em_WO
X : INT_C

W : Numb_ Sub

Sample
Size: 118

RS RS E RS E SRS E SRS R SRS EEE RS EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEES

OUTCOME VARIABLE:
Em_ WO

Model Summary

R R-sqgq MSE F dfl df2 P
, 5320 ,2831 ;2459 15,0027 3,0000 114,0000 ,0000
Model

coeff se t P LLCI ULCI
constant 3,4030 ,0461 73,7508 ,0000 3,3116 3,4944
INT C ,4223 , 0668 6,3223 ,0000 , 2900 ;5546
Numb_Sub ,0586 ,0405 1,4469 ,1507 -,0216 ,1389
Int 1 -,1192 , 0485 -2,4594 , 0154 -,2152 -,0232

Product terms key:
Int 1 : INT_C X Numb_ Sub

Test (s) of highest order unconditional interaction(s):

R2-chng F dfl df2 P
X*W , 0380 6,0485 1,0000 114,0000 ,0154
Focal predict: INT C (X)

Mod var: Numb_ Sub (W)

Conditional effects of the focal predictor at values of the moderator(s):

Numb_ Sub Effect se t P LLCI ULCI
-1,2373 ;5697 ;0979 5,8188 ,0000 ;3758 ;7637
-,2373 ;4505 ;0699 6,4451 ,0000 ;3121 ;5890

, 7627 ,3314 ,0699 4,7422 ,0000 ;1930 , 4698

Moderator value(s) defining Johnson-Neyman significance region(s):
Value % below % above
1,8587 94,0678 5,9322

Conditional effect of focal predictor at values of the moderator:

Numb_Sub Effect se t P LLCI ULCI
-1,2373 ;5697 ;0979 5,8188 ,0000 ;3758 ;7637
-1,0373 ;5459 ,0909 6,0024 ,0000 ;3657 ;7260

-,8373 ;5220 , 0845 6,1769 ,0000 ;3546 , 6895
-,6373 ;4982 ,0788 6,3257 ,0000 ;3422 ;6542
-,4373 , 4744 ,0738 6,4252 ,0000 ;3281 , 6206
-,2373 ;4505 ;0699 6,4451 ,0000 ;3121 ;5890
-,0373 , 4267 , 0672 6,3538 ,0000 ;2937 ,5598

,1627 , 4029 , 0657 6,1284 ,0000 ;2726 ;5331

;3627 ;3790 , 0657 5,7664 ,0000 ;2488 ;5093

, 5627 ;3552 , 0671 5,2905 ,0000 ;2222 ,4882

;7627 ;3314 ;0699 4,7422 ,0000 ;1930 ;4698

;9627 ,3075 ,0738 4,1676 ,0001 ,1614 , 4537
1,1627 , 2837 , 0787 3,6042 ,0005 ,1278 ;4396
1,3627 ;2599 , 0845 3,0767 ;0026 , 0925 , 4272
1,5627 ;2360 ,0909 2,5971 ,0106 , 0560 ;4161
1,7627 ;2122 ,0979 2,1687 ,0322 ,0184 ;4061
1,8587 ,2008 ,1014 1,9810 , 0500 ,0000 , 4016
1,9627 ,1884 ,1052 1,7899 , 0761 -,0201 ;3969
2,1627 ;1645 ;1130 1,4563 ;1481 -,0593 ,3884
2,3627 , 1407 ,1210 1,1628 , 2474 -,0990 ,3804
2,5627 ;1169 ;1293 ;9042 ,3678 -,1392 ;3729
2,7627 , 0930 , 1377 , 6757 ,5006 -,1798 ,3658

Level of confidence for all confidence intervals in output: 95,0000
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ABSTRACT

The EFQM Excellence Model was introduced at the beginning of 1992 as the framework for
assessing applications for The European Quality Award. It is a widely used organisational
framework in Europe and has become the basis for a series of national and regional Quality
Awards. The EFOM Excellence Model is a practical tool to help enterprises to do this by
measuring where they are on the path to Excellence; helping them understand the gaps, and
stimulating solutions. It is applicable to organisation irrespective of size and structure, and
sector. The aim of paper is to find out what kind of factors impacts the EFOM Business
Excellence Model implementation. The tasks: 1) to describe the EFOM model, 2) on the basis
of theoretical knowledge, to develop a questionnaire on the factors and their impacts on the
EFQM Business Excellence Model use of enterprises, 3) based on the survey results, to draw
conclusions and make proposals to reduce the barriers to the model implementation in Latvian
enterprises. The methodology consists of a descriptive analysis in order to determine the
importance factors. In the research were also used interviews with experts and organized focus
groups. In the focus groups participated 20 representants of various areas of enterprises. The
experts were from the Quality area. The survey results show that the most important positive
factors that drive Latvian enterprises to implement the EFOM are internal motivations, and
that the most important barriers are related to the lack of the lack of time , lack resources —
financial and human. The structure of barriers is made up of 3 groups: behavioral and cultural
barriers, resource barriers, and organizational barriers. In the research was noticeable the
coincidence of both expert and focus group results, pointing out the fundamental importance
of the support of top management to EFQOM use in the enterprises. Referring to possible
delaying factors, the opinions did differ.

Keywords: enterprises, excellence, implementation

1. INTRODUCTION

The European Foundation for Quality Management (EFQM) was founded in 1988 with the
objective of helping European companies to become competitive in the international
marketplace. One of the first decisions of this foundation was to create the European quality
prize, following the example of the American MBNQA (Malkolm Baldrige National Quality
Award)(Conti, 2007). The pillars of these prizes are quite similar since all of them are based in
the TQM (Total Quality Management) philosophy. The EFQM Excellence Model was
introduced in 1991 as the framework for organizational self assessment and as the basis for
judging entrants to the European Quality Award, which was awarded for the first time in 1992.
The benefits of the EFQM Excellence Model: 1) it identifies the weaknesses and strengths areas
of an organization; 2) it provides a basis for comparison with other kinds of organizations,3) it
delivers a picture of how successful an organisation is,4) it defines aspirations for the
organisation’s capability and performance; 5) it helps an organisation to identify areas for
improvement EFQM model (Angeli, 2009). The EFQM Excellence Model is a non-prescriptive
framework that recognizes there are many approaches to achieving sustainable organizational
excellence. Excellence can be defined as the outstanding practice in managing the organization
and achieving results based on fundamental concepts, which include: results orientation,
customer focus, leadership, processes and facts, involvement of people, continuous
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improvement and innovation, mutually beneficial partnerships, and responsibility. Behaviours,
activities or initiatives based on these concepts are often referred to as Quality Management
(Dahlgaard, Chen, Jang & Dahlgaard-Park, 2013). The important fact is that Model can be
applied to any organisation, regardless of size, sector or maturity. The EFQM Excellent Model
to conduct self-management in many domains, such as education, ( Saraiva, Da Rosa & d’Orey,
2001), social (Olaru, Stoleriu & Sandru, 2011; Marrewijk,, Wuisman, Cleyn, Timmers &
Linnanen, 2004), health (Minkman, Ahaus & Huijsman, 2007; Nabitz, Brink & Jansen, 2005;
Sa’'nchez, Letona, Gonza'lez, Garci'a, Darpo'n & Garay, 2006) , management (Yang, Dale &
Siow, 2001) and strategy (Naylor, 1999). The EFQM Excellence Model takes into account a
number of different concepts. It ensures that all the management practices used by an
organisation form a coherent system that is continually improved and delivers the intended
strategy for the organisation. Some internal and external reasons exists that lead companies to
implement TQM through the EFQM excellence model. The aim of paper is to find out what
kind of factors impacts the EFQM Business Excellence Model implementation. Methods
applied in the paper: analysis of scientific publications, analysis of the experts and focus group
data.

2. DISCUSSION

Despite the general acceptance of the EFQM model among academics and practitioners,

researchers warn that organizations have encountered problems applying the model (Kim,

Kumar & Murphy 2010). Kanji warns that despite the fact that TQM and Business Excellence

became very popular ideas during the last decade, organizations face considerable difficulties

and problems when trying to measure their overall performance in a bid to identify strengths,
as well as areas for improvement, and to prioritize efforts (Kanji, 2001). The EFQM model

content following concepts (Fundamental concepts, 2012):

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

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

e C(reating a sustainable future — organisations have a positive impact on the world around
them by enhancing their performance whilst simultaneously advancing the economic,
environmental and social conditions within the communities they touch.

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

e Managing with agility — organisations are widely recognised for their ability to identify and
respond effectively and efficiently to opportunities and threats.

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

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

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

The EFQM excellence model approach contains a number of criteria that are divided into sub-
criteria and are designed to address every aspect of enterprises. The EFQM model is based on
9 criteria and argues that excellent results with respect to Performance, Customers, People and
Society are achieved through Leadership driving Strategy, People, Partnership and Resources,
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as well as Processes, Products, and Services. The EFQM Excellence Model defines self-
assessment as a comprehensive, systematic, and regular review by an organization of its
activities and results referenced against the EFQM Excellence Model (Kim, Kumar & Murphy,
2010). The latest version of the EFQM Excellence Model was announced in 2012. (Fig. 1).

Enablers o Results
r 4 .

People Results
10%

Customer Results Key Results
15% 15%

Partnership &

Resources
10% 10%

Society Results

€

Learning, Creativity and Innovation

Fig 1.The EFQM excellence model (International Journal of Production Economics,
2010)

5 of these criteria are "enablers" and 4 criteria are "results". The "enabler" criteria cover what
an organisation does and how it does it. The “enabler” and “results” are 500 points each The
"results" criteria cover what an organisation achieves. The arrows shows the dynamic nature of
the Model, showing learning, creativity and innovation helping to improve the enablers that in
turn lead to improved results. Model has 32 subcriteria. The arrows emphasize the dynamic
nature of the model. They also show that innovation and learning help to improve enablers,
which in turn lead to improved results. The self-assessment process based on the EFQM
Excellence Model results of subcriteria. The self-assessment allows the organization to discern
its strengths, as well as areas in which improvement can be made. Therefore, the EFQM
Excellence Model could be used as an engine of improvement, as comparisons of result with
internal targets, competitors or similar organizations and ‘best in class’ organizations could
(should) be used to prioritize and drive improvement. The process of self-assessment
positively affects the key results of the organisation (Escrig & de Menezes, 2016). The lot of
internal and external reasons exist for EFQM implementation. Table 1. shows reasons for
implementation the EFQM model.

Table following on the next page
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Table 1. External and internal reasons for EFOM implementation (author created by Gomez-

Lopez, Serrano-Bedia & Lopez-Ferndndez, 2015)

and Carlsson (1996),
Withers and Ebrahimpour
(1996), Buttle (1997),
Huarng et al. (1999), Beattie
and Sohal (1999), Lipovatz
et al. (1999), Anderson et al.
(1999), Lee and Palmer
(1999),Fuentes et al.
(2000),Torre et al. (2001),
Escanciano et al. (2001),
Ebrahimpour(2001),
Gustafson et al. (2001),
Mathews et al. (2001),
Poksinska et al. (2002),
Corbett et al.,Sun and
Cheng (2002) (2003), Magd
and Curry (2003), Heras et
al. (2006), Prajogo (2009), ,
Heras-Saizarbitoria et al.
(2011), Withers

Type of reasons Authors Reasons
Internal Taylor (1995), Withers and | Companies survive
reasons Ebrahimpour (1996), Optimise necessary
Carlsson and Carlsson resources
(1996), Idris et al. (1996), Corporate-level decision
Tsiotras and Gotzamani Improve internal
(1996), Skrabec et al. productivity and
(1997), Beattie and Sohal organisation
(1999), Huarng et al. Costs reduction of
(1999), Lee and Palmer companies
(1999), Fuentes et al. Motivate employees
(2000), Withers and Improve product/service
Ebrahimpour quality
(2000),Mathews et al. Base to improve its own
(2001), Withers and quality management
Ebrahimpour (2001), system
Escanciano et al. (2001),Sun
and Cheng (2002),
Gotzamani and Tsiotras
(2002), Magd and Curry
(2003), Corbett et al. (2003)
Heras et al. (2006), Prajogo
(2009), Heras- Saizarbitoria
etal. (2011),

External Taylor (1995),Tsiotras and | Market trends

reasons Gotzamani (1996), Carlsson | Improve company's image

Government pressure
Suppliers pressure
Competitors pressure
Customers demand
Improve competitive
position of company
Increase market share of
company

Meet national and
international market
demand

Operate in global markets
Show effectiveness of
management systems
Anticipate future
customers demand
Commercialisation
advantages

Required for competing in
sector
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Here can see that exist a lot of different reasons what could to impact successful EFQM
implementation. The internal factors include such as companies survive, costs reduction of
companies,i product/service quality and others factors, but as external reasons could be Increase
market share of company, pressure of suppliers, government, Customers or market demand
and others. Table 2. shows Barriers to implementing the EFQM model.

Table 2. Barriers to implementing the EFQOM ( author created by Gomez-Lopez, Lopez-
Fernandez & Serrano-Bedia, 2015).

Type of barriers Authors
Lack of customer Orientation Mathews et al. (2001),Beer (2003)
Complexity of model Soltani et al. (2005) Angell and
Resistance to change Corbett (2009) Dahlgaard- Park
Lack of top management motivation and (2009) Mann et al. (2011) Heras-
participation Saizarbitoria et al. (2011)

Lack of top Management training

Lack of employees’ motivation and participation
Lack of employee training

Lack of physical and financial resources
Ineffective management team

Lack of time

Lack of commitment/ Implication

Lack of leadership

Departmental Barriers

Work overload

Lack of clear measurement systems
Complexity of model

Table shows the important barriers what could to impact EFQM model implementation. There
are lack of leadership, lack of time, lack of management training, work overload, resistance of
change and others factors, The evaluation scores on the EFQM Excellence Model are calculated
by multiplying the predetermined weights of each criterion. The problem is that there is no
difference among industries, it is not objective, and the results are questionable. A well-tested
self-management tool must be objective and demonstrate the following advantages: it meets
customers’ needs and the expectations of service quality in the results; it identifies areas of
improvement and increases corporate competitiveness with the help of benchmarking. The
results of survey analysis of 10 experts and analysis of focus groups of 20 participants were
used for empirical research. The author used the 5 point Likert scale for factors evaluations.
The lot of contributing and interfering factors pointed that exists impact EFQM model
implementations in enterprises. The Table 3 shows the main statistical indicators of assessments
of focus groups' on contributing factors.

Table following on the next page
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Table 3. The main statistical indicators of focus group assessments on contributing factors
(Source: the author’s created)

Contributing factors Mode Median Arithmetic Stal}da}rd
mean deviation
Investor initiative 3 3.0 3.0 1.1
Desire to improve the
company's operating 3 3.0 3.4 1.2
results
Staff support 4 4.0 4.2 0.9
Employees Initiative 5 4.5 3.9 1.3
Management Support 5 5.0 4.4 0.9
Management Initiative 4 4.0 4.0 0.9
Availability of financial 4 4.0 4.3 0.6
resources
Availability of information 3 3.5 3.6 0.8
resources
Chance to receive the 2:4 3.0 3.0 1.1
prize
Company's strengths and 3 3.5 3.5 1.1

weaknesses awareness
through self-assessment

Competitor activity 3 3.0 34 1.0
screening as an input to
continuous business

improvement
Partners proposal 4 4.0 3.7 L1
Special events (seminars, 4 3.5 34 0.9
conf.) dedicated to quality
issues
Support from Quality 3 3.0 3.2 1.0
associations
companies examples of 4 3.5 33 1.0
positive experiences
electronic self-assessment 4 4.0 3.6 1.0
tools
) . 4 4.0 3.9 0.9
Increasing competitiveness
The company's image 5 4.5 4.3 0.9

improvement
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The focus groups participants very high evaluated contributing factors “management support”
(arithmetic mean — 4.4, median — 5, mode - 5), “the company's image improvement” (arithmetic
mean — 4.3, median — 4;5, mode — 5) “availability of financial resources” (arithmetic mean —
4.3, median — 4, mode — 4), staff support” (arithmetic mean — 4.2, median — 4, mode — 4) and
“management Initiative”( arithmetic mean — 4. median — 4, mode — 4). Lower the focus group
evaluated contributing factors “investor initiative” (arithmetic mean — 3.0, median — 3, mode —
3), “chance to receive the prize” (arithmetic mean — 3.0, median — 3, mode — 2;4), “support
from Quality associations” (arithmetic mean — 3.2, median — 3, mode — 3). (see Table 4)

Table 4. The main statistical indicators of experts assessments on contributing factors
contributing factors (Source: author’s created)

Contributing factors Mode Median Arithmetic Stal.ld:.lrd
mean deviation

Investor initiative 4 4.0 4.2 0.9
Desire tollmprovq the 4 40 39 0.7
company's operating results
Staff support 4 4.0 3.9 0.7
Employees Initiative 4;5 4.0 4.0 1.2
Management Support 5 5.0 4.9 0.3
Management Initiative 5 5.0 4.9 0.3
Availability of information 4 40 39 07
resources
The company's image 3 35 36 13

improvement

Company's strengths and
weaknesses awareness 3 3.0 3.1 1.1
through self-assessment
Availability of financial

2;3 3.0 3.0 1.3
resources
Competitor activity
screening as an input to 3 3.0 39 11
continuous business
improvement
Partners proposal 4 4.0 34 1.0
Chance to receive the prize 3 3.0 2.4 1.6
Special events (seminars,
conf.) dedicated to quality 3;4 3.5 3.5 0.8
issues
Support from Quality 4 35 3.1 1.1
associations
Corppames ex?lmples of 4 40 3.9 0.7
positive experiences
Electronic self-assessment 5 40 40 11
tools
Increasing competitiveness 3 35 3.6 1.0
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Regarding the contributing factors, the opinion of focus group members and experts tends to
differ, emphasizing “availability of financial resources” (arithmetic mean of focus group - 4.3,
median - 4.0, mode - 4 ; arithmetic mean of experts - 3.0, median 3.0; mode - 1;3),
“management initiative” (arithmetic mean of focus group - 4.0, median - 4, mode - 4 (arithmetic
mean of experts - 4.9, median - 5.0, mode - 5), “availability of information resources”
(arithmetic mean of focus group - 3.6, median 3.5, mode - 3; arithmetic mean of experts - 3.9,
median - 4.0, mode - 4 ). As the contributing factors, the concurring opinion is observed
regarding the “support from quality associations” (arithmetic mean of focus group - 3.2, median
- 3.0, mode - 3; arithmetic mean of experts - 3.1, median - 3.5, mode - 4; “increased
competitiveness” (arithmetic mean of focus group - 3.9, median 4.0, mode - 4 ; arithmetic mean
of experts - 3.6, median - 3.5, mode - 3 ), “special events (seminars, conferences) dedicated to
quality issues” (arithmetic mean of focus group - 3.4, median - 3.5, mode — 4; arithmetic mean
of experts - 3.5, median - 3.5; mode - 3;4). Table 5 shows the main statistical indicators of focus
group assessments on interfering factors

Table 5 The main statistical indicators of focus group assessments on interfering factors
(Source: author’s created)

Standa
Interfering factors Mode | Median érlthme r.d .
tic mean | deviatio
n
Lack of fundmg for man 4 40 41 0.9
excellence-driven approach
chk of employees' knowledge and 5 40 3.9 10
skills
Lack of employees' support 3 3.5 3.7 1.1
Resistance from employees 5 4.0 3.6 1.2
Lack of management support 5 5.0 4.4 0.9
Lack of management knowledge 5 40 40 11
about model
Lack of the company's internal
knowledge on the model 4 4.0 3.6 1.0
application
Costs of purchase of the
Excellence Model self-assessment 3:4 3.0 3.2 0.8
tool
Possible bureaucracy 3 3.0 2.9 1.1
Lack of time 4 4.0 3.6 1.1
Lack of training 4 4.0 3.8 0.8
Unawareness of business
performance improvement self- 3 3.0 3.0 10
assesment methods unawareness '
(unnecessary spending of money)
Lack of Management motivation 5 4.0 3.8 1.3
Lack of competition 3 2.0 2.3 1.2
Consumer indifference < lack of 5 3.0 3.0 13
interest on the company's success
Partners' disinterest 3 3.0 3.0 1.1
Investors' disinterest 3:4 3,0 3.1 1.2
Lack of positive examples 4 3.0 2.8 1.2
Lac.k of information from Quality 2:4 3.0 29 12
society
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The participants of focus groups higher evaluated interfering factors “lack of management
support” (arithmetic mean — 4.4, median - 5, mode — 5), “lack of funding for man excellence-
driven approach” (arithmetic mean — 4.1, median - 4, mode — 4), “lack of management
knowledge about model” (arithmetic mean — 4, median - 4, mode — 5) and “lack of employees'
knowledge and skills” (arithmetic mean — 3.9, median - 4, mode — 5). The participants of focus
groups lower evaluated interfering factors “lack of competition” (arithmetic mean — 2.3, median
- 2, mode — 3), “lack of positive examples” (arithmetic mean — 2.8, median - 3, mode — 4), “lack
of information from Quality society” (arithmetic mean — 2.9, median - 3, mode — 2 and 4) and
“possible bureaucracy” (arithmetic mean — 2.9, median - 3, mode — 3). Table 6 shows the main
statistical indicators of experts assessments on interfering factors.

Table 6 The main statistical indicators of experts assessments on interfering factors (Source:
author’s created)

Interfering factors Moda Median Arithmetic Stal.lda.lrd
mean deviation

Lack of funding for man 1;4 4.0 3,0 1.8

excellence-driven approach

Lack of employees' knowledge 4 4.0 4.0 1.5

and skills

Lack of employees' support 4 4.0 4.0 0.8

Resistance from employees 4 4.0 4.0 0.9

Lack of management support 5 5.0 4.9 0.3

Lack of management knowledge 5 5.0 4.6 0.7

about model

Lack of the company's internal 4 4.0 3.9 0.6

knowledge on the model

application

Costs of purchase of the 2 2.5 2.7 1.3

Excellence Model self-

assessment tool

Possible bureaucracy 2 25 2.6 L5

Lack of training 3 3.5 3.8 0.9

Unawareness of business 5 4.5 4.4 0.7

performance improvement self-

assesment methods unawareness

(unnecessary spending of

money)

Lack of Management 4 4.0 3.7 1.3

motivation

Lack of competition 3 3.0 25 1.1

Consumer indifference / lack of 3 3.0 2.6 1.2

interest on the company's

success

Partners' disinterest 3 3.0 29 1.1

Investors' disinterest 3;5 3.0 32 L5

Lack of positive examples 3:4 3.0 3.1 1.0

Lack of information from 4 4.0 3.5 0.7

Quality society
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The experts very high evaluated “lack of management support” (arithmetic mean — 4.9, median
— 5, mode — 5), “lack of management knowledge about model” (arithmetic mean — 4.6, median
— 5, mode — 5) and “unawareness of business performance improvement self-assessment
methods unawareness (arithmetic mean — 4.4, median — 4.5, mode — 5). The variation of
evaluations were low (standard deviation — 0.3, 0.7, 0.7 points, range — 1, 2, 2 points,
respectively). Lower the expert evaluated interfering factors “lack of competition” (arithmetic
mean — 2.5, median — 3, mode — 3), “possible bureaucracy” (arithmetic mean — 2.6, median —
2.5, mode — 2), “consumer indifference / lack of interest on the company's success” (arithmetic
mean — 2.6, median — 3, mode — 3), and “costs of purchase of the Excellence Model self-
assessment tool” (arithmetic mean — 2.7, median — 2.5, mode — 2). The most important
concurring opinion is observed regarding the interfering factors such as, “partners' disinterest”
(arithmetic mean of focus group - 3.0, median - 3.0, mode— 3; arithmetic mean of experts - 2.9,
median - 3.0, mode — 3 ), “investors' disinterest” (arithmetic mean of focus group - 3.1, median
- 3.0, mode - 3; arithmetic mean of experts - 3.2, median - 3.0 , mode - 3;5), “lack of positive
examples” (arithmetic mean of focus group - 2.8, median - 3.0, mode - 4; arithmetic mean of
experts - median - 3.0, mode - 3).

Regarding the impeding factors the opinion of focus group participants and experts tends to
differ such as, “lack of management knowledge about model" (arithmetic mean of focus group
- 4.0, median - 4.0, mode - 5; arithmetic mean of experts - 4.6, median -5, mode -5, “lack of
funding for man excellence-driven approach” (arithmetic mean of focus group - 4.1, median -
4.0, mode - 4; arithmetic mean of experts - 3.0, median - 4.0, mode - 1; 4), “lack of employees'
knowledge and skills” (arithmetic mean of focus group - 3.9, median - 4.0, mode - 5; arithmetic
mean of experts - 4.0, median - 4, mode - 4).

3. CONSLUSION

e As for external contributing factors, the concurring opinion is observed regarding the
“support from quality associations”, “increased competitiveness” and “special events
(seminars, conferences) dedicated to quality issues”. Regarding the internal contributing
factors, the opinion of focus group members and experts tends to differ, emphasizing
availability of information resources”, “availability of financial resources”, “management
initiative”.

e Mostly, the concurring opinion is observed regarding the external impeding factors
(partners' disinterest, investors' disinterest, lack of positive examples), meanwhile regarding
the internal impeding factors the opinion of focus group members and experts tends to
differ. (“lack of management knowledge about model”, “lack of funding for man
excellence-driven approach”, “lack of employees' knowledge and skills”).

e The opinion shows that both experts and focus group are aware of impeding and
contributing factors to the implementation of EFQM. Therefore, in order to reduce the
negative impact of different impeding factors to the implementation of EFQM model to the
companies it is essential to ensure the availability of information regarding the advantages
and benefits of EFQM model application supported by the user experience stories.

e The Society for Quality EFQM working group should promote the EFQM model
application possibilities for self-evaluation, so that enterprises are able to assess their own
strengths and weakness areas and should inform of model benefits.
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ABSTRACT

The co-creating of value in the supply chain plays an important role for sustainability. Focal
firms, voluntarily and/or under the pressure coming from consumers, the public and other
stakeholders, have embedded sustainability in their value chains, supply chains and, more
broadly observed, their business as a whole. The focal firm cannot create a value on its own,
so that, in the paper, an analysis is conducted of the co-creating of the value in the context of
sustainability. The main purpose of the paper is to present an integrated framework for
embedding sustainability in the supply chain.

Keywords: Co-creating of value, Supply chain management, Sustainability-oriented value

1. INTRODUCTION

The sustainability of an entire supply chain (SC) depends on each actor’s behavior (in the SC).
A firm is only as sustainability-oriented (SO) as it consumers, suppliers and all other partners
are. Firms can use the integrated framework for embedding sustainability in the SC as a
“pattern” for the co-creating and prosumption of the SO value in the SC (Rakic & Rakic,
2017b). The paper concentrates on the co-creating of a sustainability-oriented value in the SO
SCM as a pathway for achieving sustainability. The remainder of the paper is organized as
follows: Section Ideals with co-creating value as an important sustainability issue. Section II
describes co-creating value. This paper emphasizes the transformation of the concepts such as
the sustainable value and the generic value chains towards sustainability. Section I1I discusses
the transformation of sustainable value to SO value. Section IV analyzes the transformation of
the generic value chain to the SO internal value chain. In Section V, our integrated framework
for embedding sustainability in the supply chain is introduced. Finally, Section VI concludes
with a summary. We have conducted the content-based literature review method. It started from
searches of electronic databases, such as: Directory of Open Access Journals (DOAJ), Emerald
Management Xtra (Emerald), EBSCO Academic Search Premier, EBSCO Business Source
Complete, Google Scholar, Scopus & Science Direct (Elsevier), Springer/Kluwer and Wiley
Online Library (Wiley) (the databases are listed in alphabetical order).

2. CO-CREATING VALUE

Once the web and ubiquitous connectivity appeared for the first time, and was put in the hands
of millions of citizens, new social interactions were introduced and the democratic and
decentralized force of participating in society beyond institutional boundaries became free from
restraints. The spawning of new manners in collective engagement, cooperation, and value co-
creation continued, thanks to these forces. The single move leaders must make, and the most
important one, is reflected in the necessity of their recognition of individuals’ centrality, no
matter whether they are playing a role of a customer, an employee or another stakeholder,
whoever they may be, and their experiences as humans as a novel ground for the creation of
value.
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Today’s business and society have been heading for a new view of co-creative engagement
among individual persons and institutions — within and outside enterprises — based on an
individual’s perception and his/her human experience (Ramaswamy & Gouillart, 2010).
According to the argumentation expressed by Johnson (2010) with respect to large groups in
his work: Where Good Ideas Come From, it is not about a crowd itself becoming wise, but
rather about individual persons connected with each other becoming smarter (Ind, Fuller &
Trevail, 2012, p. 3). Numerous authors highlight the significance of the co-creation of value
(Prahalad, 2004; Prahalad & Ramaswamy, 2000, 2004a, 2004b; Prahalad & Krishnan, 2008;
Ramaswamy & Gouillart, 2010). Originally, the focus was put on the co-creating of a unique
value and experiences with customers (Prahalad, 2004; Prahalad & Ramaswamy, 2000, 2004a,
2004b; Prahalad & Krishnan, 2008). Only later, apart from customers, are employees, suppliers,
partners and other stakeholders mentioned (Ramaswamy & Gouillart, 2010). In the paradigm
of the value co-creation, the scope of the value creation shifts from being a supplier-driven
process to a customer-driven one (Vargo et al., 2008), though it is primarily a joint and
interactive process between the supplier and the (end) customer, as both parties operate within
each other's processes (Lacoste, 2016). Following the concept of the co-creation of a unique
value with customers, an active role the customer plays in the creation of value must be
recognized. One important feature with respect to a new market is singled out — the customer
is referred to as a novel source of firm-related competences. The competences possessed by the
customer are dependent on the knowledge the customer has and the skills he/she has acquired,
on his/her being ready to learn and make experiments as well as on his/her capability of taking
part in an active dialogue. Taking an account of the new role played by the customer, the
competence can be said to be a function of the collective knowledge which is at hand throughout
the entire system, i.e. in an expanded network that consists of customers, traditional suppliers,
manufacturers, investors and other business partners. The role the customer plays is being
altered. No longer is it possible for firms to act by themselves, nor can such firms make designs
of their products, or develop their manufacturing processes, fix prices, design marketing
messages and have control over the distribution channels without having to recognize the
customer’s influence. It is the customer who tends to affect every single segment of the business
system. In possession of new tools and not being satisfied with the choices he or she has at
hand, the customer desires to have an influence and take part in the process of the co-creation
of value jointly with his/her firm. The interaction between them is the basic ground for the
generation of a new system intended for the co-creation of a unique value (Prahalad &
Ramaswamy, 2000). The basic transformation in creating value is the one from a firm-centric
view of the value creation process (the traditional supply-chain system) to a co-creation view,
centered around individuals (the network of experiences). According to the traditional theory
of the firm, the unit of an analysis is the firm, whereas the basis for value is products and
services. According to an emerging reality, the unit of an analysis is the nodal firm, whereas
the basis for value is the co-creation of experiences. Firstly, from the firm-centric
supply/demand perspective, the firm in the traditional supply-chain system buys inputs from its
suppliers, manufactures products for the consumer segments, only to later have the products
distributed via its channels to the targeted consumer segments. Actors in the traditional supply-
chain system are: suppliers, the firm, channels and consumer segments (Figure 1a). Secondly,
according to the individual-centric experience perspective, the firm develops a network of
experiences, an infrastructure that is considered necessary in order to conduct an effective co-
creation through personalized experiences (Figure 1b).

Figure following on the next page
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Figure la: The basic transformation in creating value — from traditional firm-centric
supply/demand perspective (Drafted and adapted according to: Prahalad and Ramaswamy,
2004a, p. 96, Ramaswamy & Gouillart, 2010, p. 6)

Individual
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Co-creative
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Co-creative firm: Individuals (consumers — individual and consumer communities, suppliers, partners
and employees) participate in value co-creation through personal engagement

Unique value to the individual consumer through personalized co-creation experiences:
Consumer-firm interaction is the locus of value co-creation

Individual co-creation experience is the basis for value

Multiple channels are gateways to experiences

Infrastructure must support heterogeneous co-creation experiences

Enhanced network, including consumer communities, is the locus of core competence

Figure 1b: The basic transformation in co-creating value and experiences — to individual-
centric experience perspective (Drafted and adapted according to: Prahalad & Ramaswamy,
2004a, p. 97, Ramaswamy & Gouillart, 2010, p. 6)

The infrastructure makes it possible for managers to enter competition with respect to
experiences. Through such an experience network, components, products, or even information,
are not merely interlinked, although the traditional supply chain is incorporated in it. The
traditional supply chain is still an important item; no physical movement of products and
services will vanish. The supply chain will, in a manner possible to predict, undergo a
metamorphosis.
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Communities are also emboldened by such a network of experiences, by establishing links
between the supplier, the dealer, and support staff, on the one hand, and the consumer, on the
other, as well as between consumers. Firms which are deemed to be contributive in the context
of intellectual leadership, enter into coalitions and spurt ahead pathways for products,
information and expertise, are referred to as nodal firms (Prahalad & Ramaswamy, 2004a).
Nodal firms set the rules and allow for a free flow, but with adequate restraints. The nodal firm
is in the heart of it and has an influence on the ecosystem as a whole, through a shared
framework for the manner in which the consumer should be served; such a nodal firm also sets
the standards and establishes customer interfaces. They all must make a joint effort with that
respect. The nodal firm does not own the others, but rather cooperates and co-opts them so as
to come up with a complex solution. This represents a move from the ownership- and control-
based models to those privileged-access- and influence-based ones. The alleged nodal networks
have ever-increasingly been treated as and considered to be the norm (Prahalad & Krishnan,
2008). “The future belongs to the co-creative enterprise” (Ramaswamy & Gouillart, 2010, p.
7). The re-defining of the way in which individuals, such as customers, employees, suppliers,
and other stakeholders are engaged in firms is an inseparable part co-creation; simultaneously,
they are included in the process of the creation of value and engaged in enriched experiences.
Co-creative enterprises must create value together with individuals, in which process customers
and all the other external stakeholders, on the one hand, and employees and all the other internal
stakeholders, on the other, are included. An enterprise’s capacities for its growing continuously
and resiliently are generated by the linking points that exist between the co-creation of an
external value and the co-creation on the management part within that very same enterprise.
When co-creative enterprises are concerned, their individuals take part in the designing of value
by personally engaging and on the grounds of their own experiences (Figure 1.2). There are
many different forms of engagement platforms, ranging from the product itself, via live
meetings, websites and retail stores, all the way to mobile phones, call centers, private- and
open-community spaces. The technology is not so much relevant as the philosophy driving such
engagement is (Ramaswamy & Gouillart, 2010). Firms must dedicate efforts to the expansion
of their mindsets and managerial and organizational practices to the whole diamond of value
creation (Ramaswamy, 2009). The nature itself of co-creation is such that it is not about “build
it and they will come”, but rather about “build it with them, and they are already there”
(Ramaswamy, 2009). Co-creation implies both the means and the end, as it were, in a
continuous cycle (Ramaswamy, 2009). The processes of co-creation should be focused on the
value chain as a whole, thus integrating different stakeholders (at least the consumer and the
supplier) so as to minimize negative social and environmental impacts and cherish sustainable
development. Given the fact that the supplier and the customer are exposed to different
challenges in the process of co-creation, it is necessary that a clear outline and specific
incentives should exist in an ongoing partnership (Arnold, 2015). Value is always co-created
by the customer: Without applying an offering, there is no value, either — value determination
essentially relates to experience and perception (Payne, Storbacka & Frow, 2008). Co-creation
related to sustainability implies the combining of resources, knowledge and capabilities
between different actors in the market, for the purpose of improving products and services, even
the value chain, through sustainability criteria (Arnold, 2015).

3. FROM SUSTAINABLE VALUE TO SUSTAINABILITY-ORIENTED VALUE

The literature, speaks about the sustainable value (Chou, Chen & Conley, 2015; Hart &
Milstein, 2003), sustainable value added (Figge & Hahn, 2004; Rakic & Rakic, 2015a),
sustainability-oriented values (Axsen & Kurani, 2013; Rakic & Rakic, 2017a; Rakic & Rakic,
2017b), sustainability-oriented offerings (Ramirez, 2013) etc.

38



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

Hart and Milstein (2003) developed a sustainable-value framework that links the challenges of
global sustainability to the creation of the shareholder value by the firm. They define the
creation of the sustainable value by the firm as “shareholder wealth that simultaneously drives
us toward a more sustainable world” (Hart and Milstein, 2003, p. 65). The drivers related to
global sustainability can be divided into four sets. The sustainable-value framework presents
for each of the four sets of drivers, associated business strategies and practices that correspond
to a particular dimension of the shareholder value. The sustainability drivers provide firms with
opportunities to improve each one of the four dimensions of the shareholder value. The
shareholder value is a multidimensional construct, and the basic components of the shareholder-
value framework are: 1. cost and risk reduction, 2. reputation and legitimacy, 3. innovation and
repositioning, 4. growth path and trajectory. The first set of the drivers is related to increasing
industrialization and the associated material consumption, pollution, and the generation of
waste. The first set of the drivers (pollution, consumption and waste) present an opportunity for
firms to lower the cost and risk (as the component of the shareholder value) through pollution
prevention (minimizing waste and emissions from operations). The second set of drivers (civil
society, transparency and connectivity) is related to the proliferation and interconnection of
civil society stakeholders. The second set of the drivers gives an opportunity for enhancing
reputation and legitimacy through product stewardship (integrating stakeholders’ views into the
business process). The third set of the drivers is related to newly-appearing technologies capable
of providing powerful, disturbing solutions that could make the basis of today’s many energy-
and material-intensive industries outdated. The third set of the drivers (disruption, clean
technology and footprint) present an opportunity for accelerating innovation and repositioning
through a clean technology (developing the sustainable competencies of the future). In the end,
the fourth set of the drivers refer to increases in the population, poverty, and inequity that
globalization is associated with. Ultimately, the fourth set of the drivers (the population, poverty
and inequity) present an opportunity for crystallizing the firm’s growth path and trajectory
through a sustainability vision (Hart and Milstein, 2003). According to Figge and Hahn (2004),
the sustainable value added represents, in monetary terms, an extra value created by a company,
adjusted for all changes in eco- and social effectiveness. There seems to be demand for
sustainability-oriented goods and services — product offerings maximizing environmental,
economic, and social welfare (Luchs et al. 2010; Ramirez, 2013). A large number of firms
consider making products and services sustainable as a promotion of an environmentally
friendly design; the examples of it we are well aware of are inclusive of packaging reduction
initiatives and maintenance services whose purpose is to extend the life of a product. However,
the sustainability concept, in fact, covers a broader set of issues, including social concerns,
human rights issues, and resource conservation, among other ones (Chou, Chen & Conley,
2015; Gobble 2012). Products per se generate a sustainable value chiefly by incorporating eco-
friendly attributes, such as durability or biodegradable materials; yet, sustainability relies to a
greater extent on changes in the way people think and behave rather than on technology
development (Chou, Chen & Conley, 2015; Clark et al. 2009; Rakic & Rakic, 2015b). The
interaction necessary for services to be delivered enables companies to interact with the
customer more closely and more often and follow them more closely, thus being provided with
a larger number of opportunities to have their respective sustainable attitudes and lifestyles
promoted. This is the way how service offerings may be regarded as a powerful vehicle for
delivering on sustainability values reflecting real customer concerns (Chou, Chen & Conley,
2015). There is a dilemma with respect to the terms: sustainable and sustainability-oriented.
Belz and Peattie (2009) explain the meaning of the term “sustainable” and clearly indicate the
difference in relation to the terms that are connected with sustainable development or the
consideration of sustainability issues. The term “sustainable” means something durable or long-
lasting, without any particular reference to sustainable development or the consideration of
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sustainability issues (Belz & Peattie, 2009). As in the literature in the field of marketing
sustainable marketing is differentiated from sustainability marketing (Belz & Peattie, 2009),
we differ the sustainable value and the sustainability-oriented (SO) value. A value can be
sustainable, but does not also have to be directed towards the achievement of sustainability
principles. In this paper, we started from the fact that the activities conducted by actors in the
process of creating, delivering, communicating and consuming the value are valuated from the
aspect of sustainable development. For this reason, the term “sustainability-oriented value” is
used in the paper. Apart from that, with all the other sustainability-related terms in the paper,
“sustainability-oriented” means a holistic approach to sustainability by covering all the three
dimensions (economic, environmental and social) in the dynamic process (Rakic & Rakic,
2017b). Firms create, communicate and deliver offerings (products and/or services) at a certain
price. Offerings have a certain value, which is, first of all, evaluated by buyers on the market,
by purchasing or by not purchasing (offerings — products). Based on Porter’s presentation of
the value in competitive terms (Belz & Peattie, 2009), we define the SO value as the amount
SO buyers are willing to pay for the SO offering that a firm provides for them. The SO value is
measured by the total revenue (which is the result units that a firm can sell at the price it sets).
A firm is profitable and more broadly observed SO if the total revenue exceeds the costs of
involving in creating, communicating and delivering the SO offering. The SO value triad is a
combination of the economic, social and environmental benefits of the SO offering. In the focus
of the SO offering is the creating, communicating and delivering of economic, social and
environmental benefits simultaneously. The creating, communicating and delivering of the SO
value for SO buyers that exceeds the cost of doing so is the goal of the SO strategy. Firms can
be differentiated on the basis of the SO offering for SO buyers. For SO offerings, and more
broadly observed SO firms, to survive, SO consumers are needed, those who want and can buy
SO offerings at a premium price (Rakic & Rakic, 2017b).

4. FROM THE GENERIC VALUE CHAIN TO THE SUSTAINABILITY-ORIENTED
INTERNAL VALUE CHAIN

Porter proposed the value chain as a tool for identifying the ways to create more of the customer
value (Kotler & Keller, 2012, p. 34). Every firm encompasses the activities performed in order
to design, produce, market, deliver, and support its product. All these activities are represented
by Porter’s (1985) using the value chain. Porter’s generic value chain of a firm encompasses
primary activities (inbound logistics, operations, outbound logistics, marketing and sales,
service) and support activities (procurement, technology development, human resource
management, firm infrastructure). Sustainability addresses the activities performed by firms in
order for such firms to have sustainable requirements implemented across the whole of the
value chain (Arnold, 2015). Numerous authors have addressed some parts of Porter’s generic
value chain in the context of sustainability (Lozano, 2012). Observed in a wider context, the
value chain is part of the supply chain, so that some parts of Porter’s generic value chain, in the
context of sustainability, are subject to observation in the in the following text. All firms have
their own internal value chains. In compliance with the integrated framework, this Section
observes the SO internal value chain of the focal firm. Based on Porter’s value chain (Porter,
1985), we conclude that the SO value chain displays the SO total value, and consists of the SO
value activities and margin (Figure 2). The firm performs distinct SO activities on the basis of
which it creates its SO product, valuable to its SO buyers. Its margin is the difference between
the total value and the collective cost of performing the SO value activities (Rakic & Rakic,
2017b).
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Figure 2: The SO value co-creation in an SO internal value chain (Rakic and Rakic, 2017b)

5. CO-CREATING OF THE SUSTAINABILITY-ORIENTED VALUE IN THE
SUPPLY CHAIN MANAGEMENT FROM THE ASPECT OF THE FOCAL FIRM
Actors as co-creators and prosumers (the focal firm, consumers, suppliers, distributors,
customers etc.) are engaged in the co-creation of the SO value and the prosumption of
information, the material and capital. The integrated framework for embedding sustainability
in the supply chain is shown by Figure 3. Some of the actors must take over an active role in
the SO SCM. Actors, in particular end consumers and the public consider producers as the ones
responsible for final products. In this paper, the fact that the focal firm is taking over the role
of the initiator in the process of a transformation towards sustainability is emphasized and the
influence on the SO mindsets of all actors (Rakic & Rakic, 2017b). “Building blocks™ contribute
to the embedding of sustainability in the supply chain. The building blocks are parts of a
“diamond” for creating and sustaining the SO competitive advantage In short, the “building
blocks” of the co-creating and prosumption of the SO value in the sustainability-oriented supply
chain management (SO SCM) from the aspect of the focal firm are as follows:

SO value,

SO internal value chain,

SO value chain of end consumers,

SO relationship management,

SO value co-creation and prosumption with external value chains,

The influences of the stakeholders that are beyond the supply chain.

SO consumers (individuals and communities) are the central entity in the framework.
Consumers’ contribution to sustainability depends on attitudes towards sustainability,
information, knowledge, buying power, culture etc. Transformation to sustainability in the
SCM means that the focal firm has to learn how to co-create SO value with consumers, suppliers
and other partners and stakeholders. The focal firm creates and sustains the SO internal value
chain, and conducts external SO relationship management. The focal firm in the SO internal
value chain embeds the sustainability approach in all activities. The responsibility of focal firms
lies in managing the co-creation of value and the sustainable orientation of all actors in the
supply chain. Consumers purchase products from the focal firm. Consumers frequently perceive
the focal firm the only one that is deemed to be responsible. For that reason, SO relationship
management is significant (Rakic & Rakic, 2017b).
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Figure 3: The co-creating and prosumption of the sustainability-oriented value in supply
chain management from the aspect of the focal firm: The integrated framework for embedding
sustainability in the supply chain (Rakic and Rakic, 2017b)

6. CONCLUSION

This paper suggests the co-creating of sustainability-oriented value in the SO SCM as a pathway
for achieving sustainability. The paper presents several solutions to the co-creating of value in
the supply chain. A transformation from sustainable value to sustainability-oriented value is the
first solution. The second solution is a transformation from the generic value chain to the
sustainability-oriented internal value chain. The result is the integrated framework for
embedding sustainability in the supply chain.
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ABSTRACT

It seems that almost everything related to globalization starts, rests and ends on the market as
an economic institute and a competition, as its core lever. Essentially, everything is done in
order to control the monopoly market, to reduce the competition using adequate competencies,
and to affirm power of the supranational elites as a new orientation of world development.
Economic globalization is programmed and directed by the most developed countries, the
largest transnational corporations and powerful world financial centers, with a view to
securing business continuity. However, many authors think that it does not extend to all
countries but circumvent areas which do not represent value to it. It produces immeasurable
advantages to ones and inflicts damage on other economic subjects. There is an irrefutable
outsourcing of unfavorable operation costs, crises, difficulties and problems. Globalization and
economic globalization have led to the possibility that the economic crisis will deteriorate all
over the world. In small economies, there has been a decline in exports, large layoffs, a
reduction in salaries and pensions. Individuals give in under this pressure and the rate of
mental illnesses increases. This paper suggests that perhaps the one of the priorities should
have the research of the negative consequences of the process of globalization in general, and
the economic crisis as one of its repercussions. New generations are being shaped in the
conditions of globalization and economic crisis, and it is very difficult to predict what
consequences they will have in the future.

Keywords: competition, economy, globalization, market, transnational corporations

1. INTRODUCTION

Researching the processes of globalization reveals that we are facing the field which covers
more dimensions: economic, social, political, cultural, religious and legal, and those are all
linked together. This means they are susceptible to unique interpretations and explanations that
take into account only one side of the problem. In addition, instead of adapting to the modern,
Western model of globalization that is homogeneous and unbiased, the theories of
modernization and theories of development, they are both relentlessly supportive of admirers
of Lamb as well as those of Marks, therefore, for the last thirty years the process of globalization
combines universality and the abolition of national boundaries, on the one hand, with special
emphasis on local diversity, ethnic identity and return of value of communities, on the other
hand (Albrow, 1990, pp. 34). Moreover, such a model of globalization implies a variety of
things, interactive relationship with one another, overwhelming processes of world
transformation such as a dramatic increase in inequality between rich and poor countries,
between rich and poor in each country in particular, along with the ecology, disaster, ethnic
conflicts, mass migration on the international plane, occurrence of new states and the collapse
or decline of the old ones, growing number of civil wars, organized at a global level, or a formal
democracy as a political condition for obtaining international assistance. Before we offer the
interpretation of contemporary globalization in order to describe its main features, from an
economic, political and cultural standpoint, we could casually mention the three most important
types of debates it has undergone, which are based on the following questions: Is globalization
a new or old phenomenon? Whether it is monolithic or has positive and negative aspects?
Where is the ever increasing intensity of globalization?
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All these deliberations are peculiar for the extreme need of globalization to dedicate the same
attention to the social, political and cultural dimensions of globalization. Appearing as the main
feature of globalization, the globalization can act as propagation of the idea that it is not just a
single process, but an entire process behind the consensus. As we will demonstrate later, this is
clearly not true. However, although wrong, this idea prevails. Although incorrect, it also
contains the grain of truth. We cannot be saying that the globalization is based on consensus;
on the contrary, we will see that it opens wider field for conflicts between different social
groups, governments and hegemonists, interests, on one hand, and social groups, governments
and subordinated interests, on the other hand. Even within the hegemonistic camp there are
fewer or bigger divisions in that sense. However, in spite of all these divisions, the hegemonic
camp exists based on the consensus of its most influential members. It is precisely this
consensus that determines not only that the dominant objections of globalization become larger
and legitimate as the only possible, or appropriate. Similar to the concepts that preceded it, such
as modernization and development, the notion of globalization contains both a descriptive and
a prescriptive component. Given the length of the ongoing process, it prescribes a long list of
regulations that are all based on the hegemonist consensus. That consensus is known as
neoliberal; it refers to the future of the world economy, development policy and, in particular,
to the role of the state in such an economy. Consensus did not, in the same way, determine all
dimensions of globalization, but it influenced all of them, to a certain extent. The neoliberal
consensus itself is a set of four consensuses. Today, this consensus has been relatively
weakened because of the more severe conflicts within hegemonists, as well as because of the
resistance to it; these conflicts and resistances are so strong that the period in which we now
live is called the period of result of the British consensus. Still, we are just a neoliberal
consensus imposed on to the state we live in today, which means that it has made the
characteristics of present globalization very dominant. According to the different consensuses
contained in the neoliberal consensus, there is one major idea on which meta-consensus is
based. That idea comes to an end on the assertion that we enter into a period in which deep
political scars disappear. There are no more imperialist controversies between hegemonic
countries that in the twentieth century caused two world wars; the great dependence of the great
powers has enabled the development of cooperation and regional integration (Bauman, 1992,
pp- 80-90). Today there are only small wars, many of which are of weak intensity and are almost
always on the periphery of the world system.

2. INTERNATIONALIZATION OF THE WORLD ECONOMY

The end of the 20th century characterizes a series of global changes in the structure,
characteristics and types of products and services provided by providers of financial products
and services in developed market economies (USA and EU). This was particularly evident in
three areas: consolidation, unification and competition. At the same time, financial institutions
have faced numerous new challenges rapid changes that took place in information technology,
deregulation, geography and expansion of production, globalization of business, laws,
accounting standards, market and trends in the direction of many business combinations (Grbic,
2005, pp. 4-5). Globalization has many similarities with internationalization, and these two
concepts often change, though many prefer to use globalization when they want to highlight the
collapse of national borders. Strongly economically speaking, globalization is in contrast to
economic nationalism and protectionism, while it is consistent with laissez-faire capitalism and
neo-liberalism. There are three phases in the process of internationalization of the world
economy. In the first phase, from the World War II by the end of the sixties, the world's leading
role was played by the world trade, and the degree of the internationalization was merited by a
worldwide export share. In the second phase of internationalization, during the seventies, the
foreign investments have the dominant role.
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The most dynamic is the competition between multinational corporations, and the measure of
internationalization of some economy or company was determined by the participation of its
production capacities in inactivity in sales made in the world market. Globalization is called the
third phase of the internationalization process in the world economy (OECD 1992). During the
eighties, the third phase of internationalization or the process of globalization takes place mostly
under the influence of technology. Ability to innovate, adapt and apply technology becomes a
key element of industrial competitiveness, accompanying by new forms of investment and
models of industrial organizations. The notion that some companies might be involved in
international game relies on more complex technologies, maximum flexibility, products
tailored to the specific market and a wide supply chain. New industrial forms are creating
business, such as: joint ventures, subcontracting, licenses, agreements between firms, and
international networks are established in the domain of research, production and information.
The third phase of internationalization includes trade, investment and the establishment of
global industrial networks. This indicates that it is no longer just about interdependence, but
about intertwining through national economies, mainly through the activities of multinational
companies. Earlier some of the measures of economic or sectoral policies acted largely within
national frameworks, while today their work has significance for the economic development of
the countries, and simultaneously it influences the world trade system. All this suggests that
such a global economic system is created, whose main actors are multinational corporations
connected through networks of various activities of the enterprises. Because of that, many
industrial and trade policies deal with the global activities of the companies, and they are
looking for competitive advantages in other countries. The governments of the OECD countries
are trying to attract attention of multinational actors, but at the same time work to keep the
biggest activity at home added value. National states and multinational corporations have a
smaller matching part, and to a greater extent, contradictory interests. The key interest of
multinational corporations is that its competitiveness does not originate solely from the
resources of the parent or any individual nationwide economics, rather than having global
resources available (Dasic, 2003, pp. 222-225).

2.1. Economic integration as a consequence of globalization

The globalization process has led the world into huge structural changes. Economic integration
is basically market integration. Free movement of goods and services is a fundamental principle
of economic integration. As well known from the classical theory of international trade, free
exchange of goods is promising a positive impact on the prosperity of everyone to whom it
relates. It allows consumers to choose cheap prices, and wider choice of options. The increase
in the social wealth, arising from market liberalization of products, is a good economic reason
to begin integration with this goal (Prvulovic, 2010, pp. 43-45). Today, there are different types
of cooperation between sovereign states. The cause of any cooperation is globalization, which
promotes international relations and contributes to their diversity. We talked about cooperation
between countries at a global level, but first we have to start from a particular country and its
region. The performance on the global level will depend on what kinds of relationships are
established between the countries in their region. In addition to the bilateral and multilateral
cooperation, we recognize increasingly difficult and institutionalized form of economic,
financial, technological, security, and other cooperation between the regions of individual
countries (province, republic), the state within the framework of formed regional economic
integration (group), and regional integration itself. The most prominent among all aspects of
regional cooperation is certainly the economic one. The emergence of numerous regional
integrations has become global megatrend. Economists are aware of the size and power of the
market, the flow of capital, services, and labor in the countries of the modern world (Friedman,
2000, pp. 636-656).
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Free movement of production factors can be understood as the second foundation of economic
integration. One argument for this is that it allows an optimal allocation of labor and capital.
Sometimes some factors of production are missing in places where production is most
economical. In order to solve that problem the entrepreneurs should be ready to move their
capital from places where they could achieve a low gaining to places that promise more. The
same goes for the workforce: the employees will migrate to the regions where their work is
more demanding and therefore better rewarded. The second argument is that the expanded
factor of market production provides new production possibilities, which, in turn, allows it to
be more modern and more efficient (new credit lines, new occupations). The choice of the
production factor for the goal of the second phase of the integration process is partly based on
the economic advantages derived from such integration. However, here we must also consider
political logic. Labor market integration seems to be an obvious choice in periods of general
shortage of labor. The list of national regulations on wages, social security, etc., it seems that it
left the opportunity to leave for practical intervention on a national basis, in order to agree to
accept the general principles at the European level. As for the integration of capital markets,
the issue of direct investment becomes clear; many countries can hope to attract new foreign
investments in this way. For other types of movement of the capital, the desire for integration
is less obvious, because integration implies a disclaimer of control through sensitive
macroeconomic instruments (Sassen, 1998, pp. 35). According to the opinion of many authors,
the economic component of the process of globalization is actually the most important one and
it is precisely the economic interdependence and integration, above all, (the EEC primer) that,
in addition to technological revolution, has contributed to the intensification of globalization,
during the seventies and the eighties of the 20th century. As one of the arguments in favor of
this theory, it is stated that the very term globalization itself appeared in a single text dealing
with economic analysis of imports into Italy in 1959. One of the strong arguments in favor of
this theory has been the fact that the economic relations are those that dictate social relations,
their change and the pace of their changes, and that they are in reality the drivers of political
changes, cultural trends and technological innovations. According to the abovementioned, it is
entirely logical that globalization, as one of the essentially social phenomena, has its roots in
economic changes, so that, for example, the neoliberal economy imposes the subordination of
all expansion and strengthening of the market and the increase of profits, and accordingly
promotes technological progress to make it all easier. Therefore, culture develops in that
direction, foreign policy is put in the service of protecting and spreading such market, and social
policy is minimized (Giddens, 2000, pp. 55). The elimination of the limits of capital, the greater
interdependence of financial events, the division of production, the availability of products from
all over the world are only some of the consequences of economic globalization, while as the
main confirmation of economic globalization and its best indicator is the number of direct
foreign investments in a particular economy. It takes this factor as a proof of economic
globalization, and it has to be approached with a specific reserve, as the research shows, that
direct investment is geographically, regionally grouped among the economically most
developed parts of the world (USA, Western Europe, Southeastern Asia), in favor of
regionalization rather than globalization, and again confirms the previously outdated attitude of
"the injustice" brought by globalization and the political component of regionalization within
the multipolarization. Far more robust confirmation of economic globalization is the growth of
transnational companies (TNC) and the more active role of global financial institutions in
creating financial policy (Sirkin, 2008, pp. 73). Especially since the GDP of these companies is
a lot bigger than the GDP of some states, as evidenced by the statistics of the International
Monetary Fund in 2012, with GDP of over $ 50 billion. Companies have achieved this success
thanks to their approach to global production and distribution, including a wide territorial
network of companies and affiliation with specific markets, with the forthcoming expansion of
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the market, and numerous subsidies to the governments of host countries and know-how in
attracting the foreign investments, sometimes not so much calculated. Capital is thus, without
any doubt the most important and invisible launcher of globalization and it serves as an ideal
tool for its largest holders, in the most developed states and stationed TNCs which perform the
neoliberal doctrine, keeping in mind that neo-liberalism could increasingly take on a totalitarian
character that could glorify the cult of violence and abuse of rights but also the ignorance and
devaluation of workers' rights, something that is already happening. Namely, solely for profit-
making, the company does not care for the interests of workers in developed countries when,
along with the benefits of globalization, their production can be started in a less developed
country with far less labor costs. This is perhaps the only equality brought about by economic
globalization - the bad position of workers both in developed and undeveloped countries. It is
reported that in 2006 the number of billionaires increased to over 200 while at the same time
1.2 billion people lived with less than $ per day, and 20% of the richest people consumed 67%
of the world's national income while at the same time 20% of the poorest consumed 1% of the
same, as most of the world's capital is housed in the hands of the newly-formed elite of TNC
and the government of the most powerful countries. Prior to these figures, this concept brought
about the so-called “business complex", which unambiguously points to the growing inequality
and the fact that the globalization only deepens it, so there is no wonder the UN delineates that
48 countries in the world actually have no benefit from economic globalization (UNDP Human
Development Report, 2001).

3. ECONOMIC GLOBALIZATION

Globalization is, however, mostly considered from an economic point of view, since it can be
said that the other aspects of globalization are the side effects of globalization in the service of
economic globalization. Economic globalization is based on the minimized role of the state,
with the preponderance on the free market, the principle of liberalism, based on perfectly
fructifying market mechanisms that have been institutionalized through the international
economic relations. Under economic globalization the overall liberalization of trade flows
continuously, which is underlined by the capital on the international scale, with the mobility of
production factors such as labor, ideas, information, and technology. Economic science has
been mainly focused on studying: financial globalization, regionalization of the economy, co-
financing capital and creation of global transnational companies, intensification of the world
trade and its liberalization. They all marked the end of the 20th century that was followed by
the major events that have affected the globalization of the economy: the collapse of Eastern
European socialist bloc with the abandonment of the socialism in the economy, the creation and
strengthening of the North American Union, the European Union and the East Asian Union, in
recent times the rise of the BRICS economy, the globalization of the world economy on the
basis of permanent technology discoveries and processes of capital internationalization and
concentration of economic power (Dimitrijevic, Ladjevac, 2013, pp. 11-20). Globalization is
global availability of information and exchange of information through new information-
communication technologies (ICT). This aspect of globalization can be summarized in three
letters - WWW. Together with technology, mobile and smart phones, ICT have become an
opportunity to connect individual and global through social networks and to exchange
information of different levels of importance (Castells, 1996, pp. 116-130). These technologies
enable breakdowns of work places all over the world from one country to another where
workers are in need of information available because we live in a time when it becomes clear
that the job does not have to be tied to a fixed location. It is interesting to hear that the term
"globality” is being often referred to a situation in which the process of globalization is already
over and there is a glimpse of new global reality. Contemporary use of this term is the most
relevant one for boosting competition.
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This situation is characterized by the structural shift of trade flows and companies that compete
for consumers, suppliers, partners, capital, capacities, and distribution systems.

3.1. Economic crisis

One of the key consequences of the global economy or globalization of the economy is the
world economic crisis. Financial crisis is not new phenomenon, however, it can certainly be
argued that the economic crisis, ranging from the one that started in 2007 in the construction
sector and housing construction, and in the area of mortgage lending, fell on to other sectors of
economic activity, and then to the finances all over the world economy, to an extent that so far
has not been seen. There is a general consensus that the economic crisis triggered the expansive
monetary policy led by the U.S. Federal Reserve. It was argued that it pursued a policy of cheap
money through low interest rates on the amount of money in the U.S., and even in the world
because the dollar is a reserve currency. This Federal Reserve's economic policy was possible
thanks to the ability of the U.S. for refinancing from the borrowings; for example, China was
in surplus. In this way the interest in the US was low and money was inexpensive, reflecting on
the possibility of buying homes and apartments for cheap loans. At the end of 2004, the interest
rate started to increase, and refinancing of credit became more difficult, and at the same time
there were also difficulties with mortgage loans, buying of the apartments cease to exist, which
caused breaking the real estate market in the United States.

3.2. Consequences of globalization

The first consequence of globalization is related to the deep crisis of moral and system of values.
There are three basic ethical challenges that have led to the global crisis: 1) the enormous greed
expressed through the profit-making; 2) absence of empathy and elemental feeling for another
human; 3) the ethos modeled to encourage borrowing, gaining and spending. This life
orientation produces stress for world population, resulting in a loss of happiness, and neglecting
emotional, friendly and humane social relationships. Accordingly, the ethical challenges of
globalization are in the interaction and make the future rather uncertain. The essence of
uncertainty is related to survival, debt crisis, personal insecurity and geopolitical challenges.
The ethical challenges of globalization are in direct contact with economic, social,
psychological and other risks that interact with one another. Primarily, ethical challenges
manifest themselves in deepening the gap between the rich and poor, the rude behavior of
business and political elites (which suggests growing number of reported scandals and
corruption), inadequate market regulation, shrinking gray and black market, etc. Such an
ambience of constraints in economic and social prosperity determines the materialist culture
that has emerged from globalization. On the other side, the growth of ecological and social
problems has enormous damage on people, entire communities and future generations
(Robertson, 1992, pp.178-185). All listed sufficiently points to the consequences of a global
crisis which is not apparent only in the economic dimension. Those who expected "dividends
of prosperity" today do not hide their disappointment. The world has become neither serene,
nor more secure, nor humane. On the contrary, instead of benefiting from globalization and the
expected economic growth and the social well-being of the inhabitants of the planet, the social
community is faced with many challenges of multi-dimensional character.

4. CONCLUSION

Modern international economic processes represent a part of the long-term global transition
from industrial to postindustrial society and from the internationalization of economic life to
the globalization. Many economic, technological, institutional, political, cultural and other
parameters show contradictory tendencies: globalization, on one hand, unites the world, and on
the other hand it divides it on post-industrial civilization and various variants of the pre-
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industrial and industrial civilization. Difficulties in understanding the complex and
contradictory processes of globalization, and especially its numerous consequences and
accompanying phenomena cannot be explained unambiguously, except perhaps by using the
existence of proclaimed dynamics of the development of human society in general, as well as
the large volume of changes (Beck, 2992, pp. 17-44). In economics, integration means new
ways of connecting in national, regional and international proportions. It signifies various
processes of internationalization of production processes and economic activities, in general.
In addition to economic integration, the modern world integration processes are also exercised
in the political and military spheres. In this context, regional economic integrations are
represented, regardless of some of their undeniable autonomous determinants, as integral part
of the process of globalization of the world economy (Yergin, 2002, pp. 67-75). Regionalization
and globalization are represented as complementary rather than divergent processes. The most
progressive example of creating a successful regional economic integration is the European
Union created more than fifty years ago, continuing its development and expansion. It was a
unique model for economic regional integration that was later created in other regions of the
world (NAFTA, MERCOSUL, ASEAN, etc.). Regional economic integrations are, in fact, a
link in the chain of increasing interdependence of states and actors of the world market scene;
they are one of the essential mechanisms that enable intensive realization of globalization of
the world economy. Regional economic integration is the economic cornerstone of the global
trade liberalization, which fosters universal economic competitiveness. For Serbia, the
development of regional cooperation in the Southeastern Europe, and especially in the Western
Balkans, is a powerful instrument for speeding up the accession to the European Union. In order
to make this process more effective, it is necessary to achieve close coordination and
cooperation with other countries in the region by implementing reforms and joint projects
related to European integration.
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ABSTRACT

Market globalization increases the level of competition between businesses that is increasing
the interest in innovations, which are at present a necessary factor in increasing the
competitiveness of the business. To ensure the effectiveness of investments in individual
innovation activities, these activities need to be managed and, in particular, we need to measure
their performance. Businesses face difficulties when establishing a clear relationship between
business innovation and its performance. When measuring innovation performance, there is a
serious problem with a significant delay of the benefits of innovation and the complexity of the
isolation of the role of innovation from other business activities with respect to the overall
performance. Measuring innovative business performance can be achieved by financial
indicators such as ROE, ROI and by non-financial indicators such as the number of new ideas,
products, and so on. The paper aims to compare the development of innovation in the selected
sector and the development of the sector's financial indicators for the identification of
indicators whose development most closely corresponds to the development of innovation.
Keywords: Competitiveness, Evaluation, Innovation, Performance

1. INTRODUCTION, THEORETICAL BASIS AND HYPOTHESES

Specialized literature defines innovation as a new or significantly improved product (product,
service) introduced to the market, a new or significantly improved process, or a new
organizational or marketing innovation introduced within the company. Innovations are based
on the results of new technological developments, a new combination of existing technologies
or utilization of other knowledge acquired by enterprise. Several studies defining the factors of
innovation success have been developed and implemented (Hernardo and Szymanski, 2001),
(Trommsdorff and Steinhoff, 2009). Other approaches to assessing the success of innovation
lie in an attempt to evaluate step by step the individual stages of a previously existing innovation
process. The next group of authors propose to consider the effectiveness of innovation based
on analogous indicators, such as in the evaluation of investment efficiency. These approaches
seek the ways to evaluate the effects of innovation activities at company level. The article is
focused on the comparison of statistical processed reports on innovative activities of enterprises
in various industries developed at the macro level with the development of the mean values of
selected financial indicators in the surveyed sectors in order to identify the impact of innovation
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on company performance. Based on the results of the comparison, we will define the
determinants showing the dependence of innovation activities.

2. METHODOLOGY

Business performance relates to the effectiveness of business operations and the success of the
products and services on the market. Way to gain a competitive advantage is inevitably
connected with innovations. The innovations as the creation of something new, hitherto non-
existent potentially always include the ability to attract customer's attention. Customers prefer
novelty products and services as a strong buying incentive. Successful innovation can bond
customers' attention for longer periods, resulting in at least a temporary strengthening of the
competitive position of the company. Maintaining and improving thus obtained position
requires evaluation and strategical regulation of an innovative effort of the company. To make
the company innovative, just a good idea is not enough, there must be (Porter, 1990) of "a
combination of good ideas, motivated employees and an intuitive understanding of what
customers want." The company needs to innovate not only the products offered, but also to
innovate itself, its business strategy and the space in which it operates. From this point of view,
the assessment of innovation can be a highly challenging task. Approaches to evaluating the
success of innovation consider the objective and the focus of innovation, also the objective and
focus of the decision-making process for which the information on the success of innovation
has been developed. The decision-making process may involve the initiation or continuation of
innovation, possibly launching innovation on the market, the method of evaluating the success
of innovation will then depend on the stage where the innovation is. In the initial phase of the
innovation process (Synek et al., 2011), the assessment criteria will be rather technical,
respectively, will have a non-financial nature, which according to the measure of compliance
testify on whether the innovation is likely to be profitable after its completion. While dealing
with innovative projects being updated with information on the possibilities of the market
utilization of innovation, on eligible costs, or on production processes, the share and importance
of purely economic indicators with the increasing degree of approximation will grow to the
moment of realization of innovation on the market. One approach to evaluating an innovation
is the definition of success factors and assessment of level of its achievement. For instance,
Hernardo and Szymanski (2001) divided success factors to cover all aspects of the innovation
into 4 main groups, in which the innovation should be successful, namely: product
characteristics (superiority over competing products, a series of innovation and resource
capacity), strategic factors (technological potential and marketing synergy), procedural
characteristics (market and customer orientation) and market characteristics. Trommsdorff and
Steinhoff (2009) developed the so-called CIA analysis - Competitive Innovation Advantage,
which emphasizes that not only the technical solution for the success of a product innovation is
important, but also the advantage of a new product for the user. Considering that innovation
has usually a capital nature, another approach to assessing the success of innovation is the use
of techniques and methods of assessing the effectiveness of a company investment (NPV, IRR,
payback period). Based on the objective of innovation that can be to maintain or increase the
performance of the business entity, success of innovations can be evaluated based on the
innovation impact on the financial results of the company. The method of evaluation of the
innovation will mainly be used for evaluating the innovation after its launch to obtain
information on the real impact of innovation on business results. They are used for deciding on,
for instance, the further necessary corrections of the implemented innovation, or the initiation
of an innovation and serve to create a knowledge base for the assessment of new innovations.
The paper is focused on mapping the potential impact of innovation of enterprises on their
economic performance at the level of the whole sector and the definition of economic indicators
that show some dependence on innovation.
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The performance of the industry will be assessed based on the development of the mean values
of selected ratios (CRIB) considering the innovative activities of industry in Slovakia
(Statistical Office of the SR, 2008-2010, 2010-2012, 2012-2014). (Until we submitted our
article we did not know the results for the period 2014-2016. To keep the continuity of the
innovation indicators, we have compiled data for these years from other surveys.) The
methodology of the statistical survey on innovation was worked out within the framework of
the process of implementation of the statistical methodology of the EU member states. It was
based on the OSLO manual methodology of OECD/Eurostat and it was harmonized with the
Fifth Community Innovation Survey (CIS 2010) of the EU member states. The set of reporting
units was created from the official statistical business register by combination on an exhaustive
survey and a stratified sample survey in particular branches of economic activity.

3. RESOLUTS

To select the indicators that could reflect the impact of the development of innovative activity
of industrial enterprises, we have evaluated both the development of overall innovation and
different types of innovation, and we have focused on the nature of the expenditures on
innovation. Based on the surveys of the Statistical Office of the SR, several companies involved
in innovation activities have slightly upward trend, on the contrary, their share have a downward
trend in the total number of enterprises. Most innovations are implemented at industrial and
service enterprises. In comparison with mean we have chosen the industrial enterprises, whose
share in the total number of enterprises declined, it is still the highest, though
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Figure 1: The share of enterprises with innovation activity (own processing based on the
report of the Statistical Office of the SR)

In terms of the nature of innovation, the technological innovation is prevalent in industrial
enterprises. Non-technological innovation recorded an increase in service enterprises.

Table following on the next page
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Tablel: Types of innovation of the SR (own processing based on the report of the Statistical

Office of the SR)
2008-2010 2010-2012 2012 - 2014
Industry Total Industry Total Industry Total

All kinds of innovation

. ey 1224 2 306 1197 2 496 1250 2632
activities
Technological 1029 1769 723 1393 867 1612
innovation
Non-technological 195 ‘ 537 ‘ 474 ‘ 1103 ‘ 383 ‘ 1020 ‘
innovation
LSRR 30 Wil 10 2185 4727 2492 5481 2596 6398

innovation activities

The predominance of technological innovation is confirmed by the survey of the SIEA
organization, conducted in 2012 on a sample of 195 innovative companies in the Slovak
Republic (Balog, 2013). Even in this survey it has been confirmed that the innovating
enterprises implemented mainly two types of innovation: "new and significantly altered goods
and services" (38.2% of total responses) and "new or significant changes in the method of the
production or providing services" (25% of total responses). The minimum innovations, 14% of
the total responses, concerned "significant change in organization of the enterprise."
Considering the total number of activities, a not insignificant part of respondents (4%)
implemented none of the above innovation activities. To select ratios, which could influence
the implemented innovation, it is necessary to examine the types of the innovations in the
industry. At a more detailed analysis of the development of different types of technological
innovation, it is evident that particularly the combination of process and product innovations
prevails. In the last reporting period, it is possible to observe a slight increase in product
innovations in industrial plants, on the contrary the innovation activity in processes has been
slightly increasing at the service enterprises.

Product and Process Innovation

Process Innovation

2012 -2014

Product Innovation m2010-2012
m2008-2010

Successful Technological
Innovation

T T T T T

o 200 400 600 800 10001200

Figure 2: Types of innovations in industry (own processing based on the report of the
Statistical Office of the SR)

Based on the above, we can conclude that between 2010 and 2012 the proportion of successfully
implemented technological innovations significantly decreased. In the following period, their
proportion has slightly grown. There are several reasons for the decline of enterprise innovation
activities.
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Based on the survey of Balog (2013), the crucial factors limiting the development of
innovations are:

e lack of resources in the enterprise, or

¢ high expenditure on innovation.

Innovation expenditures include all expenditures related to scientific, technological and
commercial steps leading to the establishment of innovation. The expenditures for the
procurement of machinery and equipment largely contribute on overall innovation
expenditures. Although this volume of expenditures on total expenditure in innovation declines,
in the period 2012-2014 they dropped almost in half, they remain most substantial component
of expenditure.
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Other Innovation
Activity Expenditures
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n Other External Knowledge
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Figure 3: The structure of expenditure on innovation activities in industrial enterprises (own
processing based on the report of the Statistical Office of the SR)

The structure of expenditures has changed in favour of expenditures on internal research and
development, which doubled in favour of expenditure on acquisition of other external
knowledge that increased several times in 2012-2014. These expenditures are reflected in
companies mainly in depreciation and consumption of materials and services. To assess the
impact of innovation activities in industrial enterprises based on the data, we have chosen the
following indicators:

e ROS — the indicator reflects the proportionality of changes in profit and sales,

e 9% value added of total turnover — the indicator reflects the proportionality of changes in
value added to the changes in sales; it is influenced by the size of the cost of consumption
of materials and services,

e 9% EBITDA of total turnover — the indicator reflects the proportionality of changes in
earnings before taxes, interest and depreciation to the changes in revenues; it is affected by
the structure of financing (funding) and the size of depreciation,

e ROA —the indicator reflects the proportionality of changes in earnings (EBIT) to the change
of the asset,

e Total assets turnover — indicator reflects the proportionality of changes in revenue to the
changes in assets that have been affected by the size of expenditure on procurement of
machinery, equipment, software and buildings.
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Mean values of indicators are divided into lower quartile (DK), median (Me) and upper quartile

(HK), and we can assume that the enterprises with innovation activity are among at least 50%
of the best companies.

ROS
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Figure 4: ROS development in industry in 2008 - 2015 (own processing based on the mean
values of selected ratios CRIB)

ROS tends to increase. The indicator declined in 2012 to 2013. Considering the development
of innovative activities, which were the lowest in the period 2010 to 2012, we can conclude,
that innovation activities may affect ROS with a certain time lag.
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Figure 5: The % value added of total turnover and the % EBITDA of total turnover
development in industry in 2008 - 2015 (own processing based on the mean values of selected
ratios CRIB)

Both the % of value added of total turnover and the % EBITDA of total turnover show the
contradictory development of the best and the worst companies. The upper quartile enterprises
have been in decline in the value of both indicators in 2012 and 2013, the % EBITDA of total
turnover even in 2014 achieved significantly lower level compared to the 2011. Enterprises in
the other quartiles have an upward trend, and it recorded a slight decrease only in 2013. The
decline between 2012 - 2014 in the top quartile may result from changes in the of innovation
structure of expenditure in the certain period, which affected expenditures of enterprises.
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Figure 6: ROA and Total assets turnover development in industry in 2008 - 2015 (own
processing based on the mean values of selected ratios CRIB)

Both indicators are developed contrarily in the upper quartile, median and lower quartile. There
are the lowest values of ROA at the top quartile is in 2012 and 2013, as well as ROS, which
were affected mainly by falling profits. Total assets turnover was the lowest in 2013, which
could influence the reduction of sales with respect to the reduction of innovation activities in
the previous period.

4. CONSLUSION

The paper focused on mapping the potential impact of innovations of enterprises in their
economic performance at the level of the whole sector. We have chosen a method for assessing
the success of innovations because of the need to quantify the impact of innovations on
company performance, which is one of the innovation objectives. Businesses expect increase
competitiveness, growth, performance, or maintaining existing performance from
implementing the innovations. From this perspective, an innovation for business means
investment, and like any investment, it should bring the company its economic improvement.
The expected effects may be: the growth, maintaining the market share, cost reduction,
production efficiency improvement, risk reduction, working conditions improvement, turnover
reduction, and so on. From this perspective, it is difficult to quantify the individual effects of
innovations and consider innovation as an investment. Nevertheless, it is expected that
innovation will affect the overall financial situation and its impact can be seen in the
development of the absolute and ratio indicators of the financial analysis. The article was
focused on the comparison of statistical processed reports on innovative activities of enterprises
in various industries developed at the macro level with the development of the mean values of
selected financial indicators in the surveyed sectors CRIF-Slovak Credit Bureau, Ltd.) in order
to identify the impact of innovation on company performance. Based on the results of the
comparison, we defined the determinants showing the dependence of innovation activities..
Based on the applied comparison of the development of innovation and development of the
secondary value ratios mapping an economic situation, we can conclude that ROS indicators
show a certain dependency, the % value added of total turnover, the % EBITDA of total
turnover, the ROA and the total assets turnover.
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ABSTRACT

In this article, we observe the functionality of conceptual determination of sustainability from
the aspect of an organised political society. Today, countries face a challenge to adapt to the
contemporary trends of internationalisation (globalisation) of national economic systems, and
due to this inability to establish an optimal relation between the basic elements of sustainable
development. The complex relationships of today require a new dimension of decision-making
capability, which in turn requires a more comprehensive approach to education. In this article,
we seek to establish deficiencies in consciousness which limit sustainable development, in terms
of environmental, social and economic responsibility, at the national level. The findings
indicate that without the national economic system it is impossible to expect the states to engage
in international or global commitments with full capacities. Therefore, we conclude that, since
political communities are a reality, the education system should include awareness for the
economic totality of such communities and develop the consciousness for a national economic
system compatible with environmental and social dimensions of sustainable development.
Keywords: creating conciousness, sustainable society, education for international business,
environmental education, global citizen, lifelong learning

1. INTRODUCTION

Conceptual determination of sustainable development requires adjusting series of relationships
within the totality of interactions of three basic elements, the planet, the people and the profit.
Accordingly, this complex of functional relationships relates, in terms of values, to sustainable
development threefold, through environmental responsibility, social responsibility, and
economic responsibility. Key areas of convergence of these relations are environmental issues
(nature and habitats), social relations (individuals, communities), economic issues, health and
safety, and administration. It is generally recognised that the basis of the transformations
necessary for mentioned adjustments is education. This stance stems from two functional roles
of education. Firstly, only through education can be developed a critical and open approach to
the present, needed in order to develop the ability to recognise the challenges sustainability
faces related to the living environment and the survival of life on Earth, as well as to identify
the essential causes. Secondly, education can advance the ability to perceive reality within the
described complexity of sustainable development. Within this context, the role of education
would be to facilitate the further enhancement of the capacity for rational decision-making. In
that sense, it can be perceived that education for sustainable development should shape "a new
man”. But, since it is not possible to exclude the interiorisation of general awareness-raising,
the consequence is a possibility of developing individuals unprepared to perceive the forces
under their control. The relevance of this aspect stems from the risk that in this way it is possible
indirectly to subdue countries, due to the cognitive unpreparedness of intellectual class through
the education system, for the challenges of today's world of internet, narratives, and media.
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2. EDUCATION TO IMPROVE SUSTAINABILITY CAPABILITY

Member states of United Nations (UN) have proclaimed the dedication to mobilise efforts,
establish frameworks and take actions on the national levels with the aim to provide inclusive
and equitable education and improve lifelong learning opportunities for all (quality education),
as one of the goals national governments are expected to strive towards within global
sustainable development agenda (UN General Assembly, 2015, para. 59). In the framework of
the preparatory process for the World Education Forum 2015 (WEF), Director General of the
United Nations Educational, Scientific and Cultural Organization (UNESCO) and the UN
Secretary General addressed the topic of the content of quality education, i.e. transforming life
through education, and both stressed that the world needs to transform the value system of
children and create "sustainable", "global citizens" (UNESCO, 2015) Furthermore, the Special
Rapporteur on the right to education, mandated by the Special Procedures of the Human Rights
Council (HRC), focuses that education strategies should regulate inequalities, through focusing
on girls, women, minorities, persons with disabilities, children in conflict-affected areas, rural
areas and urban ghettos, and urges governments to finance and implement the human rights of
these groups and provide free public education for all. He clarified that the free primary
education should not be impaired by privatisation (HRC, 2015, para. 108). The outcome of
WEF is the roadmap towards global education, outlined in the document entitled "The
Education 2030: Towards inclusive and equitable quality education and lifelong learning for
all" (Incheon Declaration). The Incheon Declaration articulates a resolve for education based
on the goals of global development. In that context, the governments are encouraged to provide
opportunities for lifelong learning, so that people can develop permanently, and also to promote
the principle that education is key to global peace and sustainable development. Such approach
primarily relies on dogmatic aspect, and thus generates a risk that even noble ideas, such as the
improvement of education, could turn into an unfeasible bureaucratic creation. Namely, if the
UN General Assembly further affirms the stance of this declaration, the states could find
themselves under pressure to ensure the on their territory implementation of a "collective duty"
to, instead of parents, families, and communities, mould the value system of young generation.
In this context, social justice, gender equality, and environmental sustainability are deduced to
vocabulary that ensures the imposition of global programs to countries across the UN, even
when they contain elements that underlie national communities. (UN News Center, 2015) These
elements should be detrimntal for developing the capability for sustainability on national, and
consequently on the international level. Their impact is envisioned as ,,to mutually (between
the states) facilitate access to financial resources, benefit from opening the market, securing the
capacity building, transfer of technology and human resources, education and training, to
eradicate the undevelopment forever” (UN General Assembly, 2002, paras. 7, 12, 18.). The
right to development, from the aspect of individuals, consists of values, each of which
represents a human right - to education (Qerimi, 2012, p. 38). Therefore, concerning sustainable
development, human rights must be applied in a layered context. This implies, as a general
principle, diversity of regulations, and at the same time a layered education of cultural patterns
(UNESCO, 2001, Preamble, art. 10.). The cornerstone of the individual and systemic
sustainable development capability is the assumption that the environment and development
are inextricably linked. From that stems the necessity of integrating concerns both for
development and the environment, including science, technology and education (UN
Conference on the Human Environment, 1972, Principle 18). In theory, sustainable
development is generally accepted as the principle of international environmental law. This
view takes into account the demands of human and humankind well-being. The meaning and
effect of sustainable development, according to this standpoint, are the capacities to provide
economic growth, the elimination of poverty and the fulfilment of basic human needs (for
example, health, nutrition, housing, education, and others).
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In terms of its valuable content, sustainable development includes, at least, life within the limits
of the environment; providing a healthy, peaceful and just society; achieving a sustainable
economy; good administration; and responsible use of science and education (UNESCO, 2000).
Sustainable development does not only apply to the living environment. It requires a holistic
comprehending of nature and human society. It, thus, concerns a process that, besides a value
dialogue, requires a holistic approach. The limitation of human knowledge and perception leads
to the initial situation in which the possibilities are simplistic, but the problem is complex. This
is the reason why the need for education and training should be given the priority (Blewitt,
2015, p. 2). The ability for sustainability analysis, in line with holistic comprehension, involves
the inclusion of different levels, like for example production units, premises, communities,
countries, regions, or globally. The feasibility of sustainability can than be evaluated through
productivity; preservation; conscience; satisfying needs; human well-being and justice. The
above characteristics of the sustainability cognition are valued within the terms that have
significance from the aspect of the content of sustainable development, which include issues
like land, water, access to knowledge, public policy, public pressure, education, control and
terms of trade and distribution etc. The neoliberally orientated theorists have, during the past
decades, argued and disseminated the correctness of the approach called "capitalism with a
human face". Faced with unfeasibility of their approach in practice throughout the world, they
have supplement it with a combined economic approach. Namely, the priority remains reliance
on private investments and initiatives, through the so called public-private partnership (Sachs,
2009, p. 8), and contemplating that through developing technologies, such as mobile phones,
they become essential for facing social problems, like poverty, health care, education and
agriculture (Sachs, 2013, p. 204). The purpose of education is, from the aspect of sustainable
development, recognised to be of the utmost importance for introducing a change of
consciousness, (Pavlidis, 2015, p. 1) during one to two generations. Accordingly, the
contemporary educational system is, as theorists find, designed to create an individual who will
subscribe to life in a new global order, from language to value system (Arnot, 2009, p. 20;
Wilkes Karraker, 2013, p. 208.). A reason for the commitment to facilitate the transformation
for sustainable development in education is, for example in the national strategy of sustainable
development of the Republic of Serbia, derived from the standpoint that applied knowledge,
education and science are the dominant factors in the development of the modern economy, and
in line with that there is nothing left but to accept the strategy of support for the development
of human capital (National strategy of sustainable development of the Republic of Serbia, 2009,
p. 3). Such doctrinal framework leads to the construct in modern education that continuous
improvement is one of the factors of the knowledge economy. If education is viewed as a factor
of sustainable development, it should provide the improvement of the quality and adaptability
of the workforce, and is thus a vessel to develop public awareness of sustainable development.

2.1. Environmental education

The survival of a human species depends on the resources of the Earth. It is thus necessary, in
today's world, to encourage respect for nature, stop the destruction of the environment that is
threatening nature. As a key way to influence and ensure necessary changes in attitudes and
behaviors has been accepted environmental education (Ferguson, Thomas-Hope, 2012, p. 92).
Environmental education should convey the reality of living in harmony with nature, and also
initiate sensitivity to alternative reality and critical evaluation. The function of this modality of
education would be promoting the capability of decision-making on the ground of appropriate
interactions between awareness and current activities, including sustainable ways of living with
nature and realities in economy, politics and culture (Anderson, Valera, 2016, p. 215; Ferguson,
Thomas-Hope, 2016, p. 96). Such education is, paradoxically, a part of the solution, on the one,
but also a part of the problem, on the other side.
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Namely, environmental education is perceived as essential for sustainable development,
whereas at the same time it is not educating for sustainable societies, in terms of developing
support for adequate decision-making (Orion, Libarkin, 2014, p. 492; Sterling, 2001, p. 8). It
encourages education and adults, based on a sustainability culture, and emphasizes the
importance of adult education for "building a fair, tolerant, sustainable, and knowledge-based
societies.” (World Conference on Higher Education, 2009, Preamble). An additional challenge
facing, value-based, environmental education is the fact that the political economy of our time
is based on population regulation, through economic power, growth or decline, migrations and
social services (above all, health care). This impacts today's politics, i.e. decision making in
political communities, in a way that it enables to govern over individuals as part of the mass
called the population, instead over citizen (members of a political community) as a legal entity.
The immidiate goal of governing is not sustainability, instead it is trying to rationally manage
the potential of economic productivity, the growth of human capital (education and health care)
and health risk factors (social policy). Since modern governance is not a method to achieve a
legal order, and thus also not institutional sustainability, it becomes a primarilly a permanent
effort to regulate life itself, siding the objective need for totality of interactions between the
nature and the humankind on the national level.

2.2. Educating for international business

Focusing on education has paved a way for massive higher education as a global phenomenon.
The underlying processes include the introduction of national education systems into the global
market; the greater reliance of universities in achieving their goals on the power of states; and,
most significantly, shifting funding to private sources. These factors, as the analysis of the
financing of obtaining the higher education indicates, impose the need to adjust public policies
in order to meet the challenges related to individual burden of education costs, limited public
resources for the financing of higher education, and the decreasing capacity of the state to
position on the global higher education market (Heller, 2013, p. 1). This human capital approach
accepts social benefits of education, but introduces the need for individuals to make a financial
investment in their education (Rizvi, 2016, p. 4). From the aspect of capacity building for
rational decision-making in relation to sustainable development, the underlying challenge is
framing of the education strictly within the global economic context. Internationalisation of
business education, like the education for sustainable development, also aims to change
mindsets and increase the ability to adapt to new opportunities. The difference is that it is
oriented towards promoting mission-based approach in the fields of economy and finance.
Education for international business promotes programs created within non-governmental
organizations, such as "Business and International Education" (BIE), or "Center for
International Business Education and Research* (CIBER), registered in accordance with United
States' Higher Education Act of 1965, and 1988 General Trade and Competition Act, and
funded by US Department of Education. The goals of these programs are to: (1) cultivate global
awareness (increased knowledge about the various regions of the world and their institutions,
and impact on business practices); (2) develop increased global understanding (increased
insights into the functioning of various societies, with cultural sensitivities); and (3) enhance
global competence (developing effective global mindsets and various behavioral skills). To
meet these objectives, BIE and CIBER emphasize internationalising of the knowledge in
various disciplines of business (Kedia, Englis, 2011, p. 326). The new business models, as it
appears, have introduced aggressive bookkeeping and distorted accounting reports into
everyday business practice and affected the treatment of trade in securities (Yadav, 2013, p.
181). The economic system that, as a widespread method, is characterized by the application of
earnings management and forgery of financial statements necessarily has negative
consequences, inter alia, on the value system not only in business, but also of individuals, and
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consequently of communities, resulting in unsustainability of adevelopment. In order that the
inevitable restructuring of the quality and use of human resources takes place with the least
transition costs, so that humankind can respond to challenges and benefit from the global
economy, there is a need for investment in education and a lifelong learning (Dunning, Lundan,
2008, p. 753). At the same time, education for international business promotes and makes
acceptable the concept of values that dominates within global business, disregarding interests
of national societies.

3. NATIONAL ECONOMIC SYSTEM AS A DECISION-MAKING FACTOR

All the biggest recognised global challenges, like sustainable development, require responses
on the national levels. Thus, rationality requirement is that a state cannot leave sustainable
development efforts on its territory as a spontaneous and autarchic process. Namely, a state has
a duty to nurture a system of social and political order and the internal social structure. This
does not mean that private initiatives should be suppressed, but only that those which facilitate
overall positive effects should be supported and stimulated. To observe national economic
system as indispensable for an effective participation of a state in global efforts, including in
transformative education, it is necessary to establish how a national system of production,
distribution and consumption of goods and services fits into a national security concept.
Contemporary conceptualisation of national security can be deconstructed into its valuative
content: (1) intact and under the effective sovereign control of the legitimate government
territory of the country; (2) cordial relations with neighboring nations and are free from outside
control, interference or threat of aggression enjoyed by the political community and the people;
(3) peace and harmony among different groups in the political community, and cooperation and
support between the government and the people; (4) environment capable to support sustainable
development strategies and activities for the benefit and the existence of the nation and the
people; (5) national economy adequate to support national endeavors and provide citizens with
opportunities to earn and live decently, deriving its strength from the people who have an
organic stake; (6) shared values and beliefs of the citizens handed down from ancestors and a
sense of attachment to national community and harmony regardless of possible religious, ethnic
and linguistic differences; and (7) moral and spiritual acceptance of the wisdom and
righteousness of the national vision and inspiration by patriotism and national pride to
participate in the pursuit of the nation’s objectives. From the aspect of integrating these
valuative indicators into the development in general, and sustainable development in particular,
the doctrine focuses the key-role of good governance, in terms operational convergence of
effective leadership, thorough planning and successful implementation of the plans (Lopez,
2013, p. 48). It is, therefore, essential for rational decision-making in a political community to
rely on the national economic system. The national economic system can, furthermore, be
viewed as a necessary condition of good governance at national level. This is the direct
consequence of the fact that sustainable development response requires a variety (complex) of
affirmative actions. These actions are related to but are not exclusively of economic nature.
From the perspective of the value-content, among such responses are the development of
agriculture, industry and tourism; development of infrastructure, development of social
activities, and protection of the environment. From the aspect of providing national support for
sustainable development affirmative actions, it is important to have a view the maintaining of
a balanced national economic system. In that context as priority criteria are indicated, firstly,
that economic development is sustainable, and secondly, that the economy is developing across
different complementing sectors (Chen, Lu, 2016, p. 2). National support of sustainable
development represents a political dimension, and as such it implies interference in market
affairs. The rationality of the need for this can be derived from a currently existing paradox.
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While the aspects of development, employment, equal opportunities and social inclusion,
economic and social cohesion are of national concern, the policies related to these are provided
support and guidance on supranational level, like by the European Union, through the UN
system, on which the states are expected to comply with global financial and political interests.
But these are not necessarily in line with vital national interests and do not even necessarily
improve the abilities to effectively comply with global interests. Contrary to the presented logic
of affirmative action on national and participation on the global level is the currently dominating
global approach to activating potentials for sustainable development. The international
instruments focus primarily on the aspects of the role of individuals within the political
communities. But the interests of a political community cannot be deduced only to the sum of
individual interests. The resultant of these interests for sustainable development on the national
level can be realised through the power and the efforts of associations of individuals within the
community itself, but with the assistance and support of administrative institutions (Laratta,
Nakagawa, 2013: 112). The ability of states to lead rational and sustainable development
policies depends on the level of awareness and capability of the totality of nature-humankind
relations within the national intellectual class. These factors are developed through education,
which should include respect for the specific economic system of the state. Rational decision-
making on the national level is undermined by dominance, hegemony and imperialism of
concepts and economic interests on the global level. In such circumstances, without the
institutional presence of the state, global financial systems may find suitable ground for
machinations through money flows which are not motivated in the purpose of projected national
sustainable development interests.

4. CONSLUSION

The analysis shows that implementation of sustainable development policies can, in the
functional sense, represent a whole-of-government and whole-of-society approach to a complex
set of nature-humankind relations. In line with that, it can be claimed that if national financial
and social capital is to become mobilised towards sustainable development, there is a need for
political will and structural support from the state. The second conclusion stems from the
finding that affirmative actions towards sustainable development cannot be sufficiently
provided only through the institutionalisation of representation in the political community.
These actions require structural funds or financial mechanisms to support these actions, in terms
of initiatives and not general plans, with the aim to promote integrated economically and
socially sustainable development goals within a specific political community. Finally, the
affirmative national action does not exclude the principal challenges facing sustainable
development, but it would significantly reduce potential negative influences on vital values of
a state. This, as shown, cannot be left as a burden of the institutions on the global level, and it
1s a natural duty of states which accept commitments to sustainable development. States directly
participate in incentives through support provided by their own economic system, and can only
efficiently operate within a framework set by the national economic system. The
aforementioned finding leads to an overreaching conclusion. Namely, if the potential for
sustainable development depends on the potential of the national economic system than states
inevitably have an uneven capacity to contribute to goals accepted on the global level. The only
possibility to overcome this constraint is education, which should liberate cognitive and creative
potentials needed for transformation towards sustainability.
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ABSTRACT

,, Green financing *“ is a new area of financing, that has application in the process of integration
of environmental protection and economic profit. The term includes a wide range of
environmentally friendly technologies, projects, industries and also verify whether it is a viable
concept for balancing ecological depreciation in the process of assimilation of carbon in the
atmosphere. Essentially, green financing is part of the green carbon because it connect
financial industry, environmental improvement and economic growth, which is essential form
for long-term Sustainable Development. As this is an innovative concept, the paper pays special
attention to the development of market mechanisms and policy formulation of green financing.
By revealing the internal contradictions between the green financing and Environmental
Protection, in achieving ecological balance and sustainable economic growth, the paper
proposes the some options for the mobilization of private capital for green investments that can
be applied in Serbia.

Keywords: Green financing, market mechanism, development policy, sustainable economic
growth

1. INTRODUCTION

In today's environment, there is mounting scientific evidence of global warming that have a
significant impact on the economy, society and markets, on the global level. Some natural
disasters are just sad remind of the drastic effects of human activity on climate and impact of
climate change on the economy. Only in 2010, Moscow was hit by a heat wave that has caused
the cost of 1% of Russian GDP. Meanwhile, during the same month, one-fifth of Pakistan was
overwhelmed with the amount of damage up to 5% of its GDP. A year later, a huge industrial
zone in Thailand (with the production activities of some of the largest industrial facilities of the
Japan Group) is flooded with total damage to 10% of its GDP. In the US, the National Authority
for oceanic and atmospheric water (Nooa) said that in comparison to 1980., the number of
extreme weather events has doubled (up to now 11 events per year), while the average paid of
claims exceeded one billion dollars, over the last five years. Considering the fact that these are
not the only disasters in the world, there is bigger awareness that the current climate change,
threatens the basic elements of human life, such as access to water, food production, health and
land use and the environment. The fact is that there is growing evidence that climate change
and environmental risks have important implications for the financial stability of countries in
the world (European Banking Federation, 2017). Green financing is a concept that combines
the power of finance and operations with power of the environmental behavior. This is big area
which includes individual and business consumers, producers, investors and financial lenders.
Depending of the number of participants, green financing can be expressed in different ways.
On the one hand it may be due to financial incentives or it may be the desire to save the planet.
On the other hand, it may be a combination these two. Unlike traditional financial activities,
green financing more emphasis the benefits of environmental and industry protection, paying
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more attention to environmental protection. Therefore, green financial system refers to a set of
policies, institutional arrangements and financial infrastructure through lending, private equity,
bonds, insurance and other financial services and instruments, such as emissions trading, directs
funding towards environmentally friendly projects and activities (Wang a and Zhia, 2016).
Studying the relevant literature it can be seen that there is lack of detailed studies on green
financing. Based on that fact, the aim of this paper is to highlight the importance of
implementation of green financing in the area of environmental risks. Because that this area is
unexplored enough in Serbian country, the paper first defines the term and indicates of the most
important component of green financing. In desires to give some answers for urgent climate
and environmental challenges, authors of the paper pays special attention to the green finance
market and financial products that could control the emission of pollution. Considering the fact
that climate change is a real picture of the whole planet, it is necessary for mankind to create
appropriate development policy of green financing. In order to prevent further climate change
and to achieve sustainable economic development, the paper gives some options that may be
the way for development of a financial system in Serbia.

2. DEFINITION OF GREEN FINANCE

While the term ,,green finance® is increasingly used globally, it does not have a universally
agreed definition. The G20 Green Finance Study Group in 2016, described green finance as the
“financing of investments that provide environmental benefits in the broader context of
environmentally sustainable development”. It includes definitions at the level of financial
instruments (green indices or green bonds), subsectors of the financial market (green insurance
or green banking), definitions used by international organizations (OECD), as well as national
and international definitions (G20) (Figure 1) (Lindenberg, April 2014). Since today, there is
no a precise and commonly accepted definition of green finance for two reasons. At one side,
many publications do not try to define the term, and on the other, the definitions that are
proposed are vary significantly. Among the few definitions that can be found in the literature
there are some that authors of the paper propose (following): Hohne / Khosla / Fekete / Gilbert
(2012): ,,Green finance is a broad term that can refer to financial investments flowing into
sustainable development projects and initiatives, environmental products, and policies that
encourage the development of a more sustainable economy. Green finance includes climate
finance but is not limited to it. It also refers to a wider range of ,,other environmental objectives,
for example industrial pollution control, water sanitation, or biodiversity protection* (Hohne at
al., 2012).

Figure 1. Green finance comprises

Source: Nannette Lindenberg, April 2014,
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Zadek and Flynn (2013): ,,Green finance is often used interchangeably with green investment.
However, in practice, green finance is a wider lens including more than investments as defined
by Bloomberg New Energy Finance and others. Most important is that it includes operational
costs of green investments not included under the definition of green investment. Most
obviously, it would include costs such as project preparation and land acquisition costs, both of
which are not just significant but can pose distinct financing challenges.” (Zadek and Flynn
2013). Although the absence of a universal definition creates methodological challenges, the
mapping of existing definitions has highlighted a broad convergence of definitions, as it is
illustrated in Figure 2.

Figure 2. Components of Green Finance definitions
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3. GREEN FINANCIAL SYSTEM - MARKET GREEN FINANCIAL MECHANISMS

Recent years, on the global level there is wide public recognition that the global financial system
should actively contribute to system of sustainable development. In accordance with volume
and urgency of the needs of financing sustainable development, in recent years, the concept of
green finance has become more pronounced all over the world. In order to solve the urgent
environmental problems, such as climate changing, private sector has the key role in solving
of problems, while at the same time the green financial sector helps in transferring of financial
flows in green investments. Considering that fact, the market of green finance include market-
based mechanisms, but also the financial products that can control the emission of pollution.
One of the most important mechanism is emissions trading. Emissions trading is a market-based
approach for controlling the pollution, such as the amount of greenhouse gases emitted to the
atmosphere. Market-based schemes can be generally organized in two ways: first - cap & trade
system and second, baseline & trade system. The difference between those two lays in setting
emission restrictions and in the way of distributing emission permits. In cap & trade system,
competent authorities set the estimate emission restriction for all emitters within the trading
system. Based on this estimate restriction, the set is restrictive for each company, in particular.
In baseline & trade system, equal restrictions are set for all companies. Although cap & trade
emission trading system is thought to be more efficient compared with baseline & trade system,
there are still some flows and limitations. To be more precise, problems are in unsettled and
unpredictable prices of permits (possible solution could be “transaction-in-advance” (forward)),
high administrative and legal costs, distribution of emission permits and finally, possibility of
corruption. The major disadvantage of cap & trade system is in the fact that the company’s real
emission estimation of taxes in gas emission (Tax system) would improve ecology results.
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Basic difference between cap & trade emission trading system and tax system is that when
setting the emission limits (cap), the quantity is also setting, while permits prices and penalties
are variable (Djordjevic at al., 2015). However, the successful establishment of emissions
trading system depends on certain conditions. First, it needs to be a sufficient number of
participants on the market both for buying and selling. Without a sufficient number of
participants, the price of permits will not show the true state of supply and demand. The second
condition is low transaction costs of permits trading. Otherwise, neither sellers nor buyers can
find interest in trading. Third, for the trade system to work properly there must be a strong
regulatory system for issuing emissions permits and, in general, from the system of emissions
monitoring, verification of emission reductions and tracking emissions register (Emissions
Trading) (Stojanovic at al., 2015). A lot of studies are concerned with green finance market’s
effect and their influence on environment. First of all, green finance market is credit of
intermediary of environmental protection’s capital movement. In accordance with that, green
finance market can improve productivity. Through financial institutions handling monetary
funds, currency funds movement promotes commodities trading, according to the market
demands. Finally, green finance market is one of the most important levers in regarding to
macroeconomic regulation and control. Namely, capital supply can adjust social total demand,
so that through the financial leverage effect, green finance market can adjust the size, speed and
structure of economic development (Wang a and Zhia,. 2016). Examples of various types of
green finance instruments and services provided by the financial sector, including financial
mechanisms, financial products and structural support and services, are shown in Table 1.

Table 1 Examples of green finance and instruments

Financial solutions Instruments

Risk mitigati d credit .
15K Iitigation and ctedi Subordination, Guarantees, Loss Reserves

enhancement
Enabling transactions (scale) Warehousing, Securitization, Leasing
Aggregation, collaboration agent ESCOs, local banks

Financial products

Traditional banking products Loan, equity
Green finance Green Bonds, Green funds
Co-investment Public & institutional investors, private funds

Structural market support

Intermediation of environmental products
(carbon credits, emission allowances, RECs)
Uphold disclosure rules for asset classes and
green banking, investor disclosure
requirements, act as a repository on disclosure
rules

Support national regulatory mechanisms for
Regulation green finance, act as a conduit to international
green capital markets

Uphold standards for Green Bonds, Social
Standards and Environmental risk management, GHG
reduction protocols

Source: Ministry of Economic Affairs and Employment of Finland, 2017.

Market making

Transparency
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Based on the fact that green investments, as the basic form of the green funding, are mapping
in relation to the goals of sustainable development, there are certain contraindications between
the environment protection and green financing, shown in Figure 3. In accordance to overcome
the conflict between the green finance and environmental protection, first of all it is necessary
developing policy implementation for finding corresponding temporal structure projects. In
order to change the time structure of the project, the relevant entities can be able to issue
financial products, such as products of secularization funds. Finally, policies of sustainable
development should improve the market activity through development of green finance and
Eco-finances, creating gas emissions trading market and other markets, which are related to
environmental protection. It should have the direct impact in increasing the liquidity of green
investments and other related investments.

Figure 3. Green and Sustainable finance
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Source: United Nations Environment Programme, 2016.

However, environmental protection is a long-term process. Whether it is direct investment in
environmentally ,,friendly projects or investment in ,,green industries®, that require a relatively
long investment cycle. In practice, some infrastructure construction projects often do not have
money in the early stages of investment, and the recycling requirement are limiting the ability
to ,,absorb* the funds for relevant projects.

4. GREEN FINANCE POLICIES

Green financing is a positive step in the transition of the global economy towards sustainability.
As a form of financing, it is implemented through the public financing, private green
investments and public policies that support green initiatives. To encourage investment that
provide environmental benefits, the basic tasks of green financing is in the internalization of
environmental externalities and in reducing the perception of risk. Main factors that have impact
to development of green financing, are the banks, institutional investors and international
financial institutions, as well as central banks and financial regulation. To support the
»greening‘ of the financial system, the actors implement various development policies, but also
various regulatory measures.
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The most important regulatory measures include: requirements for lending priorities, financing
below market rates through subsidies, interest rates or the possibility of refinancing. Besides
the fact that the assessment of actual needs funding for green investments are vary considerably
between different sources, it requires a large amount of private capital. To increase the flow of
private capital for green investments, first of all, it is necessary to create a conducive
environment that facilitates green financing. That includes: business environment, laws rules
and investment regime. Also, it is necessary that the application of certain rules and standards
will be in the promotion of development funds for the financing of green financing. This implies
that the voluntary principles and guidelines for green financing should be implemented and
regularly monitored. However, when the voluntary guidelines are not enough, they must be
supplemented by financial and regulatory incentives. Finally, for positive effects of everything
mentioned, it is essential that actors of financial, environmental and regulatory policies
establish better mutual coordination (Berensmann and Lindenberg, 2016). Based on the fact
that development of environment industry, requires large capital and long term return on
investment, it is essential that each country has own unique way of financing. However,
mobilizing capital for green investments is limited by various microeconomic challenges. The
most important challenges are problems in the internalization of environmental externalities,
information asymmetry, inadequate analytical capacity and lack of clarity in the definition of
»green”. All mentioned, leads to the so-called ,bottleneck® in the development of green
financing. Nowdays, there is a mismatch between the maturity of long-term green investments
and the relatively short time horizons, savers and investors, which is even more important.
Financial and environmental policies on the global level, are often not in coordination. More
interesting is the fact that many governments give incomplete information about promoting of
the green transition. Acording to this, the relevant policy of green financing in conjunction with
reforms and innovative financial resources, can ease overcome ,,bottleneck®. Policies of green
financing include two aspects (Shuo, 2013):

1. reform and innovation of existing financial resources, researching the types of fiscal policy

and a feasible way to raise money for green financing development;
2. reform of the existing management policy fiscal revenues and distribution, efficiency and
direction of fiscal funds use.

Based on the above-mentioned policy aspects in green financing, there are following factors as

the key options for the mobilization of private capital for green investments (G20 Green Finance

Study Group, 15 July 2016):
v' providing strategic and policy frameworks;

v' promotion of voluntary principles for green finance;

v’ expansion platform for capacity building of knowledge-based, such as a network of
sustainable banking operations;

v' development of the local markets of green bonds;

v' international cooperation in order to facilitate cross-border investments in green bonds;

v" new methodologies relating to risk analysis and environmental management in the financial
sector;

v measurement of green financial activities and their impact on the economy.

Besides the fact that good practices in one country may not be suitable in another, the mentioned
elements have largest part of the Green financing environment.

5. CONCLUSION

Implementation of the agreement of climate change, requires the transformation of the world
economies as well as the enormous effort of the financial sector and its stakeholders on the
global level.
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Unfortunately, the current world financial system does not provide the necessary finance. The
main reason for this are the external costs of carbon emissions that are not adequate with the
market price. Because of the fact that in most countries, including Serbia, the main sources of
energy are fossil fuels, investing in renewable energy and energy efficiency is unsatisfactory.
To solve these problems, it is necessary to align the price of carbon through the elimination of
fossil fuel subsidies and to introduce emissions trading system or carbon tax. However, to
prevent climate change, the proposed measures require the development of appropriate
financial sistem. Green financing includes the following three aspects. The first involves the
funding of public and private green investment in environmental goods and services such as
water management and biodiversity protection, compensation for environmental damage such
as measures to increase energy efficiency. Second, green financing covers the financing of
public policies, including operating costs that encourage environmental projects mitigation or
adaptation of environmental initiatives, eg., Feed-in tariffs for renewable energy. Finally, as a
component of the financial system, green financing deals with green investments, such as the
Green Climate Fund i.e. green investments, green bonds that are structured in green funds.
Based on the mentioned facts, we can conclude that green finance is covering several areas:
banking, bond market, institutional investors, risk analysis and measuring progress in
sustainable economic development.
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ABSTRACT

Marketing consists of the activities of individuals and organizations that enable and accelerate
the exchange in a dynamic environment by creating, distributing, promoting and determining
the price of goods, services and ideas. Marketing management can be defined as one form of
knowledge and skills that selects target markets as well as builds profitable relationships with
them. The marketing concept of governance includes research and endeavor to make the best
adaptation (use) of your own resources and goals of your business for the sake of making a
better use of existing and future business opportunities. Also, marketing management involves
obtaining, retaining, and developing the consumer through the creation, delivery and
information of premium value for the consumer. Demand management, i.e. Managing customer
relationships involves marketing management. In the development of the marketing strategy,
special attention needs to be paid on identifying and evaluating future opportunities that appear
in the marketing environment of the company, the analysis of market segments and the selection
of target markets in which the company will face competition and the planning and development
of marketing strategies that will meet the needs of consumers and at the same time fulfill the
company's goals for profit. Social Entrepreneurship is a new way of doing business on the
market. The difference between a regular company and a social one is that the profit of the
social enterprise is not the main business goal, although it is almost a crucial factor for the
survival of the company. Also, one of the main differences between a social and regular
company is that the social enterprise tends to social impact. For the solution of social problems,
the most important way is social entrepreneurship. Although the main purpose of the existence
of a social enterprise is social good and benefit to the community, social enterprises must first
of all have quality services and products to survive on the market. In other words, the purpose
of their existence, which is different from classic companies, is not guaranteed to customers by
itself, profit/success and survival on the market, nor in their case they must strive for the
excellence of their products and fully and in the best way use marketing.

Keywords: Marketing management, Social entrepreneurship, Dynamic environment, Demand
management, Social impact, Market

1. BASICS OF MARKETING IN SOCIAL ENTREPRENEURSHIP

1.1. Definition of marketing in social entrepreneurship

The term (concept) "marketing" does not appear in our language in its original language and as
such belongs to a group of terms that can not be adequately translated into our language. When
we have a problem with an adequate translation of a particular term, such as marketing, then it
is logical that in the definition of that term we use the etymology of that word. The etymology
of this term indicates that the marketing of coins of Anglo-Saxon origin whose significance is
placing on the market (the market is a market, and prefixing has more meanings). Therefore,
we note that behind the etymological meaning of the term "marketing" is the term "market".
There is no uniquely accepted definition of marketing.
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There are a large number of marketing authors, each of whom defines marketing in a different
way. Definition of marketing depends on the point of view from which marketing is observed.
There are various definitions of marketing, and it seems that the most acceptable one is given
by the greatest connoisseur of this science, Philip Kotler. According to Kotler, marketing is a
"social and managerial process by which - by creating and exchanging products and values with
others - individuals and groups get what they need and what they want"!. Kigen states that
"marketing is the process of directing resources and goals of the company to the capabilities
and needs of the environment"2. According to Milisavljevi¢, the primary role of marketing is to
contribute to "the strategy of the company being market-oriented, ie that the strategy is defined
based on the needs and demands of the market"3. The Chartered Institute of Marketing defines
marketing in the following way: "Marketing is a management process that identifies, predicts
and meets customer demands, while achieving profit." According to the definition adopted by
the American Marketing Association (AMA) in 1985, marketing is defined as "the process of
planning and implementing the concept of products or services, forming prices, promoting and
distributing ideas, goods and services, creating exchanges to meet individual and organizational
goals."* These are the basic postulates of entrepreneurial activities that precede the production
of goods or services, which follow them through their positioning in target markets, creative
adjustment of controlled variables, all four elements of marketing mix: product, price,
distribution and promotion.5 Marketing is the way business thinking of the company is focused
on the market. In order to play its role in the market and to direct all other business functions
in the company, marketing must exist within the organizational structure of the company. In
that case, marketing has a business role. Marketing does not include all the activities of
individuals and organizations, but only those aimed at facilitating and speeding up the
exchange. All organizations carry out marketing activities to facilitate exchange. In order to
carry out the exchange, the following four conditions must be met:
e The exchange must involve groups or organizations, at least two or more of them;
e Each party in exchange must have something of value that the other party wants;
e Each party in exchange must be ready to wear something of the value it possesses in order
to get something other than the value that the other side has;
e Exchange parties must be able to communicate with each other so that their value is
available

Marketing is an activity that connects separated participants in the exchange process.
Interchange is necessary because participants are separated in many ways. Marketing aims to
connect segregated participants. Therefore, marketing is a key element in the functioning of
today's society, so its presence is very important. Marketing activities directly and indirectly
affect the economy, lifestyle and quality of life of each individual. The principles of modern
marketing should contribute to the preparation of new professional staff who will be the bearers
of various transformation processes of the company and the economy as a whole. Marketing is
the orientation of the company to meet the needs and wishes of consumers in a profitable way
in competitive market conditions. In marketing, in fact, they are about to identify themselves,
and then to satisfy human and social needs. All of this is also applied in the sphere of social
entrepreneurship. Marketing orientation has been confirmed in practice, which best confirms
its effectiveness in modern business conditions.

'Kotler F., "Marketing Management", Prentice Hall Inc., New Jersey, 1998.

ZKeegan W.G., "Marketing management", Prentice Hall, Canada, 1996.

3Milisavljevié¢ M., "Marketing strategy", E.F., Belgrade, 1991.

4*AMA Board Approves New Marketing Definition, Marketing Educator, 1985.

SMarinkovi¢ V., Marketing- Handbook, Senior Vocational School for Entrepreneurship, Belgrade, 2009.
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Marketing creates and delivers value (benefits) for consumers and thus facilitates the exchange,
which is a central problem in the operation of every market actor. And, in order to fulfill the
goals of both parties in the exchange (sellers and buyers), marketing companies must:

e Discover the needs and desires of potential buyers and

e To satisfy customers in an adequate way.

Marketing ensures satisfying the needs of consumers with adequate profit, or achieving other
goals of the company, and providing services better than competition is a condition for the
survival and development of a particular company. It is identical in the sphere of social
entrepreneurship. The very purpose of such companies is often a significant plus and added
value to users who can feel a certain amount of satisfaction and pride because they support a
social enterprise and the benefits to the society it brings, however, in spite of that, the product
or service itself must first meet the needs of the customer.

1.2. Marketing process
The marketing process represents a sequence of marketing activities in social entrepreneurship
from the manufacturer to the end consumer. The ultimate consumer is the buyer. The marketing
process itself consists of several phases. These include:

1) Research,

2) Planning,

3) Marketing mix,

4) Direct operation and

5) Control.
Marketing research represents the initial function of the marketing process, through which data
are collected and analyzed in order to obtain the information needed for decision making in the
enterprise. After the research, the planning process is determined by which the goals are
determined, that is, the direction of the future actions is determined. In the planning phase, a
marketing plan is being developed that deals with the implementation of the marketing strategy,
and it is targeted at the target market and the marketing mix of the function (product, price,
promotion and distribution). After making the program of production, promotion, sale and
distribution, i.e., marketing mix comes direct action that combines all marketing activities.
Direct operations involve promotional activities that are aimed at the sale or buyer. The final
part of the marketing process is the marketing information system (MIS) and controlling based
on the distribution of information. Controlling includes control of the functioning and efficiency
of individual marketing functions.

2. CONCEPT OF MARKETING IN SOCIAL ENTERPRISES

The modern concept of marketing implies that one should not be oriented solely on sales, but
primarily needs to be met by the needs of customers and the same principle applies in the field
of social entrepreneurship. If you fully understand the needs of customers, if a product is
developed that is competitive, if the right product price is set and marketed in such a way that
it meets the needs of customers, then it is said that the marketing method of business is satisfied.

Figure following on the next page
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Marketing
offer
Needs, - (products, - Value and - Exchange, -
wants services, satisfaction satisfaction
and experiences) and Markets
demands relationships

Figure 1. The essence of marketing concept®

The marketing concept includes the following three key aspects:’
1. customer orientation - consumers,

2. orientation to competition and

3. interfunctional coordination.

The marketing concept means that the company should direct all its activities to satisfy the
needs and desires of its consumers, in addition to the realization of the profits that are reinvested
in the field of social entrepreneurship in the further development of the company or serve to
achieve socially responsible goals. When we emphasize that this applies to all activities, then it
implies research and development, procurement, production, marketing, sales, logistics,
accounting, finance, and all other functions that social enterprises can have.

2.1. Needs, wants and demands

Needs are the initial trigger for every demand. Needs are a sense of necessity to remove or
alleviate the feeling of discomfort or lack. The consumer has a large number of needs to be met.
All human needs can be classified into two basic categories: biological and psychological needs.
Biological needs are hunger, thirst, sleep, activity, etc. Psychological needs are often presented
as emotional. They express the complexity of human behavior and are the result of the actions
of various social, cultural, economic and other factors. Maslov showed (Figure 2) that it is
possible to sort hierarchically of needs and that their range reaches the physiological needs (eg
food, drink) to the need for self-development. Human needs need to be seen, which is not
always that simple.

Figure following on the next page

SKotler Ph., Marketing Management, Prentice Hall, Canada 1998.
"Milanovi¢ Golubovi¢, V., Marketing Management, Belgrade, 2004.
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Self-fulfillment
needs

Self-
actualization:
achieving one’s

full potential,
including creative
activities

Esteem needs:
prestige and feeling of accomplishment Psychological

needs
Belongingness and love needs:
intimate relationships, friends

Safety needs:
security, safety Basic
needs

Physiological needs:
food, water, warmth, rest

Figure 2. Hierarchical view of needs *

Human desires are the ways we expect to meet these needs. They are different in different
cultures and are influenced by many environmental factors.

2.2. Marketing offers - products, services and experiences

The word service has a wide field of meaning, from services that are intended for people, to
services that are a supplement to products. The product, however, is always a physical item,
although we can designate it from the aspect of its design as a service.

The term "product" or "service" means everything that meets the needs and desires of people.
The term "product" does not bind to specific goods, but to everything that can meet needs.
Kotler services represent activities that one side offers to others and which are inseparable on
one side and do not mean possession of anything.

2.3. Value and satisfaction

The buyer is determined by the appreciation of the value and the pleasure given to him by
certain purchases. In the field of social entrepreneurship, the customer already has a certain
amount of satisfaction and other positive emotions when cooperating or using the services or
products of a socially responsible company, as this also helps to realize the vision and mission
of such a company. The value or usefulness of a product is the customer's assessment of how
the product meets its need. The product that would best suit the buyer among all those who
meet its needs has the greatest useful value for him, and in this case it is definitely a big plus
fact that the products of a socially responsible company are used. Creating value for the
customer is the essence of marketing and entrepreneurial process, where it should be greater
than the competitor's.

8 Maslow H.A., Motivation and Personality, Harper and Row, New York 1954.
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This can only be achieved by directing or concentrating resources and efforts towards a good
definition of customer needs and wishes.” Since the most important goal of marketing is to
achieve customer satisfaction, this is achieved by providing quality based on what the user
expects and the value he receives from the relationship between quality, functionality and price.
Customer satisfaction depends on knowing the product's performance compared to its
expectations. Satisfied customers re-buy and pass on their good experiences on a particular
product to others.

2.4. Exchange, transaction and market

Marketing occurs when people decide to meet their needs and preferences through the exchange
process. The process itself is to offer the desired product in exchange for money, goods or
service. Exchange is a process that involves negotiating and reaching an agreement. We realized
that the motive of exchange is the tendency to meet the needs, ie eliminating the tension. Needs
are met by using or consuming products and services. The exchange process involves two
parties, called supply and demand. If an agreement is made between the two parties, this is
called a transaction. There is a classic cash transaction and barter transactions (goods for goods).
The question arises, what if the bidder presents the object of the exchange to the customer, i.e.
does not seek any or ask for a symbolic equivalent for it? Is it then exchange? Although in this
case there was no transaction, and there was a transfer, we can still talk about exchange.
Exchange is usually the basic concept on which marketing is based. It takes place on the market.
The market is made up of all potential buyers, who share a common need or desire and are
willing to make an exchange in order to satisfy it. It is a place where shoppers and sellers gather
to exchange commodities, that is, the space in which the supply and demand for a particular
product or service meet.

3. MARKETING MANAGEMENT IN SOCIAL ENTREPRENEURSHIP

Marketing management in the field of social entrepreneurship is defined as a process that drives
and directs the marketing activity of a social enterprise in order to meet the needs of citizens as
consumers, the economy and society through products and services, along with profit.
Marketing management is undertaken to build a resource economy in the process of identifying,
anticipating and meeting demand and directing products and services from producers to
consumers. Also, marketing management is also a targeted effort of the company in order to
achieve the desired results of the exchange with the target market. The marketing management
process contains the following phases:!’

Analysis of market opportunities (existing or potential markets);

Formulating the goals that are intended to be achieved on the market;

Defining the offer (marketing mix) and allocating resources to selected action directions;
Creating an efficient organizational structure and implementing programs and plans;
Control of the achieved results and review of the rationality of the taken actions on the
market.

Nk v

In principle, every enterprise management process consists of planning, organizing and
controlling. This is, in fact, a logical sequence of every conceived human activity. It is always
necessary to carefully plan what needs to be done to achieve a goal. Then the execution of
everything planned is followed, which requires the organization of the necessary activities.
After completion of the work, but also during its performance, we want to control whether
everything we planned was done and how successful it was.

®Marinkovi¢ V., Marketing- Handbook, Senior Vocational School for Entrepreneurship, Belgrade, 2009.
"Macura, P., Marketing, University in Banja Luka, Banja Luka, 2009.
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It should be kept in mind that these three phases are not fully time-separated, as the management
process may require some correction. Marketing management in the field of social
entrepreneurship refers to daily marketing activities and the achievement of a successful
business year, while strategic marketing achieves long-term consequences on the strategic
position of the social enterprise in the market. Analogously, marketing management is based
on the assessment of market opportunities, while strategic marketing is based on a continuous
research of the dynamic environment of the company.

3.1. Marketing planning

In order for social enterprises to respond to changing business conditions, it is necessary to
develop a long-term strategy, or to approach strategic planning. The task of strategic - long-
term planning is to adjust its ability to operate in the changing environment in which it operates.
Marketing plays a decisive role in planning because strategic marketing and marketing planning
are in direct relation. Each social enterprise consists of several organizational levels such as:

e The level of a strategic business unit;

e Marketing level or production level.

What is common to every company, regardless of its size, is that strategic planning is carried

out at the product level, as there would be no company without a product as a market offer. The

level of enterprise is the highest level at which the planning process is carried out. The strategic
plan at the enterprise level directs the business of the entire enterprise. Strategic marketing

planning is a long term process by which the company adjusts its business opportunities in a

changing environment. This planning takes place through several planning stages:!!

1. Defining the mission and the goal of the company - from defining the mission of the
enterprise, its goals are defined, and the goal of the marketing-oriented company is to satisfy
the needs of the consumers, the economy and the society, while achieving greater profit;

2. Defining business units - defining the scope of business of the company implies the size
and number of jobs and consequently a large number of business units;

3. Distribution of sources by business units - when allocating resources to strategic business
units, the company is guided by the principle that those business units that have higher
profits receive more than those that are less profitable;

4. Creating a strategy of growth and development - the primary strategy of each enterprise is
the strategy of intensive growth.

Therefore, marketing planning is a systemic process that involves assessing favorable market
opportunities and resources, determining marketing objectives, and developing a plan for
implementation and control. The goal of the marketing planning process is to create a marketing
plan. Strategic market planning includes four sets of related decisions:

1. Defining jobs;

2. Determining the essence of business;

3. Formulating functional strategies;

4. Budgeting.

The planning of marketing activities represents the phase of the marketing management process
by which the planned decisions are made about the goals, policies, strategies, programs and
plans of the marketing activities of the enterprises, which direct the overall marketing activity.
The essence of planning marketing activities is that the company decides to use its limited
technological, financial, human and other resources in the future.

""Macura, P., Marketing, University in Banja Luka, Banja Luka, 2009.
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Marketing planning is part of the overall planning of the company and must be integrated into
the planned activity of the company. The marketing plan is very complex. It should include all
the instruments of the marketing mix (product, price, distribution and promotion), separating
them as necessary on their individual elements. Some parts of the plan should be integrated into
a single marketing plan that, when formulated, serves as the basis for the development of other
functional plans. At the same time, he adapts to them. It is the process of two-way and
multidirectional communication in the process of developing a plan to ensure that the priorities
of the specific actions to be undertaken are specified. The strategic marketing plan enables the
realization of wider marketing goals and includes data on:

e Marketing goals (matching company goals);

e Marketing strategies (choosing the way in which the goals of the company will be

achieved);
e Marketing program (marketing campaigns to achieve goals);
e Apply;

e Controls and audits of marketing activities.

A marketing plan is a written document or draft that manages all the activities of the company,
including the implementation and supervision of these activities.

3.2. Marketing activity goals
The process of determining marketing goals is related to the criteria for optimizing the business
goals of the entrepreneurially guided company from alternative goals, so that the formulation
of the final marketing goals includes goals, plan, program and activities, and strategies for
market presence by the operationalization of the instruments of the marketing mix of the
company. The marketing goals can be short-term set in the process of achieving long-term
marketing goals, medium-term (1-5 years) and long-term (5 and more years) market goals that
involve maximizing profits, increasing production, expanding the market or their mutual
combination, increasing production with market expansion and sales.

Long-term marketing goals can be:!?

e Maximizing profits on invested capital or minimizing the risk of invested capital;

e Increase in production volume and volume of products in the existing market;

e Expanding the market by increasing the sales of the existing product or increasing sales by
developing a new product;

e Increasing the volume of production and / or products by expanding the market and / or
increasing sales based on the vertical (within a group of the same and / or different products
and/ or services) or horizontal (including the production of raw materials, service providers,
capital, ideas, technology, etc.) growth of the company.

In addition to marketing goals, there are other goals and values that the company adopts as a
business system, so marketing goals represent the subsystem of overall goals and values, that
is, the entrepreneurial vision and mission of companies in the market and the community as a
whole.

3.3. Marketing strategy

A marketing strategy is basically a way of acquiring and adapting the company to target
markets. Strategic decisions are associated with given or expected changes in the middle. The
marketing strategy is defined starting from marketing as a business concept whose elements of
need, the integrity of the effort to satisfy the satisfaction of the bearer of needs with the

2Macura, P., Marketing, University in Banja Luka, Banja Luka, 2009.
84



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

achievement of the business goals. The assumption of the rationality of the marketing strategy
is to define the needs of individual market segments, select target markets and create a
marketing mix for each market segment. The target market is a group of customers (market
segment) for which the company is ready to create and maintain a special marketing mix, or a
combination of marketing instruments. Key issues in strategic marketing are:!?
e Does the company need to perform existing jobs ?;
e What products and markets are of particular importance for the survival, growth and
development of the enterprise ?;
e  What new products and markets are they looking for ?;
e How to find markets where it is possible to achieve a certain competitive advantage in
view of the potential of the company ?;

The marketing mix is the optimal combination of marketing tools that are needed to achieve the
goals of the company. The marketing mix consists of:

e Product,

e Price,

e Distribution (sales channels) and
e Promotion.

The product is the first and basic marketing tool and represents everything that one company
can offer on the market. The product is the primary object of the exchange as opposed to other
marketing instruments that represent only the basis for the exchange. The price of goods is the
means through which, in optimal combination with other assets, the company needs to achieve
its marketing goals. The price level is determined by: costs, demand, competition and economic
policy. The price is the only instrument of a marketing mix that is in direct relation with the
income of the company and does not cause additional costs in its determination. Distribution
represents all institutions involved in the way of goods from producers to consumers. The
activity of physical distribution is the activity of transport, storage, stock management,
packaging and delivery. Logistics deals with the problems of the flow of raw materials, energy,
materials, products and documentation that track physical flows. Promotion represents the
process of communication of the company. Promotional forms are: commercial propaganda,
personal sales, sales promotion, publicity, public relations, sponsorship, direct marketing and
the like.

3.4. Implementation of marketing activities of social entrepreneurship

Planning functions and organization give the purpose, orientation and structure of marketing
activities. However, while marketing managers and other employees do not start implementing
the plan, exchange can not occur. Proper implementation of the marketing plan depends on the
attitude towards the employees, the motivation of the staff who perform marketing activities,
effective communication within the organization of marketing and the compliance of marketing
activities. Marketing activities can not be efficiently and effectively performed without the
cooperation of employees. In order for the company to achieve its marketing goals, it is not
enough to formulate adequate strategies, but it is necessary and implemented, implemented.
Implementation is the second phase of the marketing management process that involves the
implementation of the marketing plan. In the implementation phase, two key issues are:'4

1. Implementation of a program defined by the marketing plan and

2. Creating the necessary marketing organization.

3Macura, P., Marketing, University in Banja Luka, Banja Luka, 2009.
“Milisavljevié, M., Mari¢i¢, B., Gligorijevi¢, M., Basics of Marketing, Faculty of Economics, Belgrade, 2004.
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While planning provides an answer to the question of what and why, marketing application
should answer the question of who, where, when and how to do something.

3.5. Organization of marketing

The organization is the main tool for achieving the goals of the company and it is a condition
for the functioning of the company. The process of organizing marketing involves the
introduction and development of marketing in an entrepreneurial society, which is complex task
as a very demanding task, since the introduction of marketing conditions not only the formation
of an organizational unit that would deal with the usual marketing functions, but at the same
time accept the market - development philosophy and marketing concept as the basis for
programming the entire business and development policy. The marketing organization provides
conditions for the implementation of planned activities and control of applied marketing
activities. In the process of organization, the enterprise is first divided into organizational units,
and then there are ways to make them as efficient as possible. The number of organizational
units and the way they will be linked will be defined by the form or model of the organizational
structure. Models of the organizational structure can be:

Functional,

e Divisions,

e Matrix and

e Innovative.

A marketing oriented company focuses on discovering the needs and wants of customers and
doing so in a way that enables its goals to be achieved. Such a company has an organizational
culture that effectively achieves important competitive advantages. It focuses on consumer
analysis, competition analysis and linking enterprise resources in creating value and customer
satisfaction. There are numerous factors that influence the choice of the model of organizing
marketing functions. This imposes the need for his careful choice. There are a number of
models, but in practice the most common are functional, subject, geographic and organizational
models according to markets. As often as these, there are also combined models that can also
appear in multiple variants.

3.6. Marketing control

Control of marketing activities represents the final phase of the marketing management process.

The control measures the achieved results with the planned indicators. The purpose of the

control is to enable enterprises to achieve the set business goals. The analysis includes a

comparison of the achieved and planned results in the area of sales, marketing costs and the

dynamics of realization of the marketing plan. The difference between the input control (to be

taken before the start of the business), the process (trying to influence the ways to achieve the

goals) and the output (it is applied when the standards of business are set) is made. According

to Kotler, there are four types of controls:!®

1. Control of the annual plan. It performs the management of the company, the purpose is to
determine whether the planned results have been achieved, the emphasis is on the analysis
of sales, market participation and costs.

2. Profitability control. This type of control is done by people from marketing, the purpose is
to establish where the company creates, and where it loses money.

3. Efficiency control. This type of control is performed by all operational managers and its
goal is to assess and improve the efficiency of investments and the impact of marketing
expenditures.

15 Kotler F., "Marketing Management", Prentice Hall Inc., New Jersey, 1998.
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4. Strategic control. It is done by marketing management and auditors, the purpose is to
determine whether the company best uses market opportunities.

Controlling marketing activities involves environmental analysis, goal control, program
control, and control of the organization. Efficiency is measured by the relationship between
input and output, and effectiveness by output. Control information provides a rational approach
to the realization of marketing plans. Control of the strategic plan is usually done once a year,
tactical every month, while the control variables (what we want to measure) are the content of
the plan. Control information is provided by the Marketing Information System (MIS). The
quality of the control depends on the quality of the information. Information must be timely for
the company to react in time, and the feedback given by the control should be available to the
media before the decision is made. Criteria for measuring marketing activities are profit,
income, market participation. Control information must indicate deviations from the plan and
causes.

4. CONCLUSION

It is increasingly assumed that marketing is a science, the truth is descriptive, which explains
the phenomena that it is studying. Marketing is an area of special knowledge in the domain of
economics, which has its own concepts and methods, which means that it has developed its own
empirical, and partly, normative side. In modern business conditions, where the effect of the
laws of value on the market is relatively free, it is very important to choose the right business
orientation. There is a growing discrepancy between the capabilities of the company and the
absorption power of the market, that is, an increasing number of companies that can not
successfully sell their products. Thus, over time, there is a need for social enterprises to provide
their consumers with new and better products that, paying attention to their preferences, will
better meet their needs. Therefore, the market business orientation of companies is necessary
in modern conditions. Social enterprises must also achieve marketing and market excellence
above all, and only then rely on a different and noble purpose of business that also favors them
and attracts more and more customers. The marketing concept of governance is research and
endeavor to make the best adaptation (use) of your own resources and goals of your business
for the sake of making a better use of existing and future business opportunities. Social
enterprises should, if they accept the marketing concept of business, integrate all elements and
activities through marketing into a single comprehensive system, and that such a system works
for the purpose of social entrepreneurship and one such socially responsible business
orientation. This aspiration for unification, integration of all activities through marketing is a
very significant feature of the marketing concept of business. The management of marketing
activities is at the same time the science and the skill of looking at the marketing environment
in relation to marketing resources and available resources, since in the course of planning,
organizing and implementing a marketing strategy and tactics, the manager should quickly
decide to react to changes in the environment and in accordance with the set mission, goals and
tasks to make timely decisions. Therefore, marketing management includes the broadest view
of marketing since it involves marketing research, resource research, marketing planning,
marketing organization and marketing control.
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ABSTRACT
There is no concensus in the academic community on the definitions of Emotional and Cultural
Intelligence (EQ & CQ) and also few understanding of their impact on Knowledge Management
- KM, leading to missed opportunities to develop new strategies to an effective collaboration
between University and Industry, the future of education. This study explores the development
and implementation of a KM model based on EQ and CQ (KMECI) and empirically tests three
hypotheses:
e HI: EQ is positively influenced by CQ
e H2: CQ influences intention to contribute knowledge and experience in one KM program
positively
e H3: El influences intention to contribute knowledge and experience in one KM program
positively

Based on the results of 35 interviews in four Taiwanese and two Vietnamese Universities, the
article shows that experience can be more important than knowledge to foster development.
Even though Taiwanese President refusal to accept Beijing’s policy that the island is part of
‘One China', Oxford Economics produced a survey that made the dire prediction that by 2021,
Taiwan would have the biggest talent deficit in the world. This study demonstrate that the
perception of professors from Taiwan, who consider the ability to develop and transfer
knowledge in Taiwan to apply around the globe as the most vital requirement for success, is
not the most reasonable one. The KMECI model is useful to identify how patience, motivation,
self-awareness, prediction, and resilience improve the process of sharing and creation of
knowledge (KM), which raises the discussion of the importance to find balance between
knowledge and experience, integrating GDP and happiness. The findings, such as the lack of
experience of the "genius kids" reinforces the results of the ROC government’s strategy in
advocating investment in some countries in Southeast Asia since 1900s, the first wave of
Taiwanese to Vietnam to apply their knowledge.

Keywords: learn by comparison, knowledge management, motivation, patience, resilience

1. INTRODUCTION

The last IMD World Talent Report ranks Taiwan 23rd out of 63 countries for its ability to
develop, attract, and retain talent. Striving for collaborative entrepreneurship education is more
than a material endeavour for Universities and Industries in Taiwan. It represents an integration
and deep alignment of different capacities: technical, managerial, intellectual and emotional.
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In particular, qualities such as patience, self-awareness, emotional resilience, motivation,
enthusiasm, sensitivity to others are paramount to develop a collaborative entrepreneurship
program between University and Industry using Knowledge Management - KM practices.
According to Ito et al. (1998), the ability to sense what other people are feeling is an important
factor in allowing us to connect or communicate effectively with others and depends to a great
extent on the establishment of a spontaneous entrainment between individuals. Entrainment is
considered as one of the fundamental processes providing an intimate connection between
individuals, others, and their environment (Childre & Martin, 1999). Awad and Chaziri (2004)
has found that Knowledge is human understanding of a specialized field of interest that has
been acquired through study and experience. The difficulty of Taiwanese industries in accessing
the academic knowledge and the lack of practical experience of Taiwanese students, shows the
importance of an student exchange program with other countries with more experience, such as
Vietnam and Germany. Cultural intelligence impact emotional intelligence by encouraging
knowledge to be created, shared, learnt, enhanced, organized, and applied for the benefit of
both, universities and industries. As Taiwanese students are not likely to share knowledge
without a strong personal motivation, which comes from the opportunity to understand the
world (cultural intelligence), the goal of this study is to show the importance of the balance
between knowledge (Taiwan) and experience (Vietnam) to facilitate the process of creation and
application of Knowledge in both, Universities and Industries. Even though examples of
entrepreneurship education through university—industry collaboration can be seen in several
universities in diverse countries (Etzkowitz & Leydesdorff, 2000; Barr et al., 2009; Janssen et
al., 2007; Meyer et al., 2011; Lundqvist & Williams-Middleton, 2013), collaborative education
between university and industry has not been sufficiently studied to offer clear model and
practices to foster effective knowledge exchange and then creation and application of the new
knowledge between these two groups. Therefore, this article proposes the KMECI model to
understand of the high impact of cultural intelligence on emotional intelligence and Knowledge
Management, and in consequence the importance of the balance knowledge (Taiwan) and
experience (Vietnam).

2. EMOTIONAL INTELLIGENCE (EQ)

According to Halal et al. (1998), it is now generally understood that human problem-solving is
derived not only from “rational intelligence” but also from other facets such as “emotional
intelligence”. The emotional intelligence as it is described by most of the authors and
researchers represents a better understanding of one’s own emotions, of others’ emotions and
thus a better understanding and cohabitation with people (Mitrofana & Cioricaru, 2014). The
four major clusters of EQ as identified by Goleman (2001) are self-awareness, self-
management, social awareness and relationship management. Emmons et al. (2005) states that
EQ refers to an array of non-cognitive capabilities, competencies and skills that influence one’s
ability to succeed in coping with environmental demands and pressures. Bencikova (2013)
builds up on the idea of cognitive and emotional intelligences by suggesting that within
globalized society it is cultural intelligence that represents an alternative to emotional
intelligence by focusing on specific capabilities that are important for high quality personal
relationships and effectiveness in culturally diverse situations.

3. CULTURAL INTELLIGENCE (CQ)

Culture 1s formally defined by Schein (1985) as a pattern of shared basic assumptions that the
group learned as it solved its problems of external adaptation and internal integration, which
has worked well enough to be considered valid and, therefore, to be taught to new members as
the correct way you perceive, think and feel in relation to those problems (Schein, 1985). CQ
is culture free, and it refers to a general set of capabilities with relevance to situations

90



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

characterized by cultural diversity. EQ differs, therefore, from CQ because it focuses on the
general ability to perceive and manage emotions without consideration of cultural context (Ang
et al., 2007). Bucher (2007) concludes that CQ is about being aware of our values and those of
others, and the relationships among people’s values, behaviours and cultural backgrounds, and
Rockstuhl et al. (2011) hold that theory and research suggest that CQ facilitates formation of
expressive ties and show the value of cultural intelligence as a critical leadership competency
in today’s globalised world. Manor’s theoretical arguments suggest that top executives who are
more culturally intelligent are better able to scan their environments for relevant and accurate
information and use this higher-quality information to make better decisions and take better
calculated risks (Ang et al., 2011). One reason why CQ increases the job performance is that it
results in better judgment and decision-making. An important cognitive outcome is cultural
judgment and decision-making, which refers to the quality of decisions regarding inter-cultural
interactions (Ang et al., 2007). In fact, the process of meaning-making is manifested in and
mediated by cultural contexts (Rockstuhl et al., 2011).

4. KNOWLEDGE MANAGEMENT (KM)

According to Omotayo and Babalola (2016) KM is a key element in the survival of any cultural
system as KS is a key process in translating individual learning into organisational capability.
KM is an attempt by organisations to capture, codify, organise and redistribute the
organisational’s tacit forms of knowing and make them explicit (Rothberg and Erickson, 2004).
The creation of knowledge leverages tacit knowledge by converting it into new explicit
knowledge (Nonaka & Takeuchi, 1995). Through operationalization and dissemination, the
new explicit knowledge is re-experienced and re-internalized as cultural knowledge. Cultural
knowledge includes shared beliefs, norms and values form the framework in which
organisational members construct reality, recognize the saliency of new information, and
evaluate alternative interpretations and actions. It is possible to check the accuracy of cultural
knowledge as interact with people from different cultures. This process of learning by
comparison helps in avoiding the overload of information caused by the use of practices of
creation of tacit and explicit knowledge (KM). OECD (2003) concludes that KM is a broad
collection of organisational practices related to generating, capturing, disseminating know-how
and promoting knowledge sharing within an organisation and with the outside world. Foss and
Pedersen (2002) argued that all knowledge sources are positively related to knowledge transfer
that in turn facilitates innovation and new product development. However, this knowledge
transfer can cause wrong interpretation if not guided by experience. Given the ongoing gaggle
of approaches within the field, KM can be considered as a set of practices aimed at the
interaction between tacit and explicit knowledge by the use of cultural knowledge to acquire
and create new competences (knowledge + skills + attitude), which allow an organisation to act
intelligently in different environments (Angeles, 2013).

5. THE RESEARCH MODEL

The statement “culture eats strategy for breakfast" attributed to Peter Ducker, highlights the
importance of culture in providing the context for the formulation and implementation of
strategies (Farjoun, 2002; Ireland & Hitt, 1999), in particular KM strategies. Taiwan belongs to
Confucian Asia, form also by Taiwan, Singapore, Hong Kong, South Korea, China, Japan
(House et al., 2004). This is one of the reasons that Taiwan received completely different scores
in comparison to Vietnam in two important Hofstede's Cultural Dimensions (Hofstede, 2001):
Uncertainty avoidance (Taiwan 69, Vietnam 30) and Long term orientation (Taiwan 93,
Vietnam 57). These countries are also different in terms of performance orientation,
institutional collectivism and in-group collectivism as demonstrated in table 1.
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National Culture Dimensions Taiwan Vietnam
Uncertainty avoidance high low
Performance orientation high low
Institutional collectivism high low
In-group collectivism high high

Table 1: National culture dimensions in Taiwan and Vietnam (Globe, 2004)

The Knowledge Management model based on Emotional and Cultural Intelligence (KMECI) is

presented in Figure 1.
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Figure 1: KMECI model

The KMECI model shows that emotional and cultural intelligence impacts the practices of
Knowledge Management positively. Furthermore, models show a primary impact of CQ on EQ
(Yi-chun, Shin-yih, Yi-chen, 2012), expressed in H1 below. These create the conditions for
transforming tacit into explicit knowledge by sharing cultural knowledge. Thus, EQ and CQ
support KM between knowledge and experience among students and professors. Tang and
Werner (2017) confirmed that once cultural differences are acknowledged there is greater
sharing of experience leading to increased innovation. H2 encompasses this relationship.
Finally, in H3 Martina et al. (2015) argues that EQ impact KM, creativity, and collective
performance. This research empirically tests three hypotheses (Table 2).

Cultural intelligence.

cultural intelligence and cross-cultural
adjustment (Yi-chun, Shin-yih, Yi-chen,
2012)

Hypotheses Sources Results and gaps to be filled
HI1. Emotional Intelligence | Emotional intelligence positively | CONFIRMED
is positively influenced by | moderated the relationship between | GAP: Why a person with high

emotional intelligence in one cultural
context may not be emotionally
intelligent in another culture?

H2. Cultural intelligence
influences intention to
contribute knowledge and
experience in one KM
program positively

Cultural differences should be recognized
and addressed in creativity training where
participants from different cultures have
an equal chance to share their perspectives
and experiences on creativity and
innovation (Tang and Werner, 2017)

CONFIRMED

GAP: Why does a person with high
level of experience and resilience has
more willing to apply what he/she
learned in another culture in a KM
program?

H3. emotional intelligence
influences intention to
contribute knowledge and
experience in one KM
program positively

Development of emotional intelligence is
essential not only from the point of view
of knowledge management, building a
learning organization, and developing the
corporate culture, ethics, and creativity,
but it also brings specific, measurable
results, manifested through better
performance ( Martina et al., 2015).

Confirmed

GAP: What do motivation, patience
and self-awareness add in a
collaborative  environment  where
people should share what the know?

Table 2: Hypotheses in KMECI model
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6. RESEARCH METHODOLOGY AND DATA COLLECTION
The interview was our main collection method, designed and executed to understand and give
voice to participants’ experiences, behaviours and attitudes in a non-threatening, confidential
and non-evaluative manner (Miller and Glassner 2004). Interviews are particularly useful for
getting the story behind a participant’s experiences. The interviewer can pursue in-depth
information around the topic (McNamara,1999). We conducted interviews on one-on-one basis
and compared and contrasted the results ourselves, avoiding focus groups due to their elevated
potential for acquiescence bias (Schaffer and Riordan 2003). This research relies on a study
performed on six large Universities in Taiwan and Vietnam—conducting semi-structured
interviews with students and professors. In total 35 interviews were conducted with the
following participants: 17 students and 3 professors from Tamkang, Fu Jen Catholic, Asia,
Chinese Culture Universities in Taiwan, and 13 students and 2 professors from RMIT
International and Vietnamese-German Universities in Vietnam. A version of the interview with
40 questions for students across 2 dimensions (EQ and CQ) and 22 questions for professors
across one dimension (KM) was developed based on three scales:
1. Wong and Law Emotional Intelligence Scale (Wong & Law, 2002)
2. Cultural Intelligence Scale (Anget al., 2007)
3. KM scale available in the article “A model of Knowledge Management and Organizational
Intelligence for Public Sector Organizations” (Angeles, 2013).

7. RESULTS AND DISCUSSION

In the interview about Emotional Intelligence, the great majority of Vietnamese students,
answered that they share feelings and problems with friends, indicating some emotional
intelligence. They take the easiest path to enjoy life in the present and help others to do the
same, have patience to listen and motivation to study and work abroad. On the other hand,
Taiwanese students are extremely protected by families, teachers and government. Therefore
Taiwanese students are not motivated to study abroad, their level of experience is too low and
also their self-awareness. Even though they appear to pay attention to a visitor’s views, they
reject ideas that require them to leave their comfort zone in Taiwan. Most of Taiwanese,
students and professors, chose the option “Neither agree nor disagree” in the survey about
culture intelligence, because they don’t understand the importance of learning process with
other cultures to develop the capacity to apply knowledge. Their higher level of uncertainty
avoidance can be seen in their reluctance to explore foreign cultures, a form of risk-taking and
cross-cultural adjustment. In turn this impacts their emotional intelligence (motivation, self-
awareness and patience), thus Hypothesis 1 is affirmed. Regarding Hypothesis 2 it is important
to consider that Taiwanese tend to have the Chinese cultural value of collectivism (Meindl et
al., 1989; Wong et al., 2010). However, even though the Vietnamese are also family collectivist
(Hofstede, 2001; House 2004) by creating a culture of sharing with their family and valued
contacts, the Taiwanese are primarily orientated by the national norms (Triandis, 1995, p.2)
given the fact that they have much less experience compared to Vietnamese to develop their
own personality and individual independence. Interview participants demonstrated that
Taiwanese have more knowledge of technical matters to share while the Vietnamese
participants emphasized their experiences of other cultures as critical to their decisions to share
these. Thus affirming Hypothesis 2. Finally, an exploration of EQ and KM in the interviews
conducted in Vietnamese institutions indicates that the Taiwanese universities are not open to
foreigners nor to feedback from students. Thus Taiwanese students are not motivated to change
the university culture and so the norms guide them and remain fixed. The levels of English
language skills are higher in comparison to students of Vietnamese Universities, which helps
them to understand international literature without going to other countries. In contrast there
are several international universities in Vietnam who welcome foreign staff and students, and
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thus are motivated to develop a culture of sharing. The culture of sharing is enhanced by
mentoring and active development of students and staff in both Universities researched. There
are also formal meetings with industry representatives, Government bodies from Vietnam,
Australia, and Germany. This indicates that motivation positively supports a culture of sharing
thus lending support to Hypothesis 3. One of the meeting is with Ms. Huynh Dinh Thai Linh,
Regional Manager of the Hinrich Foundation, about opportunities for the Vietnamese students
to get scholarships for exchange programs in Germany and other foreign countries. Student are
highly motivated at participating into contests for innovation and entrepreneurship, with awards
like the Best Innovator Prize or a mentoring program sponsor by Israeli government. Dr. Bernd
Tilp, Director of DAAD office in Ho Chi Minh City, pointed out that over the last year until
currently, Vietnamese students are very keen on the opportunities studying abroad at German
universities. In order to meet the high demand of those students, the DAAD opened 2 office
instead of only one office as in many other South East Asian countries. According to Dr. Dinh
Hai Dung, Coordinator of a Master study program at VGU, each year there are about 20% of
students at this university who go to Germany for the master thesis with a German professor
who acts as the thesis supervisor. Mr. Henning Hilbert, the Vice Director of Goethe Institute in
Ho Chi Minh City, confirmed us that the need of students to learn German language and prepare
for their undergraduate study in Germany has increased dramatically, as a sequence the Goethe
Institute is mostly overloaded recently. Another important point is that Taiwanese wants to let
very clear the rules and regulations when any discussion occurs, while Vietnamese prefer let
the work flow without interruptions. These findings are easier to understand when compared
with the interview about culture intelligence. Since Vietnamese, in opposition to Taiwanese,
has low level of uncertainty avoidance, they enjoy and are confident in interacting with people
from different cultures abroad. Taiwanese prefer stay in the comfort zone to avoid the stresses
of adjusting to a culture that is new to them. Taiwanese are not confident that they can get
accustomed to the shopping conditions in a different culture, since their culture is isolated from
the rest of the world, even though they are very welcome to foreigners, except professors to
keep the status quo of “control their genius kids”. They like to receive other nationalities, but
they do not want to leave the country to really learn with them. This welcome approach is a
naturally reaction against Ming Dynasty (military base) restored by Zheng Chenggong,
(Koxinga) after 38 years of Dutch rule on Taiwan. In the interview about Knowledge
Management with professors from both countries it was clear that in Vietnam, in opposition to
Taiwan, there 1s a constant use of multidisciplinary teams that cut across the formal traditional
and hierarchical structure. In fact, in Vietnam, the formal collaborative networks are strategic
and go beyond the University itself, involving other Universities, partners, customers, suppliers
(Communities of Practice — COPs). There is also a positive, proactive and fast attitude to
sharing knowledge and solutions with students from other departments of the University and
also with other universities in Vietnam and abroad. For example, in interaction with German
professors who fly from German partner universities to VGU to teach certain courses,
Vietnamese students very often organize themselves in study group and ask for project work
where their teamwork can be practiced, demonstrated, and assessed by the professor. The
examination modus will be designed in a way such that a group presentation about a research
topic will be given, and discussion between different groups enhance the knowledge and
solution transfer. Between students and the universities departments there are certain
connection and interaction, in the form of survey and evaluation of teaching services.
Furthermore, the research management department of VGU is set up with one of the major tasks
to support students in research projects so that they can get up-to-date in an international
environment. In opposition to the four universities in Taiwan, in both Universities in Vietnam
there is a formal and disciplined process for " environment exam, this is, a systematic review
of the University environment to identify key trends, opportunities and threats.
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Because of these competences, both Universities are successful in using the knowledge to make
predictions. In both countries, there is a heightened sense of trust within the University and the
students are motivated about the University's culture. However, in Vietnam the students has
classes with foreigners professors from the beginning, while in Taiwan the universities are very
close for professors from other countries, which helps to keep the students close to them with
less demands to be accomplished by Taiwanese professors. The motivation and patience of
students contribute to develop the culture of sharing, what is paramount for a KM plan.
However, they need support from professors and the universities’ leaders to create practices of
sharing knowledge in the University, what it is not common in Taiwan. When the students
identify the sense of community and effectiveness of a Knowledge Management program
between University and Industry they are much more motivate to contribute by exchanging
their knowledge and experience. The learning of new believes, values, assumptions, traditions,
resilience (cultural intelligence), impact the culture of sharing, which helps in the process of
creation of knowledge. The creation of knowledge is higher in Taiwan, but the application is
higher in Vietnam. According to Vietnam Chamber of Commerce and Industry -VCCI
President, Vu Tien Loc, Vietnam has become an attractive business and investment destination
for many foreign companies from Taiwan, thanks to its notable advantages, including a high
economic growth rate, political stability and its strategic geographic location. As of the end of
2017, Taiwan has invested a total amount of 30 billion USD into 2.500 projects in Vietnam,
which makes it the 4th biggest foreign direct investor. In Binh Duong province, where the VGU
is located, Taiwanese companies invested into 772 projects with a capital volume of nearly 6
billion USD. Even they had to suffer certain difficulties and damages during the short period
with the anti-chinese attitude in 2014 in Vietnam, Taiwanese companies still find great potential
investing in the long term. The challenge for Taiwan is developing the capacity to apply
knowledge, given the fact that other countries are taking the knowledge of Taiwanese
employees to fire them afterwards. Curricula for teacher training should incorporate and
promote factors such as openness to intercultural interaction and intercultural learning,
readiness to recognise and utilise multiculturalism and cultural diversity as a learning resource
(Petrovi¢, 2006) and also create international teachers exchange programmes (Petrovi¢ &
Zlatkovi¢, 2009) before students exchange programs, such as ERASMUS PROGRAM in
Europe. One solution to reduce the high brain drain and economic crises in Taiwan should be
the interference of the government and university’s leaders by changing the process of selection
and development of professors, given the fact that QS World University Rankings has 4 metrics
of internationalization, International Faculty Ratio, International Student Ratio, Inbound
Exchange Students and Outbound Exchange Students. In Vietnam the government should open
new public universities and promote campaigns to incentive people to study.

8. CONCLUSIONS

Past studies have indicated university-industry collaboration is an effective approach to
entrepreneurial training because it can realize the benefits of the combining university theory
with practical experience. There are barriers to industries in gaining academic knowledge and
for students to gain practical experience. This exploratory research postulated the impact of
emotional and cultural intelligence by increasing the quality and frequency of communication
and affecting knowledge management. The objectives of this study were: 1) to propose a model
that can capture the relationship between knowledge and experience (CQ, EQ & KM) and ii)
to provide qualitative evidence of its effectiveness. In-depth semi-structured interviews tested
the conceptual model, the results indicating some support for the relationships proposed. Thus
Knowledge Management model based on Emotional and Cultural Intelligence (KMECI)
provides a framework for universities and industries to develop their plan for exchanging
knowledge and experience along with motivating and entrainment among students.
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The authors recommend further research on a larger scale to gain a deeper understanding the
interactions between the variables of the KMECI Model, especially the relationship between
CQ and EQ in enhancing knowledge management. The being to present selected practices of
Knowledge Management to facilitate the process of creation and application of Knowledge in
both, Universities and Industries.
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ABSTRACT

The paper is focused on money laundering and the problems, abuse and complications that
consequently arise in the society, law and economy. The first part of the paper deals with the
definition of the money laundering concept, its origin and the meanings of some terms. The
history of money laundering and its negative impacts on the development of legal business
worldwide and in Serbia are the subject of the second part of the paper. This part of the paper
explains in detail the stages of legalisation of illicit proceeds. The third part of the paper
describes Serbian legislation that governs this field and its latest amendments that are yet to be
implemented and yield efficient results in combating money laundering. In addition, the fourth
part of the paper describes legislative coverage of this occurrence in the EU law, as well as in
the legislative systems of the Federal Republic of Germany and Austria. The last, fifth part
encompasses the research on money laundering on the territory of the Republic of Serbia over
a ten-year period 2007-2016. This part is focused on examining the number of the accused,
indicted and sentenced for this criminal offence.

Keywords: business, money, money laundering, criminal offence

1. INTRODUCTION

The term money laundering (German Geldwésche), is used for financial operations that are
conducted for the purpose of concealment of an identity or a destination of financial resources.
This activity is most often carried out by transferring money through numerous deposit accounts
with different banks in order to disable the authorities to trace the true nature of the money, but
also its owner (Krivokapi¢, 2010, p. 806). Money intended to be legalised is usually derived
from some illicit activities. Those illegal activities usually encompass prostitution or illicit
trading in different types of merchandise. Consequently, some business entities do business
illegally which has a negative impact not only on the reputation of a country and its legal
security, but also on business entities’ decisions whether to set up a business in the country or
not. There are several money laundering methods applied nowadays, and one of them is
smurfing of illegally acquired money and spreading it out over many different accounts in
different banks not mutually connected. In this manner, it is not necessary to provide evidence
for money source, thus the integration of illegally acquired money is a lot easier. For instance,
the USA require a person to provide evidence for where the money came from for transactions
exceeding $10,000. Due to the globalisation and internationalisation of financial market, as
well as information system development it becomes easier to make various capital transfers
which are difficult to trace. This issue has attracted the biggest attention with the occurrence
and strengthening of terrorism. Actually, some research has suggested that acts of terrorism
worldwide closely connected with arms trafficking are also closely related to money laundering.
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In the light of all this, the issues that can be anticipated at the very beginning of the paper
deserve the attention of academic community, as money laundering activities harm the business
of legal companies that trade on the market in accordance with business ethics. Money
laundering is an extreme threat to the integration of financial institutions that endanger those
companies which do business legally.

2. HISTORY OF MONEY LAUNDERING DEVELOPMENT AND ITS IMPACT ON
BUSINESS

Since it originated until today, money laundering has been described as financial transactions
conducted for the purpose of concealing true i.e. real money origin and other forms of capital,
as well as legalisation of capital derived from illicit activities. Since old times money laundering
has implied forging financial documents and manipulations in inter-banking systems. In
addition, with its development some other forms of wrongdoings have appeared that may entail
money laundering activities such as: tax evasion, arms and drugs trafficking, prostitution,
gambling, privatisation processes and similar. This phenomenon first arose in the USA at the
time of Prohibition, when criminal groups presented their illegal gains from illegal production
and sale of alcohol as profits from laundromats and car washes. The term “money laundering”
labels post-criminal activities aimed at concealing financial gains or values derived from illicit
and illegal activities and their investment in financial and non-financial system, in order to
convert them into legal and lawful proceeds or value (Mestrovi¢, 2002, p. 147; Teofilovi¢ &
Jelaci¢, 2006, p. 13-16). Dirty money implies any money obtained through a criminal activity
and any assets or values derived from it. Hence comes causal connection between money
laundering and the former criminal activity, should it be committed by drugs trafficking, arms
trafficking, or human trafficking, various extortions, embezzlements, frauds, tax evasion,
suspicious privatization, corruption, organized crime or in some other illicit manners. Money
laundering also implies utilization of legal means for illegal purposes such as for example
terrorism financing (Gup, 2006, p.3). According to some sources the term “money laundering”
was first mentioned in London newspaper The Guardian in 1973 in connection with the famous
Nixon affair “Watergate” in which over $200,000 was laundered through the financing of the
US republican pre-election campaign. However, the first origins of money laundering were
connected with American criminal Alphonse Capone who in the 1930’s presented his illegal
proceeds of 100 million dollars, obtained by selling alcohol, as his profits from Laundromats
in Chicago and its surroundings, whereas he invested the money acquired through matia
activities into the chains of pizza shops, restaurants and casinos in Cuba. He managed to do all
that thanks to local authorities and corrupted ministers that he shared his profits with. At the
peak of his power Alphonse Capone used to spend 30 million dollars annually on bribing or
returning favours to politicians (Danilovi¢, 2009). The main goal of “money launderers” is not
to achieve the highest return rate on the laundered money, but to launder the money i.e. to
transfer it into legal financial flows, which will provide for its easier and faster processing.
Accordingly, money may travel from a country with a good economic policy that provides for
higher profit rates to countries with a less favourable policy and lower returns on investments,
thus for the purpose of money laundering free capital may be invested less rationally, which
might largely endanger current economic flows. Such financial speculations may have adverse
impact on the instability of interest rate and currency exchange rate, as well as on artificially
caused income growth of individuals and creation of apparently big spending power in a
country. Such actions cause a number of adverse economic factors that may change a current
social structure, which is not real, and where a group of the wealthy is created artificially, who
earn money relatively easily and create demand for luxury products, real estates and similar.
According to the estimates of the International Monetary Fund gross criminal product in the
world amounts to over $500 billion annually, while 80% of this amount, according to the
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estimates of the UN, comes from drugs trafficking. In the light of everything mentioned it can
be said that every person who is engaged in money laundering tends to transfer as much money
as possible into legal financial flows. Thus we can totally agree with a catchword that a dream
of every money launderer is to pay taxes. Converting illegal money into legal, i.e. into money
with coverage in a certain business or an activity, for the purpose of concealing its real origin
i1s a very complex three-stage process that requires: placement of illegally acquired money,
layering of illegally acquired money, and integration of illegally acquired money (Gilmore,
2004, p. 32). Placement is the first stage of money laundering which serves to create the illusion
of a legitimacy of illegally derived funds and conceal its illegal source. In this stage the
criminally derived funds are introduced in financial, non-financial or some other alternative
system, or converted into another type of assets, thanks to connections with corrupted officials,
weaknesses of the preventive system of a financial or non-financial institution and loopholes in
laws that regulate money laundering prevention in countries (Danilovi¢, 2009). Placement of
criminally derived cash is conducted in several manners, and the most frequent one is placement
of illegally derived cash under cover of placement of regular cash proceeds from legal or
legitimate business, setting-up fake “phantom companies” that do not operate, and are used
only as means for placement of cash on the bank accounts of those companies, smurfing larger
amounts, which is conducted by accomplices who deposit smaller amounts not exceeding
reporting threshold on one or more bank accounts, in order not to arouse suspicion with bank
clerks and be subject to special payments, acquisition of a debtor-in-possession or a company
with serious financial problems, whose accounts only serve as means for sending the money
formerly deposited on bank accounts or other financial institutions (Teofilovi¢ and Kuljaca,
2008, p. 87-88). In the second stage called layering the entities and institutions involved in
money laundering and terrorism financing after having converted cash into bank deposits, make
every endeavor, mostly by legitimate transactions, to conceal the real source of illegally
obtained resources. Layering is conducted by transferring funds from one account to the
accounts of different banks, business entities and other financial institutions in the country and
abroad. The key point of this stage of money laundering is movement of funds through
numerous transactions in order to make trailing of their origin difficult and to conceal the
connection between the funds and its criminal source (Danilovi¢, 2009). The methods of money
laundering mostly used are: currency exchanges; currency smuggling; doing business through
off-shore zones; cash converted into other money instruments (cheques, banker’s drafts, shares,
or any other kind of securities, tangible assets, such as movable and immovable assets etc.);
money orders, electronic money transfer (e-banking); setting-up shell companies and casinos;
using insurance companies, a box office, a post office in the place of residence and export-
import companies; manipulation of accounts, warranties, bonds and securities, forging
documents, i.e. written trail of proceeds, particularly its real source, ownership, place and
purpose (Maros, 1999, p. 242 & Danilovi¢, 2009). Integration is the third stage of money
laundering. In this stage illicit and illegally obtained proceeds are transformed in the forms that
are difficult to detect and monitor, because they mix with legally obtained and legitimate
proceeds. Therefore, money laundering in this stage usually finishes with a purchase of movable
or immovable assets and securities, giving loans, involvement of several foreign banks,
issuance of fake import-export invoices, spending on luxury goods, and recently with big
investments in recovery of companies in difficulty (Mitsilegas, 2003, p. 24 & Danilovi¢, 2009).
All three stages of money laundering (placement, layering and integration) usually overlap in
practice, since legally obtained money is mixed with dirty money in all stages, and sometimes
some stages are skipped, while others are repeated, depending on the operating model of the
subjects of a crime, the amount of “dirty money” in circulation, the accuracy and quality of
legislation (Danilovi¢, 2009).
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3. MONEY LAUNDERING IN SERBIAN LEGISLATION

The subject matter of this criminal offence has been regulated by a number of legislative
documents in the Republic of Serbia, which shows that our country has also taken very seriously
the importance of this offence. The Criminal Code of RS regulates money laundering by Article
245. Under this Article whoever converts or transfers property while aware that such property
originates from a criminal offence, with intent to conceal or misrepresent the unlawful origin
of the property, or conceals and misrepresents facts on the property while aware that such
property originates from a criminal offence. The penalty prescribed for this offence is
imprisonment of six months to five years and a fine. If the amount of money or property exceed
one million five hundred thousand dinars, the offender shall be punished by imprisonment of
one to ten years and a fine. In case that the offence is committed by an organised criminal group,
the penalty prescribed is imprisonment of two to twelve years and a fine. If the offence is
committed from negligence, the penalty is imprisonment up to three years. The Code also
provides for the money and property obtained by this offence to be seized. In addition to this
legislative solution, there are other laws that govern this subject matter and tend to define it
more closely, whereof it is worth mentioning the Law on the Prevention of Money Laundering
and the Financing of Terrorism and the National Strategy Against Money Laundering and
Terrorism Funding. This legislative framework is accompanied by an adequate organizational
structure of the institutions and bodies for the prevention and uncovering of money laundering
and terrorism financing. Thus, within the Ministry of Finance for this purpose the
Administration for the Prevention of Money Laundering has been set up, which closely
cooperates with the Prosecutor’s Office for Organised Crime, the law enforcement forces,
intelligence and security agencies and other judicial and security bodies. In 2016, basic and
higher Prosecutor’s Offices, as well as the Prosecutor’s Office for Organised Crime filed 40
requests to the Administration for the Prevention of Money Laundering to check suspicious
transactions. The Administration for the Prevention of Money Laundering has established
cooperation with the Ministry of the Interior. The Ministry only in 2016 filed even 474 requests
to the Administration for the Prevention of Money Laundering to check suspicious transactions.
In addition to the mentioned institutions and authorities competent for the prevention of money
laundering there are also Security Information Agency and Military Security Agency that within
their constitutional and statutory competences deal with the prevention of money laundering
and terrorism financing. For example, Security Information Agency of the Republic of Serbia
in 2016 filed 55 requests to the Administration for the Prevention of Money Laundering for the
information on suspicious transactions. At the time, Military Security Agency of the Ministry
of Defence filed four requests for checking suspicious behavior that might be connected with
money laundering. In addition to the cooperation on the national level, the problem of money
laundering and the struggle to uncover and prove it requires also international cooperation.
Therefore, the Republic of Serbia and the Administration for the Prevention of Money
Laundering provide information to other states and ask for information from other states that
indicate some forms of money laundering and terrorism financing. Thus, in 2016, the
Administration for the Prevention of Money Laundering responded to 110 requests of other
states and financial organisations, while in the same year it filed 133 requests to foreign
financial intelligence organisations to check and obtain data on suspicious activities that
indicate some possible forms of money laundering and terrorism financing. The Republic of
Serbia has several times amended the Law on the Prevention of Money Laundering and the
Financing of Terrorism. The latest amendments to the Law entered into force on 1 April 2018.
The novelties in this field have been introduced due to the fact that from December 2014 to
April 2017 the Council of Europe Moneyval Committee evaluated Serbia under a fifth round
of evaluations scrutinising the actions and measures the country takes to combat money
laundering and terrorism financing. The amendments to all legislative solutions regulating this
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field are aimed at aligning the Law on the Prevention of Money Laundering and the Financing
of Terrorism with international standards and improving the effectiveness of the financial and
juditial system in the suppression of money laundering and terrorism financing. Following
Moneyval’s plenary session in April last year and adoption of the report, the Republic of Serbia
was put under stronger supervision of this body, and accordingly the country will be required
to report to the Council of Europe Moneyval Committee on annual progress. Making progress
in this field was not possible without amendments to the Law on the Prevention of Money
Laundering and the Financing of Terrorism. If Serbia had not amended the current Law on the
Prevention of Money Laundering and the Financing of Terrorism, which encompasses a lot of
European standards and rules, it would have hardly been able to give evidence of some real
progress in every key field that was poorly evaluated. Thus, Serbia would risk being put on the
list of states that do not implement the international standards in the prevention of money
laundering and terrorism financing. The new Law on the Prevention of Money Laundering and
the Financing of Terrorism provides for verifying the identity of a life-insurance policy holder.
In addition to other things, this Law sets forth the obligation of collecting data on property
origin, then the obligation of obtaining data on the real owner of a party which is a legal entity,
checks of cash transactions, personal documents, official documents, data on the activities of
a party, shell banks, foreign officials, real owners, business relationships etc. A novelty is that
under the new Law a domestic official may be a “link” in money laundering chain. Namely, in
accordance with the definition of a foreign official set forth in the current law, a parallel is
drawn and in this line domestic officials that hold the same or similar public office have been
identified. On the basis of the definition of an “official of a foreign country”, who is a natural
person who holds or who has held in the last four years a high-level public office in a foreign
country, the definition of a domestic official is given. Pursuant to the new Law on the Prevention
of Money Laundering and the Financing of Terrorism the following entities may be inspected
for money laundering: president of the country, prime minister, minister, state secretary, special
advisor to a minister, assistant minister, director of an authority within a ministry and their
assistants and director of an independent organisation, member of parliament, judge of the
Supreme Court of Cassation, Commercial Appellate Court and Constitutional Court, president,
Governor, Vice-Governor of the National Bank of Serbia, person entrusted with a prominent
office in diplomatic - consular offices such as ambassador, consul general, chargé d’affaires,
member of a managing board of a public enterprise or company majority-owned by the State,
as well as member of the managing body of a political party. The new Law on the Prevention
of Money Laundering and the Financing of Terrorism will make quality improvement of the
state of affairs in this filed, and align the legislative system to the standards applied in the EU
developed countries.

4. COMPARATIVE LEGAL REVIEW OF MONEY LAUNDERING

4.1. Money laundering and EU legislation

The European Union is the organisation that invests a lot of energy, effort and resources in the
suppression of this problem, since it has been noted that money laundering activities have a
negative impact not only on a society from the aspect of criminal law, but also hinder and
damage healthy business of companies, what on one hand weakens an economy and on the
other strengthens disloyal competition empowered by “dirty money”. The EU anti-money
laundering legislation encompasses plenty of documents including various Directives,
Decisions, framework Decisions, joint actions and similar. The first step in the suppression of
money laundering was made in 1991 with the adoption of the Directive no. 308/1991 on
prevention of the use of the financial system for the purpose of money laundering so-called the
First Directive. The Directive obliged the Member States to define in their legislative
frameworks money laundering as a criminal offence. In addition, it also required from all
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financial institutions to monitor suspicious transactions and in case that such transaction are
discovered to report them to competent authorities.

It should be pointed out that the First Directive was disputed because it entered into force before
the Maastricht Treaty, thus the legal basis of such Directive and its provisions was questioned
and its validity was reexamined, although the states unanimously agreed on the fact that money
laundering activities are in nobody’s interest and some steps of suppressing them should be
taken. Therefore, the European Union drafted the proposal of the amendments to the First
Directive, which were adopted by the EU Parliament in 2001 under the name the Directive
amending the Directive no. 308/1991 on prevention of the use of the financial system for the
purpose of money laundering. This Directive has introduced some novelties by expanding a
number of criminal offences which can generate the property to be laundered, by expanding a
number of obliged entities and by distinguishing liabilities in accordance with the category of
an obliged entity. Four years after the Second Directive, in 2005, the Directive no. 60/2005 on
prevention of the use of the financial system for the purpose of money laundering and terrorism
financing was adopted, known as the Third Directive. This Directive had 47 Articles, thus 29
Articles more than the Second Directive. The Third Directive introduced plenty of novelties,
and one of them is a risk-based approach. In line with the approach obliged entities are required
to conduct different activities in order to prevent money laundering and terrorism financing.
Both the Second and the Third Directives state that the Member States are obliged to ban money
laundering. Since 2015 a new Directive on prevention of the use of the financial system for the
purpose of money laundering or terrorism financing has been implemented known as the Fourth
Directive. In addition to the mentioned Directives, some other EU legislative documents have
been adopted for the purpose of prevention of money laundering. In 1998 the Joint Action no.
699/1998 on money laundering, the identification, tracing, freezing, seizing and confiscation of
instrumentalities and the proceeds from crime, and in 2001 the Framework Decision no.
500/2011 on money laundering, the identification, tracing, freezing, seizing and confiscation of
instrumentalities and the proceeds of crime were adopted.

4.2. Money laundering in German criminal legislation

In German legislation laundering of the proceeds was criminalised in 1992 under Act on the
Suppression of Illegal Drug Trafficking and other Manifestations of Organized Crime. Since
then the formulation of the criminal offence of money laundering has been altered several times,
so that today it is defined as a criminal offence committed by a person who hides an object
which is a proceed of an unlawful act listed in Article 261, paragraph 2 of the Criminal Code,
conceals its origin or obstructs or endangers the investigation of its origin, its being found, its
confiscation, or its being officially secured. Thus, for instance, if the wife of a person who
obtained money through illegal drugs trafficking, knowing that the proceeds were generated
through a criminal activity, purchases jewelry with that money, she commits a criminal offence
of money laundering (Jasco-Potyka, 2007, p. 85). It is important to point out that the object of
a criminal activity may be any kind of property in the form of movable or immovable assets,
receivables, rights or securities (Schonke i Schroder, 2001, p. 2036). The criminal activity that
yielded the subject of money laundering has to be illicit, but no fault element is required
(Lackner 1 Kiihl, 2011, p. 1212). In addition to the object, it is necessary to establish a criminal
offence that involves concealment and misrepresentation of the object’s origin, obstruction or
endangering the investigation of its origin, it’s being found, its confiscation, or its being
officially secured. It should be pointed out that concealment refers to any activity that hinders
discovering things which may include giving things to the third party in order to hide them,
money transfer from one account to another and similar. The concept of misrepresentation of
the object’s origin encompasses all fraudulent activities aimed at an endeavor to show that the
object has been obtained in a legal manner. As an ideal example of such an act the literature
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usually gives entry of false or altered data in business books, desegregation or mixing of illegal
and legal property, doing business under false name and similar.

The commission of the criminal offence of money laundering usually includes obstruction or
endangering the investigation of the origin of criminally derived property, its being found, its
confiscation, or its being officially secured. If there is intent, even potential intent, in the
commission of the offence of money laundering, it is sufficient for establishing criminal
liability. A perpetrator has to be aware that the object is a proceed from an unlawful act set forth
by the Law, and not only of the fact the object is illegally derived (Kindhduser, 2011, p. 367).
In addition to the crime with premeditation, Article 261, paragraph 5 provides for criminal
negligence, more precisely  gross negligence (Leichtfertigkeit). In spite of the fact that
introducing this kind of criminal liability has encountered negative criticism in theory, the
legislator has remained firm in this approach that it is important to envisage this kind of conduct
in case those persons plead ignorance about the source of property and thus avoid criminal
liability. This argument is most often disputed, because it is thought that the techniques of
criminal procedure law should prove intent and it is not good to introduce more forms of a
criminal offence, just because it is assumed that something will be difficult to prove. As for the
criminal sanctions laid down by German criminal legislation, for a basic offence of money
laundering the penalty is imprisonment of three months to five years. For an aggravated form,
when a perpetrator offends by profession or as a member of an organised criminal group, the
penalty is imprisonment of six months to ten years, whereas an act of negligence is sanctioned
by an imprisonment of two years or a fine.

4.3. Money laundering in Austrian criminal legislation

Money laundering is prescribed as a criminal offence also in Austrian Criminal Code i.e. by
Article 165. Most authors believe that the legislator has decided to introduce this criminal
offence in the legislative text because there are situations when the criminal offence of
concealment laid down in Article 164 cannot be applied. For instance, if an object acquired by
a criminal offence is replaced, the person who acquired the object will not be criminally liable
for the criminal offence of concealment, as the object has changed its content or identity.
Besides, concealment cannot be criminalized in case of intangible things, gifts and
compensations for committed criminal offence (Fuchs 1 Reindl-Krauskopf, 2009, p. 193).
Under the Code, the object of money laundering is criminally derived property or the value
received in exchange for it and represents a part of perpetrator’s overall property. The criminal
offence of money laundering under Article 165 is committed by any person who hides or
conceals the origin of assets that are the proceeds of a felony, an offence against property or
certain other criminal offences punishable by imprisonment of at least one year, the list of minor
offences, an offence against intellectual property, smuggling and avoiding import and export
liabilities or through fraudulent misrepresentation of legal transactions provides false statement
of the origin and right to assets. Hence, the activity consists of concealment (referring to any
activity that hinders discovering), as well as providing false data on criminally derived property.
Under paragraph 2 the criminal offence is committed by any person who obtains, keeps, uses,
transfers to the third person or converts the assets acquired by the criminal activities given in
paragraph 1 (Loschnig-Gspandl, 2001, p. 575). From subjective aspect, potential intent is
sufficient for establishing culpability. As for the criminal sanctions for a basic offence of the
criminal offence the penalty is imprisonment of three years. In case that a person commits
money laundering upon the order or in the interest of a criminal group or a terrorist organization
the penalty is the same as for a basic form, i.e. three-year imprisonment. These provisions are
laid down by paragraph 3. Under paragraph 4 an aggravated form of money laundering is
defined that occurs in two instances. In the first instance the value of property that is the object
of money laundering amounts to €50,000, and in the second aggravated instance a person
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commits the criminal offence of money laundering as a member of a criminal organisation set
up for the purpose of committing such criminal offences. In both instances, the penalty is
imprisonment of one to eight years.

5. EMPIRICAL RESEARCH ON THE CRIMINAL OFFENCE OF MONEY
LAUNDERING

Under Serbian criminal legislation the criminal offence of money laundering is categorized as
an offence against economic interests. Therefore, in accordance with the subject of this paper,
we have analysed this group of offences in comparison with the total number of all offences
committed over the period of ten years, i.e. from 2007 to 2016 on the territory of Serbia.
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Figure 1: Ratio between the overall number of persons accused for all offence types and the
overall number of persons accused for offences against economic interests on the territory of
the Republic of Serbia in the period 2007-2016

Offences against economic interests, which encompass money laundering, in the observed ten-
year period were reported by the bodies of the Ministry of the Interior, citizens, and other
competent authorities even 31,153 times. Thus, an annual average was 3,115 charges against
property. In the same period, the overall number of persons accused for all offence types was
944,823, with an annual average of 94,482 charges. The annual share of offences against
property in the overall number of all charges was 3.3%, which was a small share. The ratio
between the number of indicted offenders for all offence types and the number of indicted
offenders for offences against economic interests, including money laundering, can be seen in
the Figure 2.

Figure following on the next page
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Figure 2: Ratio between the overall number of indicted offenders for all offence types and the

overall number of indicted offenders for offences against economic interests on the territory
of the Republic of Serbia in the period 2007-2016

The analysis of the data in the Figure 2 suggests that in the period 2007-2016 out of 944,823 of
accused offenders for all offence types competent authorities of the Republic of Serbia filed
indictments against 437,031 ot them. In the whole Serbia, the annual average of filed
indictments for all offence types was 43,703. In the same period, 19,111 indictments were filed
against offenders for offences against economic interests, i.e. 1,911 indictments annually. The
share of indicted offenders for offences against economic interests in the overall number of
indicted offenders on the territory of Serbia was 4.4%, which again wasn’t a big share. In the
last stage of criminal proceedings, in the observed ten-year period, out of 437,031 filed
indictments, Serbian judicial bodies passed 338,852 sentences for all offence types or 33,885
sentences on average per year. In the same period, out of 19,111 filed indictments for offences
against economic interests 12,109 offenders were sentenced or 1,211sentences were passed on
average per year. Further to the given data it can be concluded that the share of sentenced
offenders for offences against economic interests in the overall number of sentenced offenders
for all offence types was mere 3.57%, which is a small share.
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Figure 3: Ratio between the overall number of sentenced offenders for all offence types and
the overall number of sentenced offenders for offences against economic interests on the
territory of the Republic of Serbia in the period 2007-2016
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In the last ten years on the territory of the Republic of Serbia 152 criminal charges were brought
for the criminal offence of money laundering in total. Out of that number competent
Prosecutor’s Offices filed 58 indictments, and out of the total number of indicted offenders
courts passed 33 sentences. The number of accused persons, filed indictments and sentenced
persons for the criminal offence of money laundering is shown in Table 1.

Accused, indicted Accused, indicted and sentenced offenders for money
and sentenced laundering in the Republic of Serbia per years
offenders for Total
money laundering | 1500 | 5009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Number ofaccused | ) | s | ¢ | 34 | 23 | 21 | 3 | 9 | 14| 13| 152
persons
Number of indicted ! 4 p ) 4 5 10 5 g 0 58
persons
Number of 1 4 | 6 ; 3 1 3 2 2 | 1 33
sentenced persons

IN TOTAL 14 23 20 34 30 24 16 13 24 35 243

Table 1: Review of the number of accused, indicted and sentenced offender for money
laundering in the Republic of Serbia in the period 2007-2016

In the observed ten-year period, according to the above given table review, it can be concluded
that in total 33 criminal offences of money laundering were committed in the territory of the
Republic of Serbia. The number of accused persons in the period 2007-2016 was 152, and the
number of the indicted was 58. We come to the conclusion that every year about 15 persons are
accused for this criminal offence, 5 persons are indicted and 3 persons are sentenced. The
biggest number of accused persons was recorded in 2010, but further criminal proceedings
against these persons were taken in the following years, because in 2010 plenty of judicial
reforms were conducted, which was the reason why nobody was either indicted or sentenced
for this criminal offence in that year. The biggest number of indicted persons, i.e. 11, for money
laundering was in the last observed year, i.e. in 2016. The same trend is seen in sentenced
persons. In 2016, eleven sentences were passed for the criminal offence of money laundering,
out of which ten were for completed crimes and only one for an attempt of money laundering.
As for the criminal sanctions for money laundering, in the last observed year, one person was
sentenced to imprisonment of two to three years and one person was sentenced to imprisonment
of one to two years. One person was sentenced to a fine of 10,000 to 100,000 dinars. In 2016,
two persons were sentenced to a conditional sentence, and six persons who had committed the
act of money laundering were sentenced to house arrest.

6. CONCLUSION

The Republic of Serbia, as well as the countries in its closer and farther neighbourhood, are hit
by the problem of money laundering. The fact that new money laundering methods constantly
emerge hinders, and in some situaltions prevents law enforcement bodies from tracing illegally
derived proceeds and cut off money laundering pathways. Development of information
technologies facilitates cooperation between law enforcement bodies on suppression of this
occurrence, both on national and international levels, but it also facilitates communication and
contributes to laundering money fast. E-banking makes every-day business much easier, but it
also has a negative impact on the process of uncovering and proving money laundering
offences. On the basis of conducted analyses and multiannual monitoring of this occurrence,
the Republic of Serbia has seen that the placement of illegally obtained proceeds brings about
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closure of companies that do business in accordance with law, as it is almost impossible for
those companies to compete with such disloyal competition. Therefore, Serbia aware of threats
coming from this segment has implemented some measures for improving the legislation that
are expected to yield good results in the current and coming years. The empirical research
conducted for the purpose of the paper suggests the number of accused offenders for money
laundering is different from the number of indicted and sentenced offenders. The share of the
number of sentenced persons for money laundering in the total number of sentenced persons
for all offence types is mere 0.01%, and in the number of sentenced persons for offences against
property is only 0.27%, which is negligible. On one hand, it shows that money laundering as a
detrimental social occurrence is not widespread in Serbian companies, and on the other hand
Serbia lacks a solid legislative framework and efficient system for combating money
laundering.
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ABSTRACT

In todays’ business environment, characterized with hyper competition and more frequent and
radical changes, the requisite for continuous learning and innovating in all areas of doing
business is becoming larger and larger with every new day. The concept of learning
organization presents the ideal type of organization for contemporary business environment —
an organization being able, by facilitating learning of its members, to continuously learn,
transform and adapt to complex and fast changing business environment. Mentioned requisite
for continuous learning and innovating is all the more present in transition economies in which
companies are trying to catch-up with the competition coming from developed economies.
Despite the increasing demand for a new knowledge, the concept of learning organization, the
ideal organizational context for acquiring, distributing, interpreting and memorizing (new)
knowledge, is still to take a full swing in majority of transition economies’ companies. This
paper investigates the nature and the level of presence of learning organization characteristics.
Furthermore, the benefits of learning organization characteristics present in the transition
economy’s companies are being explored in terms of organizational effectiveness. For this to
be accomplished, collected data from 36 transition economy’s companies were processed via
SPSS 23.0 and Microsoft Excel. Obtained results, based on descriptive statistics and bivariate
analysis, offered confirmation of proposed theoretical propositions, while also emphasizing
number of interesting relations and findings.

Keywords: Knowledge, Learning organization, Organizational effectiveness, Transition
economy

1. INTRODUCTION

Even since the 1990°s it was emphasized that learning as an organizational process and learning
organization as an ideal type of organization, capable to continuously learn, transform and adapt
to complex and fast changing conditions, are essential in order to compete in contemporary
business environment. From todays’ point of view, statements such as ‘the rate at which
individuals and organization learn may become the only sustainable competitive advantage’
(Stata, 1989, p. 64) and ‘companies that do not become learning organizations will soon go the
way of the dinosaur; they will die out because they were unable to adjust to the changing
environment’ (Marquandt, 2002, p. xii), seem like a prophecy. According to Shin et al. (2017,
p. 1) competing in contemporary business environment, characterized by increasing uncertainty
and rapidly changing technologies, demands from organizations to rely on the knowledge,
skills, and experience of all of their people by becoming a learning organizations. Indisputably,
the concept of learning organization, since its introduction to the literature and practice by
Senge (1990), with his book The Fifth Discipline: The art and practice of the learning
organization, has become a 'holy grail' type of organization, which every company tries to
achieve at least to some extent. Companies originating from countries, which have undergone
opening-up of the economy to global market, are facing fierce global competition.
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On the other hand, legacy of planned economy and the process of transition itself, which
includes rapid transformation of society, major reforms and economic development, are shaping
organizational norms, practices and overall behavior (Adriaan Boermans & Roelfsema, 2012,
p. 1). In this sense, the challenge of becoming a learning organization for companies from
transition countries is even more important, due to the radically new, highly demanding market
conditions which they are suddenly facing, while this challenge is also even more difficult
because of the their transition economy's legacy. Having in mind previously stated, the purpose
of this paper is to investigate the extent to which companies from transition countries have
achieved desirable characteristics of learning organization. By providing results related to the
nature and the level of presence of learning organization characteristics in these companies and
exploring the benefits of present learning organization characteristics for companies in terms
of organizational effectiveness, we hope to expand existing insights and knowledge about the
practice of learning organization, especially in the context of transition economies.

2. LEARNING ORGANIZATION

The term learning organization is often being confused with the term organizational learning,

sometimes even with the terms organizational knowledge and knowledge management. While

organizational knowledge (theoretically) and knowledge management (practically) are focused
on content of knowledge, organizational learning and learning organization are focused on
processes: (1) organizational learning theoretically investigates the processes and pending
relationships of learning at various levels in organization (individual, group, organizational,
inter-organizational) and (2) learning organization refers to practical alignment of systems and
infrastructure (strategy, structure, culture, procedures,...) in order to facilitate organizational
learning (Easterby-Smith & Lyles, 2005; Vera & Crossan, 2005). Therefore, learning
organization is ‘organization which facilitates the learning of all its members and continuously
transforms itself” (Pedler et al., 1991, p. 1), where people continually expand their capacity to
create the results they truly desire, where new and expansive patterns of thinking are nurtured,
where collective aspiration is set free, and where people are continually learning to see the
whole together (Senge (1990, p. 3). As emphasized above, learning organization is an ideal type
of organization able to continuously learn, adapt and transform. In order to achieve this kind of
organization in significant extent, number of building blocks need to be designed and put in
practice. Namely, various conceptualizations of building blocks and dimensions of learning
organization are present in the relevant literature. For instance, founder of the concept Senge

(1990) proposed mastery of five disciplines in order to become a learning organization: (1)

system thinking, (2) personal mastery, (3) mental models, (4) building shared vision and (5)

team learning. Later authors have expanded or concretized mentioned, according to some of

them, too abstract conceptualization. Related to this, some of the most influential
conceptualizations are as follows:

e Pedler et al. (1991) - eleven areas through which learning organization occurs: learning
approach to strategy, participative policy making, informing, formative accounting and
control, internal exchange, reward flexibility, enabling structures, boundary workers as
environmental scanners, intercompany learning, learning climate, and self-development for
everyone;

e Watkins & Marsick (1993) - seven dimensions of learning organization: (1) leadership for
learning, (2) system connection, (3) embedded system, (4) continuous learning, (5) dialog
and inquiry, (6) empowerment and (7) team learning;

e Goh (1998) - five strategic building blocks of learning organization: (1) clarity and support
for mission/vision, (2) transfer of knowledge, (2) shared leadership and involvement, (4) an
experimenting organizational culture and (5) teamwork and cooperation, supported by two
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major supporting foundations: (1) organization design that supports learning and (2)
employee competencies and knowledge acquisition;

e QGarvin et al. (2008) - three building blocks: (1) a supportive learning environment, (2)
concrete learning processes and practices and (3) leadership behaviors;

From the listed conceptualizations, it is evident that there are many overlaps between proposed
dimensions and that comprehensive, persistent and committed effort by all organization
members needs to be undertaken in order to create and sustain a learning organization. Although
exceptionally demanding, mentioned effort, i.e. transformation into and sustaining a learning
organization, enables such an organization, on continuous basis, to compete and overcome its
competitors and to achieve far better business performances. Just mentioned is evidenced by
numerous researches in the relevant literature, suggesting strong relationship between learning
organization and business performances, especially organizational innovativeness (Hussein et
al., 2014).

3. METHODOLOGY

In order to provide insights and answers to the main research questions posed in the paper,
empirical research was conducted during 2017. In order to gain insights into (1) learning
characteristics present in researched companies and (2) into their organizational effectiveness,
specially designed questionnaire was used. For learning organization characteristics, the
questionnaire was based on the widely used conceptualization of learning organization by
Pedler et al. (1991), while Kaplan and Norton’s (1996) Balanced Scorecard concept served as
a foundation for organizational effectiveness investigation. Responded questionnaires were
enrolled in and processed using SPSS 23.0. and Microsoft Excel. Graphical presentations of
research results were produced using Microsoft Visio. While investigating learning
organization characteristics and organizational effectiveness via questionnaire, Likert-type
scales were used. Gliem and Gliem (2003, p. 88) suggest that 'when using Likert-type scales it
1s imperative to calculate and report Cronbach’s alpha coefficient for internal consistency
reliability for any scales or subscales one may be using'. Although, there is no consensus among
scholars on acceptable values of Cronbach alpha, the widely-accepted stand in social sciences
is that alpha should be .70 or higher, whereas values very close to 1.0 are not desirable, because
they indicate item redundancy. In this sense, George & Malery (2003, p. 231) provide the
following rules of thumb: “ > .9 — Excellent, > .8 — Good, > .7 — Acceptable, > .6 —
Questionable, >.5 —Poor, and <.5 — Unacceptable”, while Nunnally and Bernstein (1994)
emphasize that values of alpha between .70 and .95 are acceptable. For two concepts
investigated in this paper reliability statistics were calculated and they indicate that both scales
show excellent internal consistency reliability (Table 1), meaning that produced results, based
on designed questionnaire and scales are consistent measures of mentioned concepts.

Table 1: Reliability statistics for measurement scales used in research (N1=36; N>=147)

Reliability Statistics

Scale Number of items Cronbach’s Alpha Interpretation
Learning Organization 15 .937 Excellent
Organizational Effectiveness 20 911 Excellent

147 respondents from 36 transition economy’s companies constituted research sample (Figure
1), where the number of respondents per company is correlated with size of the company,
ranging from 1 respondent in the smallest companies to 12 in the largest ones.
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Large majority of companies in the research sample were privately owned companies, with the
2:1 ratio in favor of domestic privately owned companies (59.18%). Various predominant
activity and company’ age were present in the sample. As for the company’s size, correlated
with economy’s structure, large majority of the sample were small and medium-sized
companies.

Financial
Commerce Construction Transport services Hospitality Other
Predominant activity 26.53% R 11.56% | 9.52% | 9.52% 31.31%
Private domestic Private foreign State Mixed
Ownership 59.18% 27.89%
<5 5-10 11-20 21-50 >50
Company’s age (years) 12.24% | 9.52% 26.53% ‘ 24.49% ‘ 27.22% ‘
<50 50-100 101-250 251-1000 > 1000
Size (number of employees) 33.33% 27.21% 11.56% ‘ 10.20% 17.70% ‘
Male Female
Respondents’ gender 56.16% 43.84% ‘
MBA or
High school College University diploma PhD
Respondents’ qualification 43.83% 19.86% 30.82% )5.49@(0
18-29 30-39 40-49 > 50
Respondents’ age (years) 22.60% 3151% 25.34% | 2055% |
<5 5-15 16-30 > 30
H
Respondents 20.42% 34.69% 34.01% | 10.88%
overall years of service
<5 5-15 16-30 >30
H
.Re§p°ndents years of 40.00% 42.07% 15.86% 2.00
service in current company
Lower Middle Top
First-line employees Administration staff Engineers  mngt mngt mngt
Respondents’ position 40.00% 31.97% 6.80%| 13.61% ‘ 8.16% | 10.88%

Figure 1: Characteristics of the research sample (N;1=36; N>=147)

Women and men were almost equally present in the sample, whereas two middle-aged groups
take predominance in the sample. Closely related, same can be said for the length of overall
service, where the length of service between 5-15 years and 16-30 years present 34.69% and
34.01% of the sample. One of the most important characteristics of the respondents in the
sample, length of service in current company indicates the good representativeness of the
sample. Namely, there is almost an equal share of relatively new employees (40.00%), with
new and fresh attitudes toward learning and learning conditions, and ‘natives’ (younger and
older), which know own company and its learning and working conditions very well. Lastly,
all groups of employees were present in the sample, from first-line employees and
administration workers, two groups who have dominance in the sample (40.00% and 31.97%),
to engineers and managers.
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4. FINDINGS

The presence of eleven areas or characteristics of learning organization were investigated in
researched companies. Mean values for mentioned characteristics are shown in Figure 2 and 3.
Overall presence of learning organization characteristics, i.e. the extent in which researched
companies demonstrate the behavior of learning organization, is 3.51 on the scale from 1 to 5.
It is a medium level of characteristics’ presence, indicating that researched companies are on
the path of becoming learning organizations, but have a lot more work to do in order to really
become a learning organization. Areas which are better developed in terms of learning
organization are strategy (3.61) and internal learning (3.57), while external learning is an area
which is the least developed. More detailed analysis of the characteristics’ mean values provide
additional valuable insights. Namely, focus on horizontal relations, task forces and teams
(3.39), enabling flat organizational structure (3.42), external knowledge acquiring through
collaboration (3.36) and continuous questioning and formal organizational efforts (3.29) are the
most problematic areas. On the other hand, strategic support for learning, despite failures (3.76),
provision of information systems and databases for learning (3.62) and expectation from
employees to continuously learn and develop are better leading aspects of learning organization
in researched companies. These results suggest that companies tend to stimulate learning
declaratively, and that this declared commitment needs to be better supported by organizational
systems and infrastructure. Apart from formal systems, databases, information systems, aimed
on institutionalization of knowledge (memorizing the knowledge in organizational systems),
real effort needs to be undertaken to implement organic and flat structures and teamwork which
will facilitate better collaboration, internal and external, and team learning. Also, companies
expect, or in some cases pressure their employees to continuously learn and develop, while
organizational efforts

Strategy M = 3.61

Structure and systems M =3.46
Learning opportunities M = 3.46
Internal learning M = 3.57

External learning M = 3.41

LEARNING ORGANISATION M =3.51

Figure 2: Summary profile of learning organization characteristics in researched companies
(mean values) (N1=36; N>=147)

Figure following on the next page
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Figure 3: Profile of learning organization characteristics in researched companies

(mean values) (N;=36;, N.=147)

in this aspect are lacking (R&D efforts). All this indicates the misalignment of companies’
efforts in providing a learning organization context. Namely, at individual level it is expected
from employees to learn, while on other learning levels (group, organizational, inter-
organizational) supporting mechanisms and systems for learning are missing. This can be
especially said for formal structural arrangements, which need to place a significantly larger
emphasis on horizontal relationships, integration and collaboration. Having in mind previously
discussed results, significance tests were conducted in order to examine the role of companies’
several demographic and formal structural arrangements in their development of learning
context (Table 2 and Figure 4). As for demographic characteristics of researched companies,
results presented in the Table 1 show that company’s age is not a significant factor in developing
learning organization characteristics (p>.05). Differences in learning organization
characteristics in relation to ownership exist in the area of strategy (p<.05), whereas these
differences also exist in some other areas (structure and systems, learning opportunities), when
considering ownership, but were determined with lower confidence level (p<.10). Similar
conclusion can be drawn for the factor of size, which naturally plays significant role in strategy
as well as structure and systems.
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Table 2: Differences in learning organization characteristics (summary dimensions and
overall) in relation to specific characteristics of researched companies (significance tests)
(N1=36; N>=147)

ANOVA
Number
of mngt | Span of Structure
Ownership Age Size levels control Specialization type
Strategy .050 .92 .041 .006 .026 .054 436
Structureand | 5q 457 | 023 | .035 002 .000 036
systems
LCEII, 087 224 | 077 .023 055 .004 079
opportunities
Internal learning 463 .369 .080 .002 .091 .044 .085
External learning A1 .593 .246 .161 .011 .000 .010
LEARNING
ORGANIZATION .059 247 .061 .005 .006 .001 .045
420
3,757
3,90
3,507 9
‘S 3,607
S 3,257 &
s 2 3307
c
3 3.007 3,001
2 :
2,757 T — T — T
not specialised somewhat specialised  vel
specialised invery specialised specialised
2,50 at all small
amount
verysmall small  optmal  large verylarge Employee’s specialisation related to possessed
knowledge and skills
Number of management levels
4,007
4,257
3,807
O 4,00
|
s 9 3,601
c el P
é 3,75 %
S 3,407
3,50
3,257 3201
13 47 815 1540  >40 3,00]

Span of control (number of direct T T T T T T T
subordinates) functional divisional divisional matrix team process  combination
(geographic)  (product) of types

Predominant organisational structure

Figure 4. Differences in mean values of learning organization characteristics in relation to
researched companies’ selected characteristics (Nj=36; N>=147)

Results related to four structural arrangements show that they play significant role in overall
development of learning organization, as well as in development of majority of specific learning

organization characteristics. Graphical presentation indicate that the decrease in number of

management levels and the increase of number of direct subordinates and employee’s
specialization related to possessed knowledge and skills lead to higher level of learning
organization development. As for organizational structure types, geographical dispersion, team
structure and combination of several types of structure tend to lead to higher level of learning

organization development. The number of management levels play significant role in all areas
of learning organization except external learning.
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With slightly lower level of confidence (p<.10), it can be concluded that span of control,
specialization and structure type are significant for all areas of learning organization, especially
for structure and systems and external learning (p<.05). Previous conclusions cannot be drawn
for the role of structure type in learning strategy. Results related to the role of demographic
characteristics and formal arrangements in learning organization development indicate that
formal arrangements are very important in achieving desired learning context. This is in
accordance with previously stated conclusion about the necessity of emphasizing more
horizontal approach of performing business and business tasks. In other words, modifying
structural arrangements such as the number of management levels, span of control,
specialization and overall organizational structure in a way in which autonomy, flexibility,
collaboration, mutual adjustments, etc. will have a central role, will eventually lead to higher
levels of learning organization development. Finally, examined learning organization
characteristics were related to the effectiveness of researched companies in order to see whether
these companies benefit from the level of their learning organization development (Table 3 and
Figure 5). With correlation coefficients indicating a medium strong correlation (.45 <r <.75),
and models explaining from 21% to 37% of total variations in dependent variables due to the
variations in independent variables, conducted linear regressions are indicating that all learning
organization areas in researched companies have positive effects on their organizational
effectiveness (p<.01). Internal learning and strategy have significantly stronger influence of
organizational effectiveness then the remaining three learning organization areas. In this sense,
external learning has the weakest influence on organizational effectiveness. Again, these results
are showing that misalignment in development of learning organization areas needs to be
avoided, i.e. all aspects of learning organization need to be almost equally developed in order
to fully benefit from the transformation into learning organization.

Table 3: The effects of learning organization characteristics on effectiveness in researched
companies (linear regressions) (N1=36;, N>=147)

Regressions

Model Summary
Model | R | Rz | ANOVA
Sig. Regression equation
Strategy 1 587 | .344 .000 Effectiveness = 1.981 + 0.395 x Strategy
ST E17 1 459 | 211 .000 Effectiveness = 2.262 + 0.330 x Structure and systems
systems
ECEITINE) | 504 | 254 | .000 | Effectiveness = 2.441 + 0.279 x Learning opportunities
opportunities
Internal learning 1 .588 | .345 .000 Effectiveness = 1.952 + 0.408 x Internal learning
External learning 1 460 | .212 .000 Effectiveness = 2.592 + 0.238 x External learning
LEARNING . _ . -
ORGANIZATION 1 .609 | .371 .000 Effectiveness = 1.835 + 0.447 x Learning organization

a. Dependent Variable: Effectiveness
b. All requested variables entered
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Figure 5: Graphical presentation of the effects of learning organization characteristics on
effectiveness in researched companies (linear regressions) (N1=36, N>=147)

5. CONSLUSION

The research conducted in this paper aimed to offer additional insights into the development of
learning organization characteristics in companies originating and operating in transition
economy. Obtained results are indicating that there is a lot more to be done for these companies
in order to reach higher levels of learning organization development. In this sense, the first
problem of learning organization development in transition economy’s companies, that arises
from conducted research, is a general misalignment of efforts in learning organization
development, with some areas better developed than others. The area of structural
arrangements, 1i.e. enabling flat structures and focus on horizontal relationships and
collaboration, is another problematic area. The legacy of planned economy and guaranteed
stability has its deep roots in mechanistic structures and systems of researched companies. By
redesigning to more organic and flattened structures and systems, while also developing
remaining learning organization areas, transition economy’s companies can truly benefit from
all the advantages of becoming learning organization. Not remaining on the course of becoming
a learning organizations and while doing that, not moving away from mechanistic paradigm,
will put these companies in even more difficult position when competing on the global market,
dominated by (learning) companies from developed countries.
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ABSTRACT

Communication of a large organization in a written form should be treated as an element of
building the company's image and creating relationships with clients. The purpose of the article
is to identify key elements of written communication and to adapt them to the preferences of
young clients (up to 40 years of age). Young consumers have different expectations than mature
people, they feel the lack of time resulting from the beginning of their professional career and
setting up their own households, they have different habits, they skip through long letters, they
want to have everything straight and first of all shortly explained. The article reviews the
available literature on the subject of written correspondence, it contains the results of
qualitative research and indicates the universal principles of constructing written messages
addressed to young consumers.

Keywords: Communication, Company image, Young consumers, principles of constructing
written messages

1. INTRODUCTION

Communication of a large organization in a written form should be treated as an element of
building the company's image and creating relationships with clients. It should be compliant
with the highest standards and changing expectations of clients, especially if it is a serial
correspondence sent on a large scale. For this reason, corporate correspondence should be
personalized, which is often difficult to implement in the case of a large scale of the company's
operations. In this context, large organizations recognize the need for a deeper analysis of
changes in customers' purchasing behavior, understanding their preferences and approach to
how to receive / understand written correspondence, to adapt this form of communication to the
expectations of their recipients. Companies analyze questions or problems, which clients most
often address to them to develop templates that facilitate answering. The purpose of the article
is to identify key elements of written communication and to adapt them to the preferences of
young clients (up to 40 years of age). Such a wide age range, in relation to young people, is
connected to the specificity of the energy industry, whose clients are usually independent people
which establish their own households. In Poland, more and more often being a 30 year old
person is a breakthrough for young people and a kind of psychological barrier; they are 30 years
old when they start thinking about becoming independent.
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In 2016, the average age of getting married was over 29 years, which is almost 5 years more
than in the early 90s of the last century. In 2016, women who got married were on average 27
years old, compared to 23 years in the early 90s [CSO, 2017b, pp. 14-18]. Men decide to start
a family "before thirty". From the point of view of effective communication, it is important to
shape the message so that it is properly understood, to determine what permanent elements such
correspondence should contain and how to plan the writing visually.For this reason, qualitative
research was carried out in cooperation with a Polish large energy company (electricity seller,
one of the five largest energy sellers in Poland). The energy company, which has about 2 million
customers, sends thousands of letters every day, and every employee dealing in written
correspondence responds to dozens of customer inquiries. This makes it necessary to use ready-
made response templates that employees can further modify. It is important that these templates
are professionally prepared, easy to personalize and, above all, adapted to the changing
expectations of customers. This article is the second paper in the series devoted to written
communication. The purpose of the article is to identify and adapt key elements of written
communication of a large company with young consumers to their preferences. The study
identified consumer segments to examine their preferences and find out what different
expectations have different customer groups. The article will analyze the results of the research
on young consumers (up to 40 years of age). In addition, mature customers and companies
were also tested (see: research methodology).

2. SPECIFIC NATURE OF WRITTEN COMMUNICATION

Communication research is an important area of research relating to the activities of the
organization (e.g. Bavelas and Barret, 1951; Simon, 1976; Engel, Warshaw and Kinnear 1998;
Kelly, 2000; O'Sullivan et al., 2005; Simon and Violani 2011). The quality of the relationship
between the sender and the recipient is significantly influenced by written communication. It is
often preferred by managers (Gray, Ottesen, Matear 2005). Efficient written communication,
compliant with the highest standards and expectations of addressees, is a very important
element of building a large organization's relationship with clients. Raciti and Dagger's research
has shown four components of written communication that influence the development of
customer relations: message clarity, aesthetics, accuracy and physical features [Raciti, Dagger,
2010, pp. 103-108]. It 1s worth to follow certain rules that facilitate communication. J. Pulitzer
formulated the following principles of correct written communication: short - for the text to be
read, clearly - for the content to be understood, figuratively - for the information to be
remembered, - exactly - so as not to be misled and encourage action [Drucker, 1992, p. 153].
Symbols and choice of fonts that influence the perception of the company and may be an
element enabling recognition of the brand are also important in marketing communication
[Cviti¢, Simi¢, Horvat, 2014, pp. 49-50]. Handwritten messages are the element of written
communication that can strongly influence the relation. Handwritten messages are more
effective than print messages in building relationships in a service context because they elicit
stronger feelings of warmth because of both the perception of greater effort and feelings of
greater psychological closeness to the service provider (Xingyao, Lan, Jiangang, 2018).Written
communications include: notes, letters, e-mail, faxes, internal bulletins, notices placed on notice
boards or any other form of written communication involving words or symbols [Robbins,
2004, p. 225]. The company's written communication should be linked to the company's vision.
Research shows that there is a correlation between the clarity of the company's vision and the
quality of written communication of the company [Sethi, Adhikari, 2012, pp. 43-48], which is
primarily aimed at the permanent preservation of the information contained in it and its precise
transmission [Trocki, 2012, p. 321]. The disadvantages of this form of communication are: long
waiting time for the answer, the possibility of inaccurate understanding of the content by the
addressee, the official character, and the possibility of occurrence of the so-called knowledge
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effect. The knowledge effect is a tendency of individuals to assume that their own knowledge
is shared by others (Hayes, Bajzek, 2008). It makes written communication incomprehensible
due to a lack of understanding of the words and terms used in it. Written communication is also
closely related to the skills of people who run it. Companies pay more and more attention to
these skills when recruiting potential employees (Krapels, Davis, 2003). Also, universities are
trying to prepare students, including written communication as one of the key business skills
(Addams, Allred, 2015). Written communication is one of the basic (generic) business skills
(Calma, 2013). It should be developed by the company, according to the specifics and
characteristics of its clients. The analysis of written documentation must be clearly embedded
within the context in which it is written: successful inference is based on this premise (Clarke,
1999). Attention should also be paid to the cultural aspects of written communication. It is still
a new issue in scientific research. Despite the pervasive nature and importance of written
language, scant research has addressed differences between East/West consumer responses
attributable to native script processing (Hernandez, Minor, 2010).

3. SEGMENTATION OF CONSUMERS

In the serial correspondence, due to the difficulty of adapting the letter to an individual
recipient, it is advisable to segment the buyers, enabling the most important elements of the
letter or form to be adapted depending on a given group the recipient belongs to. It is necessary
to match the message, vocabulary and form to the circumstances, so as to use this form of
expression for the best communication with its addressees [Simerson, Venn, 2010, p. 197].
Along with generational changes and rapid development of the technical and technological
environment, it is possible to observe the formation of communication habits characteristic for
the analyzed market segments (e.g. baby boom generation, generation X, generation Y,
millenials). Young people who have been included in the research (under 40 years of age)
belong to the X, Y and millenials generations. Generation X (32-46 years old) are people who
use computers and smartphones, but most trust "face to face" contacts or in a written form as
well as a paper archive. Generation Y and millennials (18-32 years) are young people who are
characterized by: free use of electronic devices, impatience, lack of ability to communicate
directly, perception of the world through the prism of their own benefits, comfort and
convenience, also in relation to contacts with the environment. Internet usage is common among
the youngest Poles 18-24 years (100% Internet users) and almost universal among people aged
25-34 (96%). Among respondents from 35 to 44 years it is 87% of people (CBOS, 2017, p. 2).
Habit and trust in proven forms and channels of communication become the basis for making
decisions in the conditions of a leisure time deficit. The latest CSO report on the quality of life
in Poland shows that Poles feel a deficit of free time. As many as 19% of respondents over 16
said they did not have any time off during the weekday. Lack of free time can be noticed mainly
in two age groups: 25-34 years and 35-44 years. In these groups, respectively, 28% and 31% of
the respondents determined that they did not even have enough time to do the necessary
activities or could hardly do everything, but at the expense of free time [CSO, 2017a, pp. 67-
68, 87-90]. The generations of X, Y and millenials combine high professional activity, affecting
the pace of life, perception and the ability to use various forms of written communication. In
particular, in addition to traditional letters, they use e-mails and text messages in written
communication (Hoflich, Gebhardt, 2005).

4. RESEARCH METHODOLOGY

The conviction of consumer rationality and domination in his/her thinking of cognitive
processes 1s visible in most publications on consumer behavior (Kaczmarczyk, 1995, Smyczek,
Sowa, 2005, Kiezel, 2010, Kiezel, Smyczek 2011, Rudnicki, 2012). Modern research, however,
shows that consumers have little awareness of their consumer needs and motives of choices and
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attitudes and their sources. This has huge consequences for marketing research, directing them
to the development of qualitative research (Maison, 2015; Tyszka, 2000). The changes observed
in classical qualitative research (Merton, 1946) are a consequence of two phenomena: thanks
to the findings in psychology of the last 20 years, which were popularized under the name of
behavioral economics (Ariely, 2009) and the emergence of new technological solutions that
allowed relatively easy collection of data from respondents using the Internet, e.g. bulletin
board or analyzes based on information present in the network (discussion groups or social
forums), at the same time allowing for careful observation of real feelings and discovering the
causes of specific behavior and decisions of people. The presented research was conducted in
Szczecin, in the focus workshop in the Service Inter Lab center from 13.06 to 06.07.2017. The
authors of this article were responsible for the scenario of the research, selection of respondents
and moderation of interviews. The energy company provided sample templates of written
communication and participated in adjusting the scenario of the research to the specifics of the
industry. People using the services of the energy company, selected in a targeted manner were
the respondents. Differentiating criteria included: gender, age, education, as well as the type of
customer - individual or business. In the first stage of the study, three focus group interviews
(FGI) were conducted - two among individual consumers divided into young people (up to 40
years of age) and mature people (over 40 years) and one of the company's representatives.
During the second stage of the study, i.e. the verification stage, two research groups were
accepted - individual persons and corporate customers. Each group interview (FGI) was
attended by 7-8 participants, this is the optimal number due to the duration of the study and
possibility of an effective examination. The objectives of the focus studies and individual
interviews were as follows:

e Objective 1: Analysis of customer behavior and preferences regarding written

communication.
e Objective 2: Analysis of the current state of written communication in visual terms.
e Objective 3: Analysis of selected elements of the written message in terms of its
affordability.

The written communication presented during the research included, for example, personalized
letters based on templates provided by the energy company and which concerned the most
common cases of correspondence with consumers.

5. DESCRIPTION OF CONCLUSIONS

5.1. General expectations concerning communication

5.1.1. Evaluation of the company and the way of communication

The examined energy company is in most cases positively perceived by young people. There
were natural associations with energy, electricity, bills and payments. The associations with the
company color - blue and promotional activities of the company (sponsoring sports events)
have been mentioned, and well evaluated by the respondents. The energy company is seen as a
reliable service provider and the most important operator in this industry.

5.1.2. Electronic form of correspondence

Young people prefer e-mail correspondence because of its virtual character and the possibility
of checking it from different places. It is also easier to find it in the e-mail box and later reach
for the given information. Communication through this channel is faster and cheaper. The only
advantage of the paper form is that it contains stamps, subject, customer number - placed in the
content of the letter.
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5.1.3. E-mail correspondence

Also, e-mail correspondence contains permanent elements relevant to the addressees. The first
element indicated is the subject of the e-mail, which should be formulated briefly and clearly
specify what the correspondence relates to. E-mails to customers should be sent from the
address with the possibility of replying so that they would not have to look for an address on
the company's website. If the graphic with the ad is placed at the top of the message, then they
notice the risk of not reading the message further. For this reason, the respondents suggested
that the promotional content may be on the side of the message or under the right message,
always with the possibility of automatic redirection to the source page. As a start of the e-mail,
you can put the formula "thank you for contact", which is received positively by the young.
However, in the case of unpleasant matters for the client - such as complaints, it is worth to
refer directly to the point without thanking for contact. The content of the e-mail should be short
and written in a simple language, with an indication of what steps the client should take or what
is the outcome of the case. The signature of the person writing the e-mail should be on the left,
which is generally accepted in electronic correspondence. Each customer application, which is
sent from electronic service office or from a form on the website, should also be known to the
client.

5.1.4. Contact by electronic service office

Young consumers like the separation of an electronic service office, where after logging in they
can submit a case for implementation and follow the course of completion. This is a relatively
new service available to all customers of this company from mid-2016. The young people
surveyed so far have not used the electronic service office of this energy company, and as the
main reason they reported lack of knowledge about this service. The company was mainly
interested in encouraging customers to give up traditional invoices sent by post to electronic
invoices, which would significantly reduce the cost of correspondence (sending one letter in
Poland costs about 0.5 Euro and invoices are sent every two months). However, young
respondents would like to receive specific benefits from the company for the inconvenience
caused by them, resulting from the need to print an invoice. Such a positive incentive would be
the possibility of obtaining a small discount in subscription fees (e.g. in the amount of 0.25
Euro per month). According to the respondents, the e-invoice should be sent by e-mail in the
form of a PDF, because every time you log in to your account, to print an invoice is
inconvenient. Other expected benefits are SMS or e-mail notifications with information about
the invoice issued and the upcoming payment date.

5.1.5. Frequency and assessment of correspondence

Young respondents repeatedly corresponded with companies. The preferred form of
communication is e-mail, but they also contact by the hotline. Correspondence with
corporations is difficult due to the formal language of the scripts and the long waiting time for
a response. Letters sent by companies are first of all too long, written in incomprehensible
language (industry terms) and too many articles and laws are cited in them. Young consumers
have a feeling of being unable to influence the way a large company communicates, so they
only browse correspondence without trying to understand the content in depth. In this case, the
headline is important to understand what the company wants to convey. Letters regarding
changes in regulations, which must be sent by companies (statutory duty), are treated as general
information, none of the surveyed young people reads them.

5.1.6. Understanding the message

The examples of written correspondence presented to the respondents were assessed as very
complicated.
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You need to read the entire content twice to understand the meaning and find specific
information. The letters lacked information, for example: from what and on what tariff a change
is introduced, what amount will be payable, after changing the terms of the contract, if there
was a change in the account number - there should be clear information for the client, which
account is valid along with its number. The letters were considered improperly arranged - the
most important information for the client should be in the introduction of the letter, so that
he/she would not have to delve into the content to find out what is the company's decision in
his/her case. The models provided in the letters contained numerous abbreviations
incomprehensible for young recipients, e.g. TPA, Tariff CX ... GX. Some abbreviations have
been explained like DSO, but customer would also like a glossary who is this "Distribution
System Operator". Each abbreviation according to the respondents should be explained in
brackets, and it is best to use a simple language devoid of technical jargon instead of
"Measurement and accounting device" simply "meter" should be used.

5.1.7. Explanation of a complicated procedure

In the case of a complicated procedure, for example connecting to the network, young people
suggested infographics explaining the next steps. Thanks to this, the letter would have greater
readability and it is easier to remember pictures of the recipient. The procedure can also be
explained on a separate page, as an attachment in which the procedure is shown in detail.

5.1.8. The length and layout of written communication

The visual layout of the written communication is of great importance to young consumers. The
basic expectation includes a carefully designed letterhead - containing the company logo in the
header and contact details in the footer (website, email address, telephone, mailing address). If
such data is contained in letterhead, there is no need to repeat it in the content of the letter,
unless in a given case one should contact a specific person or department, then this information
should be provided in bold characters. After reading the model letters, the respondents stated
that there is too much content in them. The company used a single line, but it created the
impression of a lot of information. Young people suggested a 1.15-1.5 line spacing between the
lines. In the templates, the margins should be unified - which was not standard in the company.
They should not be too wide (from 2 to 3 cm), so that the content of the letter does not extend
to subsequent pages. The individual paragraphs should be clearly separated and there is no need
to indent at the beginning of the paragraph. In the opinion of young customers, it would be good
if the issue could be described on one page. If there is more than one page, then the page
numbering should be included (in the format: page 1 of 2, or 1 of 2).

5.1.9. Font size and bold characters

Young people pointed to the lack of unified fonts in the presented letters. The company should
choose one type of font and consistently use it, because the lack of uniformity creates an
impression of lack of professionalism. In their opinion, all elements should have a fixed size -
date, customer data, contractor's number, correct wording of the letter, word ‘concerns’,
signatures. Some of them can be either bold or bigger (letter number or contractor's number) to
make them easier to find. The person who writes the letter should select the most important
information, so that the client can quickly find it when looking at the written communication.
Such key information is, for example, the date of payment / notification / implementation, the
account number to be paid, the notice period.

5.1.10. Structure of sentences

In the presented model letters, the messages were built of long and repeatedly composed
sentences.
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Young people perceived this way of communication as anachronistic and official. Their task
should be short and without specialized vocabulary. This is best reflected in the opinion of one
of the respondents, "The simpler the better, to the point, simply and clearly." The content should
contain only important information, and all unnecessary phrases: "We would like to inform you,
we mention that, we remind you that" should be replaced with simple messages.

5.1.11. Letters of admonition about arrears

Caution is advised in formulating the content of debt collection letters, it seems necessary to
verify the exact situation, and only then to issue notes or invoices to clients. Negative customer
experience, such as problems with unjustified claims for debt collection, strongly affect the
perception of the brand. The respondents would prefer SMS reminders about the upcoming
payment date for the invoice, and if the deadline expired, also a delicate reminder "We remind
you about the overdue invoice and we ask you to settle it". The first notification should be based
on the principle of the "lack of bad will" of the client, resulting from omission or inattention.
In the event of power disconnection, without fault on the part of the customer, young customers
expect a formal apology and compensation from the company.

5.2. Analysis of standard elements of written communication

5.2.1. Contractor's number

Young participants believed that the contractor's number should be placed in the written
communication and additionally emphasized by bold characters because it is used to identify
and refer to this number when communicating with the company. In the template presented,
this number was in the upper part of the letter on the left, under the number of the letter.

5.2.2. The phrase "concerns"

The heading in the form of "concerns" was assessed as useful, the form makes the impression
of an official letter, but it facilitates the understanding of the content of the letter. The headlines
in the letters should be reformulated to make them shorter and present a solution for the client.

5.2.3. Courtesy phrases

In the formal correspondence of the company with clients, the recipient should not be addressed
by name, but always with courtesy forms. The form "Dear Sir / Madam, Ladies and Gentlemen"
is acceptable, but without adding a name. This phrase should be personalized by using the right
form in greetings and also in the entire content of the letter. This involves the need to
personalize many fields in the content of each template, because if the letter is addressed to a
specific person, then all content must be adequate. At the end of the written communication,
the respondents suggest a formal phrase " sincerely".

5.2.4. Standard phrases

The message should be formulated in a polite and understandable way for the client. Also in
traditional correspondence, the phrase "thank you for contact" was positively evaluated, subject
to situations described when discussing e-mail correspondence. Then, the phrase "In reference
to the letter of ...." ss useful, because the client knows which application the company refers to.
The phrase "we inform you that we verify all matters carefully" was assessed negatively. Young
people suggested that they would prefer the phrase "Please be advised that the case reported by
you has been thoroughly analyzed". It is important for the addressee whether his/her case has
been thoroughly investigated. In the event of a negative decision regarding the cancellation of
the penalty imposed on the client, the respondents suggested that the company would be able
to offer a payment in installments. It was very desirable to send the letters of apology for the
mistake made by the company ("We apologize for the situation ...").
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They show respect and serious approach to customers. As stated by the respondents, such
admission of error "humanises" the company. "If you have any questions, please contact us" is
sufficient information in the letter, unless it is recommended to contact a specific person, then
his/her name and phone number should be provided. The phrase ending the letter "We hope for
further cooperation" was received positively, but its placement should be conditioned by a
specific situation. If the company refuses to help the client, it should not be included in the
letter.

5.2.5. Signature

Correspondence should be formulated in first person in the plural, because it represents a large
organization. Statements - "we checked, analyzed" increase the credibility of the message.
However, the letter should be signed by a specific person, so that it is clear who is leading the
case and who wrote the letter - name, surname, function, stamp and facsimile, which increases
the credibility of the correspondence. The respondents expect to personalize correspondence.
The signature "sincerely the customer service department" has been negatively evaluated,
because there is no specific person who is responsible for the letter. In traditional
correspondence, the signature should be on the right side, offset from the right margin.

5.2.6. Legal basis

The legal basis is useful, it is a reference point, because you can check specific provisions if
you have any doubts. There may be a reference to the legal basis in the letter (a specific article),
but one should not quote the content, because no one will read it and this is incomprehensible.
The legal basis should be in the form of the reference in the contentand explained in the footnote
under the letter.

5.2.7. Contact info

The contact details should be in the footer of the letterhead. Also, the traditional postal address
should be placed there, because if consumers receive a traditional letter from the company,
some respondents would like to respond to it as well. The company's address increases the
company's tangibility and increases its credibility.

5.2.8. Advertising of company's products

The ad is colorful, it looks nice, but you can overlook it if it is on the other side of the written
correspondence. On the other hand, a separate card for advertising is, according to the
respondents, a non-ecological solution, because it is a waste of paper. The advertisement placed
at the bottom of the letter does not bother consumers.

6. CONCLUSIONS

The communication channels preferred by young consumers include e-mail or telephone
customer service. The choice of communication channel depends on the type of problem. In the
opinion of young people, the need to visit a stationary office is the worst option. Young people
participating in the research believe that letters addressed to them should be short, specific,
written in simple language, informing about one topic best, and the content should not exceed
one A4 page. It is important to explain "step by step" procedures, avoiding technical terms,
abbreviations and quoting extensive legal provisions. The participants of the study were tasked
with arranging the letters from the puzzles, which suited them best in terms of the distribution
of fixed elements, which made it possible to match the templates of the letters to their
preferences. On the basis of the conducted research, young clients (up to 40 years) common
elements of the layout were developed (from the top of the page):

e letterhead - containing the logo on top left,
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e unified date format (place, day.month.year),

e complete customer data together with the number,

e an explanation of what the letter concerns,

welcome phrase,

the content of the written communication (unified margins, justified text),

farewell phrase (on the right side of the traditional letter, on the left in emails),

legal aspect at the end in the form of links,

attachments,

contacts as a footer in a letter (letterhead: all contact details for the company including
mailing address).

This arrangement results from the traditional layout of the formal letter, but it is worth noting
that it is modified by information contained on letterhead (e.g. address of the sender). The young
respondents also paid attention to the aesthetics of the communications, so that they look
carefully and were the hallmark of the company (color logo, justified text, standardized fonts
and margins). For young individual customers (mass), the basic form of contact with the energy
supplier is written communication addressed to them, coming in the form of letters attached to
invoices. It is important first and foremost as a material certificate of service quality and a
supplement to other communication channels. That is why large companies servicing this
largest segment of young clients should particularly care that written communication be
professional and adapted to the expectations and preferences of young recipients.
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ABSTRACT

Organisational games are a common, although difficult to identify, phenomenon. Most
frequently they identified as a competition for some stakes that are not always clearly defined,
and sometimes one that the players may not even be aware of. An organisational game may be
initiated for different reasons, and the game itself may have various consequences. Games are
a natural social process, and therefore it is natural that they also appear within organisations.
A majority of those games are neutral or positive for the organisation in which they take place.
However, there are also dysfunctional games that reduce the organisation’s effectiveness. As a
result of dysfunctional games organisational systems are subject to stresses and change in
undesirable ways. Long-term dysfunctional games may lead an organisational system to
pathological condition. Dysfunction generated by a game leads to interruptions in the
organisation’s effective operation and makes it difficult, and sometimes even impossible, to
correctly manage the given organisational system. Dysfunctional games are zero-sum games
where the victory of one player means the loss of another (or others) on a similar scale. The
purpose of this paper is to present the sources and selected mechanisms of emergence and
development of dysfunctional organisational games. Phenomena discussed herein will include
such things as externalisation, coalition-building, confrontations, or entrapment.
Organisational games are a phenomenon that is characterised by strong subjectivity, and at
the same time they are a very delicate subject-matter both from the point of view of the
researcher and the study participants. The basis for the deliberations presented below comprise
the author’s qualitative studies carried out among entrepreneurs, managers, and specialists in
organisations of various sizes.

Keywords: Dysfunction, Organizational game, Pathology

1. INTRODUCTION

Limited quantity of broadly understood resources, peer pressure, and individual traits of
organisation members contribute to the emergence and progress of multilateral games both
within the organisation as well as at its point of contact with its environment. The game’s goals,
progress, and consequences affect whether or not its effects are beneficial, neutral, or adverse
for the organisation. If such a game has been going on for a longer period of time and it has an
adverse effect on the operations of the organisational system, we can say that such a game is
dysfunctional. The purpose of this paper is to present the reasons, symptoms, and mechanisms
of development of selected dysfunctional organisational games. Recognising the problems of
broadly understood dysfunctional organisational games, attempting to classify them, as well as
identifying the reasons for their emergence can be a key condition to reducing the
inconveniences they cause or even to eliminating them. This is an important task from the point
of view of management. Any and all organisational dysfunctions are a material factor that
reduces the organisation’s value, and in extreme cases such dysfunctions may lead to serious
problems within organisations. Eliminating them can be the obvious (though not always simple)
way to heal the organisation.
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2. ORGANISATIONAL GAMES: THE THEORY

The notion of a game can be understood in many different ways. Games comprise social plays
conducted in accordance with certain rules, competitions taking place between players or teams
according to the principles specified in the rules of the given discipline, role-playing on stage
or in a movie, rivalry of several competing persons or groups, behaviour consisting in
maintaining a pretence. Each of these meanings can partially apply to organisational games.
They comprise games played according to certain rules, they contain elements of rivalry, they
require the participation of individuals or groups, organisational roles are their important
element, and some of the actions taken during them are only a pretence. The concept of an
organisational game originates in the critique of the economic theory of enterprises and similar
to other concepts subscribing to the neoinstitutional school it questions the realism of applying
formally (methodologically) rational decision-making processes (March, Olsen 1984, p. 741-
742; Clemens, Cook 2007, p. 16-17). An enterprise is not a monolith, but a socio-political
system of conflict that is the object and the subject of various economic and social pressures.
The variety of organisational actors and external stakeholders, as well as their varying and
competing expectations cause the organisation’s situation to be constantly subjected to varied
interactions. One specific role is played by coalitions: dynamic social systems that emerge as a
result of the action of different forces and interests. Coalitions enable pooling of resources,
which strengthens them in their drive towards fulfilment of particular goals; however, due to
their inner diversity they do not last very long and they are also a field on which games are
played. By definition, games are characterised by changeability and unpredictability. These are
caused by, among other things, the player’s preferences that can be unclear or can change in
time, unequal access to information, diverse mental traits of the players, unequal access to
resources available to the players. The stakes that the game is played for can be the power of
individual actors or groups (Crozier, Friedberg, 1980), control over rare resources (Pfeffer,
Salancik, 1978), participation in decision-making processes (March, Simon, 1964), the ability
to reduce uncertainty (Hinings, Hickson, Pennings, Schneck 1974), legitimisation (DiMaggio,
Powell, 1983; Hensel 2008). The stakes won become an important resource in the next
organisational game. According to the neoinstitutional point of view organisational games are
a natural and unavoidable phenomenon. Some authors say that they have their roots in the
environment (Gotsis, Koretzi, 2010, p. 498), others point to the special role of personal
antagonisms (Vince 2001). An important role is also played by the individuals’ special traits
(Znaniecki 1974; Pfeffer 1994) that facilitate or make it more difficult to hold the game
effectively. Confrontations between reasons and interactions, engaging efforts and emotions
are usually a condition of social progress, and therefore, games should not always be viewed as
a negative phenomenon. However, some of them are of dysfunctional nature.

3. DYSFUNCTIONAL GAMES

Dysfunction is a phenomenon that has a negative impact on a specific social system (Pasieczny,
2017, p. 20). Dysfunctional organisational games are frequently treated as behaviours aimed at
securing one’s interests at the others’ expense (Cacciattolo 2014, p. 238) and this behaviour
usually remains contrary to the organisation’s goals (Ladebo 2006, p. 265; Vigoda — Gadot
2007, p. 665). According to Beugre and Liverpool, such organisational games are an example
of antisocial behaviour (Cacciattolo 2014, p. 238). Similar to the other types of games, the key
issue are the advantages and benefits achieved by the players. And similar to constructive
games, such advantages and benefits do not always have to be tangible. Frequently, the
participation in the game itself is a source of pleasure for the player. According to Liu, the
individuals who gain advantages and benefits from organisational games experience pleasure
and excitement, especially when such advantageous or beneficial results are obtained solely in
illegitimate ways (Vigoda — Gadot 2007, p. 168).
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Some researchers believe that the inclinations to play games are an effect of evolution and are
inherited genetically (Vredenburgh, Shea-VanFossen, 2010, p. 27). Evolution leads to the
creation of behaviours and attitudes that are conducive to undertaking challenges, which in a
way promotes competitive attitudes. However, the sources of dysfunctional organisational
games may be quite varied. They can include cultural conditioning (Vredenburgh, Shea-
VanFossen, 2010), management errors, such as clear violation of people’s interests or
manipulation (Cacciattolo 2014, Gestmann 2001), narcissism (Lubit 2001), formal or informal
power (Crozier, Friedberg, 1980; Nicholson 1997). Factors that increase the games’ dynamics
may also include the shortage of resources in the organisation, lack of clarity in the
organisation’s goals, rapid changes taking place in different subsystems of the environment
(Pfeffer, Salancik, 1978; Gotsis, Koretzi 2010; Ladebo 2006), or inadequate institutional logics
(Hensel, 2015). Moreover, people are willing to participate in games when the decision-making
process is accompanied by uncertainty and the organisational resources are clearly limited
(Othman 2008; Poon 2003). Similar to other types of games, groups, in addition to individuals,
also take part in dysfunctional games. In certain conditions informal groups and coalitions have
a tendency for rapid growth (Romm, Pliskin 1997, p. 96). According to James, groups can be
strengthened or weakened by specific organisational culture (Cacciattolo 2014, p. 238). Some
games take place at the point of contact between the organisation and its environment
(Minzberg 1983), and sometimes passive stakeholders become active when phenomena of
import to their interests manifest themselves (Romm, Pliskin 1997).

4. METHODOLOGY AND METHODOLOGICAL LIMITATIONS IN THE STUDIES

This paper is based on qualitative studies carried out in the form of partially-structured
interviews. Their purpose was to identify and become familiar as closely as possible with
dysfunctional organisational games. The anticipated result of these studies was the creation of
an open catalogue of such games. The interviews were held with 46 purposefully-selected
entrepreneurs, managers, and specialists of various degrees of seniority. The interviewed
persons comprised 12 entrepreneurs, 3 specialists working for international corporations, 1
specialist working for a housing co-operative, and 30 managers of various degrees of seniority.
Among the managers there was a sub-group of 10 persons who were simultaneously
entrepreneurs, as they also acted as presidents of their own companies. Industries represented
by the interviewees included: healthcare, construction, retail, wholesale, property protection,
shoe industry, power engineering, municipal services, and others. The interviewees were a very
diverse group: starting with owners of one-man start-ups to highest level managers of
corporations operating on global markets, which enabled the author to view the issues analysed
from different points of view. First of all, the respondents were encouraged to tell their own
stories and share their experiences regarding dysfunctional phenomena within organisations.
Next, the respondents were asked and requested to indicate examples of organisational games
taking place within their organisations, at the point of contact between the organisation and its
environment, or in its near vicinity. Furthermore, they were asked to indicate the sources and
consequences of such games. The auxiliary list for the interview was drawn up basing on the
literature and contained 35 examples of games that may take place in the above areas, but due
to the specifics of the study and the goal assumed, the researcher tried to avoid pointing out
specific examples and making suggestions to the respondents. The interviews lasted from 30
minutes to 6.5 hours. The interviews were recorded and later transcribed. The works are still
ongoing, but the research material collected thus far already enables drawing certain
conclusions and observing certain regularities. Studies of organisational games constitute an
element of broader studies dedicated to organisational dysfunctions and pathologies. The author
had been convinced to commence the study of dysfunctions and pathologies by his long-term
experiences in organisational consulting, which enabled him to notice long-lasting, serious, and
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recurring problems that many organisations are facing. They also appeared multiple times in
organisations applying sophisticated management solutions and managed by people with in-
depth managerial education. The sources of such phenomena were frequently difficult to
identify by using traditional instruments utilised in diagnosing organisations. This convinced
the researcher to take interest in organisational “parallel reality” that is not encapsulated by any
formal patterns of behaviour. The goal of this study, and primarily the study area, in a way
determined the selection of the study’s methodology. In order to create as broad a set of
organisational games as possible a very close, sometimes even informal contact with the
respondents is required. This possibility was offered by partially-structured interviews that only
guide the interlocutor towards the specific subject while at the same time providing him or her
with a lot of freedom to express his or her opinion. Achieving this goal would have been very
difficult if quantitative methods had been applied, because by definition they narrow down the
study. The study methodology applied is characterised by limitations typical for qualitative
studies that pertain to the lack of representativeness as well as limited possibility of generalising
the conclusions drawn from the studies. The relatively large number of respondents is the effect
of the researcher’s drive to achieve theoretical saturation that he managed to obtain within the
field of the notions discussed in this paper. Organisational games are a phenomenon that is
characterised by strong subjectivity, and at the same time they are a very delicate subject-matter
both from the point of view of the researcher and the study participants. Studying them is
difficult, which is caused by several reasons. First, this term is not obvious even to those
representatives of management sciences who are dedicated to studying these phenomena. For
example, P. Hensel instead writes about policies within organisations or political activities
within organisations [Hensel, 2008]. Similar terminology is also used by other authors [March
1962; March, Olsen, 2005; Lewis 2002; Pfeffer 1994]. Even though the terms “organisational
game” and “political activities” are used interchangeably, in the case of this article it seems
prudent to use the former term. The term “political activities” is very closely related to the issue
of power within an organisation, and power may, but need not be, one of the stakes in
“organisational games”. Therefore, it seems that “political activities”, “political coalitions”, or
“organisational policies” should be treated as a type of the games. The purpose of the studies
described was to identify the broadly-understood dysfunctional organisational games, including
those that remain outside the area of power within an organisation. Second, the terms
“organisational games”, and especially “organisational policies” or “political activities”, are not
commonly used in everyday speech or in the organisational vernacular. Therefore, this
terminology was avoided during the interviews. Using it during the interviews would have
required many explanations or providing examples, which, as stated above, the author tried to
avoid. Third, organisational games are perceived very subjectively. Classifying specific
attitudes or behaviours as a game is a matter of the judging party’s individual perspective.
Organisation members perceive social processes through the lens of their own position within
the organisation, their systems of values, and also their interests. Fourth, organisation members
are simultaneously participants in organisational games. Participation in a game is not always
conscious, and its participants usually do not feel the need to name these games or even to
identify them. However, even just a conversation with the researcher may make the interviewee
aware of such participation. Still, this is not always tantamount to the interviewee’s wish to
share his or her opinion with the researcher. Fifth, the purpose of the study was to identify
dysfunctional organisational games. Meanwhile, studying pathologies, dysfunctions, errors, or
inabilities does not seem to be particularly difficult. The attitude that “one mustn't speak badly
about the company” is deeply entrenched. It may result from one’s fear of doing the
organisation harm. It can also be motivated by sanctions possibly imposed by the organisation.
And sometimes, it would seem, the interviewees are afraid that their own attitudes will be
judged negatively or presented in bad light.
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Potential respondents frequently refuse to participate in the interview or do not agree to it being
recorded. Sometimes such consent is given under the condition that the contents of the interview
are not used, even anonymously, in publicly-shared publications. Respondents with personal
motives, e.g. people who suffered from mobbing, employees who were laid off or who are in a
dispute with their organisation etc. are more willing to establish contact with the researcher.
For obvious reasons, information from such sources must be subject to in-depth verification.

5. SYMPTOMS AND MECHANISMS OF DYSFUNCTIONAL GAMES - STUDY
RESULTS
Analysis of the research materials made it possible to identify numerous symptoms of games
within organisations. Some of them were typically dysfunctional, and in several cases such
games led to serious problems — in one of them they threatened the company’s survival.
Dysfunctional organisational games appeared even in companies in which the managers tried
to meet the conditions of ethical leadership (see: Vevere, Linina 2017, p. 93). Obviously, the
quantity and the intensity of the games will grow together with the organisation’s size.
Entrepreneurs participating in the interviews sometimes never noticed the games, and
sometimes they noticed their symptoms only in the environment or at the point of contact of
their organisation with its environment. They also initiated such games with the environment
themselves, although they considered these games to be constructive and aimed at bringing
benefits to their companies. The most information about dysfunctional games can be gleaned
from middle management and specialists. It is possible that top level managers do not notice
some of such games or do not want to talk about them. However, the conversations held with
their subordinates show that sometimes it is the top level managers who purposefully initiate
such games or don’t. It is also very difficult to draw any conclusions about the reasons,
motivations, and goals of the individual players. Description of phenomena is actually coloured
by the interviewee’s subjective point of view. However, even holding an interview with each
participant of a game would not provide objective insight into this phenomenon, even though
it would have provided a fuller picture of it. Motivations and goals of game participants are
dynamic and complex, which makes classification of games more difficult. Frequently, a game
allows one to achieve a number of goals, and sometimes it may seem to be irrational or
inconsistent. During the studies the researcher managed to identify the following dysfunctional
organisational games:

1. Lack of co-operation. This phenomenon was observed by both the top level managers and
by their subordinates. Lack of co-operation is shown through reluctance to act jointly, bad
information flow, or refusal to share knowledge. Usually such behaviours are accompanied
by verbal declarations of being ready to co-operate. Some symptoms of lack of co-operation
may be relatively easy to observe. For example, one of the managers noticed very poor flow
of information between employees working in the same, not very big room. Whole sections
of the organisation, groups, and (very frequently) individual employees may participate in
this type of game. They can be guided by various goals. Lack of co-operation in sharing
information, knowledge, and experience gives an individual (more rarely a group) an
advantage of his or her partner, which can be reduced to informal power. Sometimes it also
allows one to gain a privileged position in a team and, consequently, provides one with the
opportunity to be in touch with the team’s superiors. Lack of co-operation can also have its
roots in the wish to ensure one’s security: having a monopoly on information and knowledge
reinforces and secures the employee’s position within the organisation. Reluctance to co-
operate may also be cause by the employee’s frustration with or dislike for the organisation
or his or her colleagues. This reluctance need not be personal: some respondents stressed
that gaining knowledge cost them a lot of effort while others just want to have it for free.
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2. Externalisation - projection to the outside. Externalisation may apply to duties,
responsibilities, and also broadly understood costs. Externalisation may apply to nearly
anything that is unpleasant, constitutes broadly understood burden, or is accompanied by
risk. This type of game can be played by both individuals and groups. One of the most
frequently occurring examples of externalisation is transferring one’s duties to others. This
can take place through currying favour with one’s superiors, deliberate negligence, making
suggestions, presenting someone with a fait accompli, and many other ways. Transferring
one’s duties to others is a rather popular type of game whose purpose is to improve the
effort-reward relation. Successful externalisation of one’s duties encourages the game
participants to continue their actions in this field. One drastic symptom of externalising
responsibilities is looking for and finding scapegoats: people who are burdened with the
responsibility for failure. Another example of externalisation is the transfer of costs. Such
actions are aimed at charging another entity — individual, organisational cell, or an entity in
the environment — with costs. It should be added that during their interviews small
entrepreneurs viewed externalisation of costs and a type of constructive game, because it
improved the financial results of their companies. In corporations, where the individual
parts have their own budgets, this game takes place on the level of individuals or groups.
The stronger the organisation the broader its options of externalising costs outside. Just-in-
time solutions, outsourcing, imposing extremely difficult terms of co-operation on suppliers
or subcontractors can constitute examples of externalisation games. The strongest
organisations are even capable of externalising some of their costs onto public entities. This
takes place in the case of large corporations or politically-powerful industries. Numerous
respondents from larger companies listed this type of game as present and sometimes highly
dysfunctional in their organisations.

3. Confrontations. This type of game may have various grounds: striving for power or
reluctance to co-operate, but it can also be caused by personality traits or emotional factors.
Sources of confrontations, similar to other games, do not have to be and frequently are not
rational. Confrontations may also be the result of a failed or clumsy attempt at
externalisation. In such situations confrontations are accompanied by emotions of one or
several parties participating in the game. However, confrontations may also be the result of
cool calculation of one or more players who believe that they have the chance to benefit
from provoking or accepting an open challenge. Even though an open confrontation may
lead to a positive outcome, it usually spoils the mood, reduces trust and willingness to co-
operate. This in turn may have a dysfunctional impact also on the areas and entities that
were not the field of the confrontational game or even parties thereto. Confrontation may
be a more brutal form of externalisation, for example when it takes the form of attack or
accusation used to divert attention from one’s own fault. Its extreme form is the above-
mentioned searching for scapegoats. Externalisation of responsibility may also have such
confrontational nature. In several of the organisations studied extreme cases of
confrontation were observed, and in one of the companies the role of the scapegoat had
been pinned on its president.

4. Coalition-building. Coalition-building is a classic tool in organisational games, and — in
accordance with the premises of this concept — it need not have a negative impact on the
organisation. Coalitions are a natural way of pooling resources: power and influence,
information, knowledge and skills, relationships, authority etc.. However, multiple
interviewees noticed the dysfunctional character of such groups and described them with
pejorative labels such as: cliques, mutual admiration societies, cronies etc.. In some of the
organisations studied such groups activated themselves when changes were taking place,
and especially during restructuring processes. Interviewees stressed that such situations
enable securing one’s interests, with the game being played for improvement in the
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positions of its participants or as a means of defence. Such group action may be aimed
against the intents of the organisation’s executives, but it can also go against the interests
of other members of the organisation. Groups have broad spectrum of instruments at their
disposal: they can act in a sophisticated and camouflaged way through their representatives
or they may quite openly announce their expectations. Group composition if frequently
variable, with individual members losing their motivation to play the game when their
private interests and secured. Participation in this type of games may, however, be grounded
in personal circumstances or be a derivative of the employee’s personality. Some
respondents said that there are people in their companies who are always trying to form
coalitions and use them to put pressure on other individuals, groups, or the whole
organisation.

Entrapment. This type of game is most frequently used to gain power, influence, or other
organisational resources and it consists in finding a sponsor within the organisation and
maximising the benefits of remaining close to this sponsor. It is a game played by
individuals and its addressees are both the sponsor(s) and the other members of the
organisation. Entrapment itself consists in gradual “load reduction”: taking over the duties
of one’s superiors and isolating them from their subordinates. One of the study participants
described an example of such a game which led to a complete taking over of control over
the organisation and actually cutting the company’s owner off from any real impact on the
organisation’s life. This process is of evolutionary nature and therefore it may be difficult
to identify. Furthermore, such situation, especially in the early stages, is very convenient
for the superior who is frequently grateful for being relieved of some duties and appreciates
such attitudes. However, in the case cited above the game of entrapping the owner resulted
in severe problems for the company.

Using information as a tool in the game. This type of game may manifest itself through
various behaviours. One of its symptoms includes gossiping and spreading false
information. Depending on the assumed goal the gossip may emphasise or mask certain
phenomena, weaken or reinforce the position of selected entities. Spreading false
information may be used to discredit one’s opponent, deprive him of support, building or
reinforcing a coalition. As uncertainty grows, the demand for information also grows, and
therefore provision of alternative information may provide the initiator with significant
advantages. However, this action is not devoid of risk should the information be easy to
verify. Other games based on the flow of information may come down to withholding or
publicising important information. Some of the managers participating in the interviews
said that publicising a false, but sensational piece of information may be an instrument that
secures the perpetrator. Any attempts punishing this person are viewed as “trying to destroy
the just one who was unafraid to be in the opposition”. Publicising information may also be
a tool for creating an “expert’s” image: a professional person who is essential and who
deserves additional rewards.

Illusion of activity and false appearances. Both managers and regular employees pointed to
the existence of this type of games. Managers observed ostensible actions of their
subordinates aimed at being presented in positive light, for example consulting ambitious,
but unfeasible or unnecessary projects, publicising their achievements and specifically
presenting the performance of standard duties as unusual projects and achievements. Such
approach may be aimed at a future promotion, striving to increase access to organisational
resources, or playing for increased prestige. Interestingly, regular employees also observed
such behaviours among their superiors: middle managers or even the heads of local
branches of international companies. Changes of headquarters or reorganisation of
supporting departments are presented as projects of highest importance, about which one
may boast before the top-level executives.
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If financial gain, even short-term, is the result of such undertakings, then there is a high
probability that such games bring individual advantages.

8. Legitimisation. Theoreticians’ deliberations on the subject of legitimisation find
confirmation in research, although none of the persons interviewed actually used this term.
The game for legitimisation is usually played on the top levels of the organisational
hierarchy. Its symptoms may include imitation, yielding to herd effects, following the
trends, and other actions undertaken in order to gain acceptance of the given individual’s or
group’s actions. Meanwhile, entrepreneurs strive for legitimisation through internalisation
of entrepreneurial ethos: using the peculiar “start-up” language or copying business myths,
or even relative isolation from other entities. Depending on the on the organisation this type
of game can be played with investors, the supervisory board, competitors, creditors,
industrial or economic media etc.. Therefore, it is a game that is most frequently played at
the point of contact between the organisation and its environment.

6. CONSLUSION

Organisational games are the subject matter of numerous publications, but they still remain an
interesting field of study. However, due to the delicacy, complexity, and dynamics of this issue
learning everything there is to learn about them is impossible. This is because it is a probabilistic
area of contact between organisational solutions and human efforts to improve one’s social and
financial standing. Still, these issues should be explored in more depth because they are an
integral element of social functioning and they have significant influence of the functioning of
organisations. This is of particular import in the case of dysfunctional games that can materially
contribute to reducing an organisation’s value. The boundaries between constructive and
dysfunctional games are not always clear, and games of one type can transform into others,
with different parameters and consequences for the organisation. According to Buchanan,
games with structural background may be played within organisations in which one group of
employees may be guided by completely different goals and evaluation parameters than other
groups [Buchanan 2008, p. 54]. Such conflicts are positive from the organisation’s point of
view because they lead to improvements in the decision-making process and they initiate
constructive criticism [Jehn 1997, p. 532]. However, it also probable that the same constructive
game may transform into a dysfunctional game when emotional reactions are evoked and
differences in organisational positions affect personal preferences of the organisation’s
members [Jehn 1997, p. 532]. The same author claims that dysfunctional games also arise as a
result of unclear distribution of duties and responsibilities, because it directly affects the
preferences and antipathies within the organisation. Completed studies show that some
dysfunctional games are intentionally initiated by organisation members, while others are the
effect of personality and situational factors. Sometimes, the stimulus to start a game comes from
the outside. The feeling of control over the game that some managers have is also illusory,
because the actions performed by game participants more frequently take place on an informal
level rather than within the formal organisation, and a controllable game may easily transform
into an uncontrollable one. This questions the assumption of Kozminski and Zawislak that
management must be a controllable game system [Kozminski, Zawislak 1979, p. 59].
Completed studies show that in many cases managers had no way of controlling a game because
they learnt of its existence late. Upper managers were frequently even unaware that there were
ongoing games taking place in their organisations. Even though in some companies the
managers were aware of ongoing games, they did not try to control them. Dominating reasons
included the motive of broadly understood power and influence, as well as financial matters.
There were also situations in which identifying the motives of the games’ initiators and
identifying the most prominent players was not easy.
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This could act as confirmation of the idea that group and individual tendencies to play games
are conditioned genetically or culturally [Vredenburgh, Shea-VanFossen, 2010, p. 27; Vigoda
— Gadot 2007, p. 168; Znaniecki 1974]. Due to the complexity and dynamics of this issue
learning everything there is to learn about organisational games is impossible. Even just
recognising the individual games taking place within organisations can be very difficult. Still,
these issues should be explored in more depth because they are an integral element of social
functioning and they have significant influence of the functioning of organisations.
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ABSTRACT

Decisions taken by the economic authorities within the monetary and fiscal policy influence
each other and thus affect the economy of a given country. The literature on the subject
indicates that it is essential for the economy that the monetary and fiscal authorities cooperate
with each other. However, such coordination of actions of economic authorities is not easy to
achieve because the central bank seeks to ensure price stability, while the government strives
to maintain high economic growth and a low unemployment rate. In addition, it should be
emphasized that the decisions of economic authorities are made at various stages of the
business cycle, which may also affect a degree of coordination of monetary and fiscal policy
(policy mix). The aim of the article is to identify the relationship between economic variables
in the monetary and fiscal policy and thus variables describing the economy in Poland in 2000
- 2016. Particular attention is paid to the following economic variables: economic growth,
unemployment rate, General Government debt and deficit, the main interest rate of the central
bank or inflation. The article verifies the hypothesis that variables from the monetary and fiscal
policy statistically significantly interact with each other and thus influence the economic
variables in Poland. The research methods were based on statistical analyzes. The contribution
of this article consists in presenting a role of monetary and fiscal policy in influencing the
Polish economy in the years 2000 - 2016.

Keywords: economy, fiscal policy, monetary policy, policy mix

1. INTRODUCTION

The combination of monetary and fiscal policy functions in the economic literature as the
notion of policy mix. Many authors indicate a significant impact of policy mix on the economy
and this group includes, among others: M. Buti, A. Sapir (1998), R. Clarida, J. Gali, M. Gertler
(2000), A.H. Hallet, P. Mooslechner, M. Schuerz (2001), R. Beetsma, X. Debrun (2004), L.
Onorante (2004), Woroniecka-Leciejewicz (2011) and L. Krus, I. Woroniecka-Leciejewicz
(2017). While analyzing the influence of monetary and fiscal policy on the economy it must be
emphasized that the aim of monetary policy is an inflation target that is to maintain a stable
level of prices, whereas fiscal policy aims at the highest possible economic growth and low
unemployment. It appears that in the context of economic theory objectives of economic
authorities may counteract each other. For instance, the central bank that decreases inflation,
often simultaneously increases unemployment, which is a problem that the government tries to
combat. In turn, increased government expenditure, which may generate a budget deficit, results
in growth of global demand, which then causes demand inflation. Monetary policy and fiscal
policy play an important role in the economy. They also have an impact on a number of
economic variables and influence each other. In the face of the recent financial crisis, which
turned into a debt crisis, it was observed that fiscal and monetary authorities had been working
together to revive economic activity. The aim of the article is to identify the relationship
between economic variables in the monetary and fiscal policy and thus variables describing the
economy in Poland in 2000 - 2016. The article verifies the hypothesis that variables from the
monetary and fiscal policy statistically significantly interact with each other and thus influence
the economic variables in Poland.

140



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

2. LITERATURE REVIEW

B. Kope¢ [2015] examined whether impact of a specific policy translated into the
macroeconomic situation, or whether some central bank or government actions were not
reflected in the economy. The analysis comprised determination of a dominant option of
economic policy understood in such a way that within business cycles a level of interest rate or
budget deficit was changing more extensively. In order to set a dominant option of economic
policy the author used a pendulum model, in which economic policy was perceived as a
synthetic indicator of effects of fiscal and monetary policy. Monetary policy was determined as
a standardized indicator of a level of long-term interest rate, whereas fiscal policy as a
standardized indicator of a deficit level. As a result, it was observed that what is of crucial
importance in the course of economic policy is business cycle and its phase in which the
economy is. J. Jakobik (2013) stresses that within the area of internal compliance of policy mix
special importance belongs to an issue of stability of individual elements of policy mix as well
as the whole policy mix, which is additionally correlated with the reliability of actions of fiscal
and monetary authorities. Moreover, monetary and fiscal policy are conducted within diverse
time frames, which means that adjustments of monetary policy to volatile conditions occur in a
continuous manner and economic entities react to monetary signals in a moderately delayed
manner, whereas adjustments of fiscal policy are of jumping character and reactions of entities
to fiscal impulses show bigger delays. It is assumed that fiscal delays mainly reduce the
effectiveness of policy mix. T.J. Sargent and N. Wallace (1981) developed the "theory of
unpleasant monetarist arithmetic” based on the idea that at the time of occurrence of the fiscal
dominance, the monetary authorities are no longer able to keep inflation under control,
regardless of the used strategy. Hence the conclusion is that the central bank's decisions
regarding the conduct of monetary policy are affected by fiscal policy, among other things
hindering the process of stabilizing the price level in the economy, which is the main objective
of the central bank. In the short term stabilization of the economy turns out to be a difficult task
due to the differences in goals or preferences of the central bank and fiscal authorities. The
optimal solution for both authorities is to agree on their actions and decisions. Generally, the
government seeks to achieve the planned economic growth and the central bank strives to hold
inflation at some numerically specified level (so-called inflation targeting). The policy
governed by fiscal authorities and priorities of the central bank greatly influence the decisions
of the central bank concerning the conduct of monetary policy. In turn, the choice of a kind of
fiscal policy depends on pursuing monetary policy and priorities of a government within the
budgetary policy (Woroniecka — Leciejewicz, 2011). The monetary - fiscal interactions and
their implications are examined using models based on the game theory (Bennett, Loayza,
2001). K. Kuttner (2002) emphasizes that the coordination of fiscal and monetary policies
strongly influences economy and at the same time they are interrelated. Analysis of the models
based on game theory indicates that the coordination of these policies would be beneficial for
the economy. The harmonization of these two policies limits sources of conflict, leads to the
minimization of costs of maintaining price stability and contributes to the greater stability of
the financial system. The use of these models allows to observe problems arising from the
conflict of monetary and fiscal authorities. For many economists, coordinated monetary policy
and fiscal policy are one of the best policy mix options. A lack of such coordination was
criticized, for instance, by Nordhaus (1994) The IS-LM analysis shows that the combinations
of economic policies are less important than the total level of aggregate demand that can be
influenced by a fiscal policy, a monetary policy and a combination thereof. Many studies
attribute the significant role of the central bank, for example, US Federal Reserve in maintaining
macroeconomic stability in the country to the insufficient flexibility of a fiscal policy as a
stabilization tool. In the neo-Keynesian models a fiscal policy is assumed to produce a demand
shock that should be offset by the monetary authorities (Kuttner, 2002).
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Relevant conclusions in the context of this research were also presented by I. Woroniecka-
Leciejewicz (2015) indicating that under the influence of changes in the central bank and
government priorities, the optimal fiscal and monetary responses change and as a result the
Nash equilibrium shifts (equilibrium as a choice of policy mix). When the fiscal authorities plan
a higher growth rate, the optimal budgetary response becomes more expansive. Additionally, a
change in the priorities of the monetary authorities like permitting a higher level of inflation,
causes a shift in the optimum monetary strategies resulting in more expansive monetary policy.
I. Woroniecka- Leciejewicz (2013) conducted a study of decisive interactions and mutual
conditions between monetary and fiscal authorities based on simulation research using fiscal-
monetary game, in which strategies of fiscal and monetary policy are different in terms of
restrictiveness or expansiveness. While analyzing the game it was assumed that an increase of
interest rate ceteris paribus results in a decreased rate of economic growth and decreased
inflation; additionally, increased budget deficit ceteris paribus results in increased inflation.
Another assumption was that increased budget deficit ceteris paribus causes an increased GDP
growth rate. Moreover, attention was focused on two cases: the first one when monetary
authorities strive to minimize inflation and fiscal authorities try to maximize a GDP growth rate
and the other case where monetary and fiscal authorities determine their own objectives that
they want to achieve while determining a desired inflation target and planned dynamics of GDP.
A logistics function used in the study to determine dependence between economic growth and
inflation and instruments of fiscal and monetary policy enabled to note that possibilities of
decreasing inflation by using increasingly restrictive monetary policy are limited, similar to
possibilities of boosting economic growth by means of increasingly expansive fiscal policy. It
was observed that impact of a fiscal instrument (i.e. budget deficit) on a GDP growth rate can
be characterized by a growing logarithmic function, yet, to a certain range of fluctuations of
instrument values. Both, increasingly expansive fiscal policy limits boost of economic growth,
as well as increasingly restrictive fiscal policy has limited possibilities to influence dynamics
of production. A similar situation occurs in a case of exerting influence of budget deficit on
inflation. In turn, together with an increased interest rate decrease of GDP growth is observed
from a maximum at extremely expansive monetary policy to the lowest one when an interest
rate reaches an extremely high level. Similarly, together with an increased interest rate inflation
reduction is observed from extremely high at highly expansive monetary policy to extremely
low at highly restrictive one (Woroniecka-Leciejewicz, 2013). I. Woroniecka — Leciejewicz
(2015) conducted also an analysis of effects of instruments of policy-mix on the economy using
a dynamic macroeconomic model. In this study instruments of monetary policy — real interest
rate and of fiscal policy — budget deficit in relation to GDP, influence the economy, as well as
a pace of GDP growth and inflation. Moreover, a simulation was conducted for two variants of
policy mix in a presented dynamic macroeconomic model, namely: an expansive and a
restrictive one. In this model it was assumed that economic authorities strive to minimize
deviations, respectively GDP growth and inflation, from desired values. Therefore, it was
assumed that for every monetary strategy fiscal authorities choose an optimum fiscal strategy
minimizing the square of the deviation of GDP growth from a desired value; in turn, monetary
authorities choose optimum monetary strategy for every fiscal strategy minimizing the square
of the deviation of inflation from a desired value i.e. inflation target. Conducted simulations
present effects observed in time that are evoked by a change in macroeconomic policy stance
to more expansive or restrictive. As a result, a new state of balance in product market and money
market is noted and results of simulation enable to observe in which direction and to what extent
the main variables changed i.e. production, investments, public finance and inflation. Summing
up the discussion on the impact of monetary and fiscal policy on the economy it must be added
that policy mix has a particular sense in the extraordinary conditions such as the financial crisis.
Fiscal and monetary policies have influence on macroeconomic stability.
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The lack of appropriate policy mix was one of the reasons of the recent financial crisis and lead
to many adverse effects on the economy. Both these policies are used by economic authorities
in order to achieve its macroeconomic objectives. That is why this issue is so essential and
should not be marginalized by authorities (Stawska, Grzesiak, 2014, p. 141).

3. ANALYSIS OF RELATIONSHIPS BETWEEN MONETARY AND FISCAL POLICY
VARIABLES

The discussion on the impact of monetary and fiscal policy on the Polish economy in the period
between 2000-2016 started with the presentation of crucial, in the context of the paper objective,
variables from the area of fiscal and monetary policy. Table 1 contains data from monetary
policy area in Poland between 2000-2016. The National Bank of Poland while realizing a
strategy of direct inflation target observes inflation indicators in Poland. Table 1 shows
Consumer Price Index —a month ending a period —December of the previous year = 1. Inflation
in Poland in the analyzed period remains at a low level (creeping inflation) with the exception
of year 2000 when inflation amounted to 8.5%, otherwise it is generally within the inflation
target (2.5% +/- 1p.p.), with some exceptions (such as 2004 - inflation of 4.4% - when Poland
joined the European Union). The years 2007 - 2008 are a period of intensifying disturbances on
global financial markets, hence inflation in 2007 was 4.0% and exceeded the inflation target.
Significant signs of price declines were observed in the second half of 2014. Deflation lasted
until 2015, mainly due to the fall in oil prices (which reduced production costs and increased
corporate profits). In the last two years of analysis (2015-2016) deflation initially remained and
2016 saw low inflation.

Table 1: Selected monetary policy variables (Source: Central Statistical Office database.
Retrieved 22.04.2018 from http.//stat.gov.pl/wskazniki-makroekonomiczne/

Years INF_CPI M3 index IR NOM IR REAL
2000 8.5 38.1 18.25 8.99
2001 3.6 42.8 14.43 10.45
2002 0.8 43.9 8.28 7.42
2003 1.7 44.9 5.88 4.11
2004 4.4 48.2 6.08 1.61
2005 0.7 54.5 5.15 4.42
2006 1.4 61.3 4.13 2.69
2007 4 71.1 4.63 0.61
2008 33 82.4 5.54 2.17
2009 3.5 93.2 3.88 0.37
2010 3.1 100 3.5 0.39
2011 4.6 109.3 4.13 -0.45
2012 2.4 120 4.5 2.05
2013 0.7 127.3 3.21 2.49
2014 -1 135.4 2 3.03
2015 -0.5 146.7 1.5 2.01
2016 0.8 161.6 1.5 0.69

The level of inflation is linked to money supply in the economy, hence, table 1 also presents
money supply index in Poland between 2000-2016. Money supply in Poland measured by the
broadest aggregate - M3 - in the analyzed period is systematically increasing (Official webpage
of NBP). Now, in Poland, the central bank uses a policy of low interest rates (compared to
historical data) which should favor the economy (though not always). Currently (April 2018)
the main interest rates of NBP have been not changed since March 2015 (table 1).
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In the context of coordination of monetary and fiscal policy variables of crucial importance
concern public finance and they include: revenues and expenditures of public finance sector or
General Government deficit and debt. Table 2 shows the revenues and expenditures of the
Polish public finance sector and the general government (GG) deficit/surplus and debt in
relation to GDP, in the country between 2000 and 2016. The data show that public expenditures
were moderate in those years, ranging from 36.4% to 39.3% of GDP. The only years when they
rose above the level of 40% were 2007 and 2008. The fact that in 2016 they accounted for
37.9% implies that the government refrained from significantly increasing the fiscal burden.

Table 2: Statistical data on public finances in Poland — selected fiscal policy variables
(Source: Central Statistical Office database. Retrieved 22.04.2018 from
http://stat.gov.pl/wskazniki-makroekonomiczne/.

Years Revenues to GDP Expenditures to GDP GG _DEF GG _DEB
2000 36.4 39.2 -3 36.5
2001 37.4 42.3 -4.8 37.3
2002 37.6 43.3 -4.8 41.8
2003 37.8 43.2 -6.1 46.6
2004 37.1 41.6 -5.1 45
2005 38.6 41.6 -4 46.4
2006 39.3 414 -3.6 46.9
2007 40.8 40.7 -1.9 44.2
2008 40.1 41.7 -3.6 46.3
2009 39.3 43.0 -7.3 49.4
2010 38.1 44.0 -7.5 53.1
2011 38.7 423 -4.9 54.1
2012 39.6 42.0 -3.7 53.7
2013 39.3 422 -4 55.7
2014 39.3 41.6 -3.3 50.2
2015 38.2 40.7 -2.6 51.1
2016 37.9 40.4 2.4 544

The general government deficit in Poland proved particularly vulnerable to the crisis, rising to
7.3% of Polish GDP in 2009 and to 7.5% in 2010 (it is notable that the deficit is one of the main
measures of fiscal policy). A crisis usually reduces tax revenues and causes budget expenditures
to increase (in Poland, particularly high increases in expenditures were noted in 2009 and 2010),
thus raising the amount of public debt (table 2). This part of the article discusses regression
results obtained for monetary and fiscal policy variables (the GDP growth and real GDP, the
rate of unemployment, the inflation rate and real NBP reference rate in Poland). Regressions
were carried out to highlight statistically significant dependencies, between selected variables
from the monetary and fiscal policy. Prior to regression analysis, variables were tested for
stationarity with the ADF test (Dickey-Fuller test), as well as for normality. Variables were
transformed into first differences, yielding stationary series and variables with a near-normal
distribution. To perform the analysis, data spanning the years 2000-2016 were sourced from the
website of the Polish Central Statistical Office. Table 3 shows the regression results for the
dependent variable: ‘the rate of GDP growth in Poland’ [GDP DYN] and independent
variables: NBP nominal reference rate [[R_ NOM] and NBP nominal reference rate lagged by
one year’ [[IR._ NOM 1].
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Table 3: Regression results for dependent variable (Y): GDP_DYN and independent variables: (X;):
IR NOM and (X;): IR NOM 1 (developed by the author with the GRETL software package)

p-value
Variable Coefficient Standard error t-Student
0.0002%**
Const. 3.87042 0.738623 5.240
IR NOM 0.678859 0.370843 1.831 0.0902*
IR-NOM 1 —0.614244 0.259809 —2.364 0.0343**

Selected regression statistics and analysis of variance: N= 16 observations from 2001-2016
SD of the dependent variable = 1.734731; Standard error of residuals 1.504226

R-square = 0.348351

F(2,13)=3.474693 p-value for F test 0.061814

*** means that p — value < 0.01; ** means that p — value < 0.05; * means that p — value < 0.10

In this case, the t-Student statistics are 1.831 at p-value of 0.0902 (< p = 0.10) and -2.364 at p-
value 0f 0.0343 (< p =0.05). Therefore, in the years 20002016 the GDP responded statistically
significantly to the rate of NBP nominal reference rate and NBP nominal reference rate lagged
by one year. The probabilities of the NBP nominal reference rate and NBP nominal reference
rate lagged by one year having a statistically significant influence on the rate of GDP growth
are 90% and 95% respectively (table 3). The coefficient for the NBP nominal reference rate
(0.678859) is positive meaning that the Polish GDP increased following rises in the NBP
nominal reference rate in 2000 — 2016. The negative value of the coefficient (-0.614244) for
the second NBP nominal reference rate (lagged by one year) indicates that the relationship was
consistent with the economic theory (table 3). Table 4 shows the regression results for the
dependent variable ‘the rate of GDP growth in Poland’ [GDP_DYN] and independent variables
‘the inflation rate’ [INF] and ‘the inflation rate lagged by one year’ [INF _1].

Table 4: Regression results for dependent variable (Y): GDP_DYN and independent variable
(X1): INF and (X:2): INF' 1 (developed by the author with the GRETL software package)

p-value
Variable Coefficient Standard error t-Student
<0.0001 ***
Const. 3.61393 0.588122 6.1449
0.0211 **
INF 0.592241 0.225854 2.6222
_ _ 0.0103 **

INF 1 0.508808 0.16968 2.9986

Selected regression statistics and analysis of variance: N= 16 observations from 2001-2016
SD of the dependent variable = 1.734731; Standard error of residuals 1.370825
R-square = 0.458808

F(2,13) =5.510519 p-value for F test 0.018484
**% means that p — value < 0.01; ** means that p — value < 0.05

Now the t-Student statistics are 2.6222 and -2.9986 at p-values of 0.0211 (< p=0.05) and 0.0103
(< p=0.05). This indicates that in the years 2000-2016 the rate of GDP growth responded
statistically significantly to the rate of inflation and to its counterpart lagged by one year, as
well as that at probabilities of 95% the inflation rate and the inflation rate lagged by one year
had a statistically significant influence on the GDP growth rate.
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The coefficient for the first inflation rate (0.592241) is positive meaning that the Polish GDP
increased following rises in the inflation rate in 2000 — 2016. The negative value of the
coefficient (-0.508808) for the second inflation rate (lagged by one year) indicates that the
relationship was consistent with the economic theory (table 4). The regression results in table
5 concern the dependent variable ‘the first differences of inflation rate in Poland’ [d_INF] and

the independent variable ‘ the first differences of the rate of unemployment in Poland’
[d UNEMP].

Table 5: Regression results for dependent variable (Y): d_INF and independent variable (X):
d_UNEMP (developed by the author with the GRETL software package)

p-value
Variable Coefficient Standard error t-Student
0.1725
Const. —0.730170 0.507926 —1.438
d UNEMP —0.585694 0.273607 2.9507 0.0504 *

Selected regression statistics and analysis of variance: N= 16 observations from 2001-2016
SD of the dependent variable = 2.201278; Standard error of residuals 1.977745

R-square = 0.246596

F(1, 14) =4.582334 p-value for F test 0.050387

* means that p — value < 0.10

The data show that from 2000 to 2016 the first differences of inflation rate in Poland was
statistically significantly influenced by the first differences of the rate of unemployment. The
t-Student statistic of 2,9507 at p-value of 0.0504 (< p = 0.10) indicates a 90% probability that
in that period the first differences of the rate of unemployment statically significantly
determined the first differences of the inflation rate (table 5). Table 6 shows the regression
results for the dependent variable ‘the first differences of the real GDP in Poland’
[d GDP_REAL] and independent variable ‘the first differences of the unemployment rate in
Poland’ [d_UNEMP].

Table 6: Regression results for dependent variable (Y): d_GDP REAL and independent
variable (X). d UNEMP (developed by the author with the GRETL software package)

p-value
Variable Coefficient Standard error t-Student
<0.0001***
Const. 31449.4 3715.21 8.4650
d UNEM —9994.14 2001.29 —4.9938 0.0002 ***

Selected regression statistics and analysis of variance: N= 16 observations from 2001-2016
SD of the dependent variable = 23307.60; Standard error of residuals 14466.17
R-square = 0.640459
F(1, 14) = 24.93851 p-value for F test 0.000197
*** means that p — value < 0.01

In this case, the t-Student statistic is -4.9938 at p-value of 0.0002 (<p=0.01), meaning that in
the period under consideration the rate of unemployment had a statistically significant influence
on the real GDP in Poland. The numbers also indicate a probability of 99% that the first
differences of the unemployment rate had a statistically significant influence on the first
differences of the real GDP (table 6). The regression results lead to a conclusion that the NBP
nominal reference rate, NBP nominal reference rate lagged by one year, inflation rate and
inflation rate lagged by one year as variables related to monetary policy and unemployment as
variable related to fiscal policy statistically significantly determined the GDP in Poland from
2000 to 2016.
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In the context of interactions between variables from the area of monetary and fiscal policy it
can be observed that unemployment rate statistically significantly influences a rate of inflation
in Poland in the analysed period. Based on these analyses we can confirm the hypothesis that
variables from the monetary and fiscal policy statistically significantly interact with each other
and thus influence the economic variables in Poland. Thus, we have achieved the purpose of
this article and identified the relationship between economic variables in the monetary and
fiscal policy and thus variables describing the economy in Poland in 2000 - 2016.

4. CONSLUSION

Proper cooperation of monetary and fiscal authorities as two independent decision makers
responsible for two main areas of economic policy remains a crucial condition of meeting its
objectives. Special focus is put on the relevance of development of efficient coordination
mechanisms in order to achieve stability of a level of prices and permanent economic growth
(Marszatek, 2006, p. 57). However, there are numerous factors distorting the coordination of
monetary and fiscal policy and thereby, influencing effectiveness of economic policy. Factors
that have impact on effects of policy mix on the economy include, for instance, diverse
objectives and preferences of economic authorities, delays in implementation of fiscal and
monetary policy as well as internal and external economic impulses such as financial crises. In
this article particular attention was paid to the following economic variables: economic growth,
unemployment rate, General Government debt and deficit, the main interest rate of the central
bank or inflation. It was also noted that decisions of economic authorities were strongly
influenced by the financial crisis that contributed to a higher rate of unemployment, slower
economic growth, decreased revenues and higher expenditures of the public finance sector, as
well as to larger public deficit and debt. Furthermore, an attempt was made to identify the
relationship between economic variables in the monetary and fiscal policy and thus variables
describing the economy in Poland in 2000 - 2016. Finally, it was confirmed that variables from
the monetary and fiscal policy statistically significantly interact with each other and thus
influence the economic variables in Poland.
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ABSTRACT

The authors in the paper analyze the impact of the oil prices shocks on the interaction between
the Libyan economy and the economies of it's main trading partners, such as: Italy, Germany,
Spain, France, Greece, Great Britain and Tunisia. Using statistical methods of available data,
the autors in paper study the trade relationship between Libya and its major trading partners,
as well as the rest of the world. The time series used in the paper focuses on the period from
1970 to 2008.

Keywords: Oil price, Economy, Export, Import and Trade

1. INTRODACTION

The main aim of this paper to show the impact of shocks in oil prices on the main components
of the balance of payments, it is important to examine the trends in oil prices during the period.
More specifically, to assess the effect of the changes in exporting oil prices on Libyan economic
growth, to explore it’s effects on the relationship of economy in Libya and economy of its
mayor partners in trade, to examine what kind of impact can these changes in prices of oil have
on the balance of resources in Libya. The date collected for the analysis include years from
1970 to 2008, during which time a number of important economic development plans were
started in Libya. In order to achieve the study aims, the correlation between the increase of
Libyan oil export and the county’s GDP is tested and co-integration analysis is used to study
the long-term correlation of Libyan GDP and exports of oil. The paper also uses the
simultaneous-equations models to study the trade relations of Libya and its main trade partners.
Furthermore, single and simultaneous-equations models are developed and tested to study the
effects of oil price fluctuations on balance of payments of Libyan economy.

2. SIGNIFICANCE OF OIL EXPORTS IN THE LIBYAN ECONOMY

This section provides an overview of the Libyan economy with a particular focus on the role of
oil. Figure 1 provides a first impression regarding the relation between GDP as well as the oil
price. It is evident that both variables follow a very similar pattern. Therefore, the Figure
confirms impression that high levels of GDP are accompanied by high levels of the price of oil.
During the period of high oil price (1973-1981) and (1999-2008) there is increase in Libyan
GDP , while during the periods of low oil price (1982-1989) and (1990-1998) there is decrease
in Libyan GDP.

Figure following on the next page
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Figure 1: Relation between Qil price and Libyan GDP (1970-2008)

Relation between Qil price and Libyan GDP (1970-2008)
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Source: The Central Bank of Libya, the economic bulletin, various issues . 2) Secretariat of
the General People's Committee for Planning.

Furthermore, Table 1 demonstrates Gross Domestic Product (GDP) of the Libyan economy
by oil and non-oil GDP during the period from 1970 to 2008. It can be seen from the table
that the Oil revenue dominates the Libyan economy, accounting for high proportion of
national income. Also, Oil production makes a greater contribution to GDP than other
economic activities. However, the percentage of the oil contribution to GDP differed in
various periods due to fluctuations in oil prices.

Table 1 Libyan Gross Domestic Product in selected years (1970-2008)

Year GDP Oil GDP Non-Oil GDP
Value in billion $ % %
1970 4.0 62.5 37.5
1975 12.4 59.6 40.4
1980 35.6 68.7 313
1985 26.5 55.0 45
1990 29.1 40.5 59.5
1995 25.5 43.9 56.1
2000 344 48.5 51.5
2004 33.3 74.4 25.6
2008 87.8 81.3 18.7

Source: The Central Bank of Libya, the economic bulletin, various issues.
2) Secretariat of the General People's Committee for Planning.
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The oil sector contributed almost 62.5% of gross domestic product in 1970, which had
decreased to about 40.5 % by 1990. The total contribution of the non-oil sector was about
37.5% in 1970, increasing to 56.1% in 1995. The gross domestic product at current prices
was 4 billion dollar in 1970, and this increased about 5 fold and 21 fold to 29.1 billion and
87.8 in 1990 and 2008 respectively. Because of Libya's great dependence on oil revenues,
the general level of the Libyan economy is closely related to the health of the petrochemicals
industry.

3. RATES OF GROWTH OF LIBYAN OIL EXPORTS AND NON-OIL SECTORS
Since the main aim of this paper is to find the impact of shocks in oil prices on the main
components of the balance of payments, it is important to examine the trends in oil prices during
the period 1960-97. It is possible to distinguish four sub periods over which oil prices fluctuated
heavily. These sub-periods are: 1974 -1981; 1982-1989 ;1990 -1998 ;1999-2008. The first and
forth periods represent the years of relative stagnation in oil prices while the second and third
periods represent substantial increases in oil prices. Table 2 represents estimates of the (constant
proportional) rates of growth over the four periods that experienced fluctuations in oil prices
since 1974. The growth rates were calculated using the regression model:

Log.Y, = B, + BT +n, 1

Where Y, represents the output of the ith sector in period t and t represents time. The coefficient

B, represents the proportional (constant) rate of growth i.e.

B=D/ )y

The data in Table 2 shows that the rates of growth of output of Libyan oil exports and output
of non-oil sectors (assessed in current values and measured in US dollars.) were greater (in most
cases during the period 1974-1981 and 1999-2008 when oil prices were high comparing with
periods 1982-1990 and 1991-1998 when oil prices were low . The data in the Table also suggest
that because the Libyan Dinar was highly devalued against the US dollar since 1999, the values
of sectoral output, measured in US dollars, had declined significantly over the period 1999-
2008.

Table 1 Rate of Growth of Libyan sectorial output (percentage)

sectors 1974-1981 | 1982-1990 | 1991-1998 | 1999-2008 | 1974-2008

Oil Exports 16.1 -6.3 -5.2 22.2 2.6
Total Non-Oil 15.3 5.9 -1.7 -0.4 3.0
Agriculture 16.1 13.9 -0.4 -6.7 4.7
Manufacturing 20.6 11.8 -2.6 6.8 6.0
Construction 13.7 -6.6 -1.1 4.6 0.7
Wholesale & Retail 16.7 5.6 -1.0 1.2 33
trade

Transport & 14.5 5.9 -1.1 1.7 3.2
Communication

Other activities 15.3 7.0 2.2 -3.3 2.8

Source: author calculations
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As a result, the growth rates of all sectors were negative during that period, despite the fact that
oil exports (measured in US dollars) during the same period, enjoyed a very high rate of growth.
When measured in local prices, all Libyan non-oil sectors, with the exception of agriculture and
trade, had a zero rate of growth. This suggests that the Libyan economy did not benefit from
the growth in its oil exports during the last few years.

4. RESEARCH RESULTS

The mechanisam by which exports could act as an ‘engine of growth' (or leading sector) and
the determinants of the overall impact of an export stimulation on the economy have been well
discussed in the literature (Metwally 2004; Ram 1987); (Severn 1968) ; (Srinivasan 2001),
(Syron and A. 1968), (Tamachke and London 1979)and (Watkins 1977). Exports contribute to
economic growth directly (through direct contributions to GDP) and indirectly through
contributions to GDP per medium of spread (or carry-over) effects. The indirect contribution
to growth holds Hirschman-type linkages and can broadly be considered as a sequence of
multiplier-accelerator mechanisms. It is also claimed that the instability of commodity prices
has an important impact on economic growth (Cashin et al. 2002; Ghosh and Ostry 1994;
Massell 1990; Maitah et al. 2013) .The postulated relationship between export growth and GDP
over time is central to the “exports as an engine of growth' model; theoretically exports can
contribute to the growth of GDP directly and indirectly per medium of spread effects, which
taken time. It is important to note even at this early stage, that apart from the notion that the
growth of the export sector and GDP are related over time (per medium of a sequence of
multiplier-accelerator mechanisms), the model says little or nothing about what length of time
might actually be involved, This shortcoming is obviously not confined to the ‘exports as an
engine of growth' model alone and seems to be common to all economic theory postulating
lagged time relationships between variables, The question of determining time lags between
export growth and economic growth must therefore be central to econometric investigations of
trade and growth. As Metwally and Tamaschke (1980b) argued, this aspect has in fact been
sadly neglected in the existing econometric literature in the area. With this in mind the central
tool used in the analysis to follow, is the dynamic (or lagged) regression relationship utilizing
annual data, which is the form taken by most of the important available series. When
preliminary investigations suggested that the current period provided the most important
weight, geometrically declining weights were imposed from the current period (that is a Koyck
distributed lag scheme, Koyck, 1954). For statistical reasons, discrete lags were used in other
cases. The equations were calculated from variables in natural logarithmic first difference form
(that is: log-logi), which is virtually a percentage change. There are a number of theoretical
reasons for this. First, because spread effects include acceleration effects, proper specification
suggests that the equations incorporate some concept of change. Second, since we do not
necessarily expect a constant impact on the economy over time of an export stimulus of given
intensity (for instance because of diversification of the economy, import substitution and
technological change) simple linear relationships would seem to be inappropriate (Metwally
and Tamaschke 1980b). Hence, natural log differences have been used in an attempt to deal
with these problems. The equations were tested for multicollinearity along the lines suggested
by (Farrar and Glauber 1967)and give no undue cause for concern. Inspection of the residuals
in the series (that are too short to test the assumption of homoscedasticity amongst the residuals
about the fitted equations), suggested that there is no cause for concern in this respect.
Autocorrelation tests, using Durbin "h" statistics, suggested by Durbin (1970)were not used in
small periods. Table 3 provides the econometric results of the investigations into the
relationship between export growth and GDP (in current prices) for the four periods that exhibit
variations in oil prices.

152



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

The following regression model was used:

In(Yz /Y;—l) = :Bo + ﬂlln(Xt /Xt—l)+ﬁ2ln(y;—l /Yz—z) +7, 3

Where: Y = GDP
X = Oil exports.

The regression results suggest that the current period export coefficient is highly significant in
all periods. By way of contrast, however, the lagged GDP variable (representing all lagged
exports via the Koyck geometrically declining weight assumption Koyck, 1954) is significant
at least at the 5% level only in the periods that enjoyed high oil prices (1974-1981 and 1999-
2008). As this part of the results could be explained as representing the spread effects, the results
clearly imply that the Libyan GDP has benefited from opportunities generated by increase in
oil exports. However, the lagged effects are outweighed by the current period contributions,
which could suggest that the investment opportunities generated, are not fully exploited. Two
important points can be raised against the econometric results in Table 3: (i) These results were
computed from data valued at current prices and thus may show strong inflationary impacts;
(i1) The result of the coefficients of the variable In (Xt/Xt 1), may be a expression of the simple
fact that exports are an element of GDP. To exclude the inflationary effects the relationship
between oil export and GDP was re-estimated in constant prices. As Metwally and Tamaschke
(1980) argued, that deflating exports by an index of import prices and not by an index of export
prices should be more acceptable.

Table 2 Libyan oil exports and gross domestic product (current price)

The Model: In(Y, /Y, )=, + BIn(X,/ X, )+ B In(Y,_ /Y, ,)+7,
Periods By Jit Jis F R? DW
1974-1981 .023 .690%* 156%* 0.99 249.04 3.69
t 1.09 20.30 241
1982-1990 .009 315% .075 0.61 4.79 1.89
t .29 2.68 24
1991-1998 .025 422% 6217%* 0.68 5.21 1.63
t .99 2.99 2.53
1999-2008 -.091 .826%* 302 0.62 5.71 2.83
t -1.15 3.27 1.31
1974-2008 021 520%x* 195% .696 36.700 2.463
t 1.073 8.308 1.993
Note: * denotes 1 percent level of significance and ** denotes 5 percent level of significance

Source: author calculations
Therefore, both GDP and oil exports were deflated by an index of import prices. Given that, an
increase in the price of exports relative to that of imports (i.e. an improvement in the terms of

trade) reflects a true gain to the economy.

The following model was tested:

InY, /Y, )=p6,+pIn(X,/ X, )+ BInY /Y ,)+n, Error! No text
of specified
style in
document.
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Where: Y- = GDP valued at constant import prices (1973=100)

X- = 01l exports valued at constant import prices (1973=100)

The econometric results obtained using this method of deflation is shown in Table 4. These
results conform partially with those in Table 3 (where variables are valued at current prices).
The regression results indicate that the export coefficient is highly significant in all periods.

Table 3 oil exports and gross domestic product (deflated by import price)

The Model: In(Y,/Y,_)) =Py + BIn(X,/ X, )+ S In(Y, /Y, ,)+7,
Periods ,30 Bl ,32 F R Square Durbin-Watson
1974-1981 011 | .743** | 078 983 144.98 2.90
t 498 | 13.68 | .819
1982-1990 .065 340 | -.194 535 3.453 2.36
t 1.607 | 2.10 | -.994
1991-1998 .069 520 | -.006 368 1.454 2.23
t 1.13 1.67 | -.017
1999-2008 -.098 | .933** | .154 .850 19.788 2.08
t -1.69 | 5.62 | .997
1974-2008 012 | .703** | 122 723 41.744 2.15
t 459 9.13 | 131
Note: * denotes 1 percent level of significance and ** denotes 5 percent level of significance

Source: author calculations

In contrast, the lagged GDP variable was not significant at any period. Therefore, the
improvement in terms of trade, show that the oil sector in Libya is smaller when valued at
constant import prices and that spread effects in this country depend more on export prices
rather than on export quantities. It would be, of course, absurd to disregard the price effect of
oil exports when the rest of the world is expressing great concern about the continuous rise in
these prices and when a real export price rise (i.e. relative to the price of imports) represents a
rise in real income and theoretically could generate its own sequence of spread effects. To
suppress the component effect the contribution of the oil (i.e. mining) sector from GDP has
been excluded and the changes in the output of the remaining sectors (i.e. GDP minus oil) were
regressed on changes in oil exports. To suppress both the component and the inflationary effects
(i.e. the rise in prices which does not represent a rise in real incomes) the deflated value of total
non-oil output (i.e. the domestic product -46 of industries other than mining) was regressed on
the deflated value of exports (using an import price index with 1963 =100). The following
model was tested:

In(},mm—oil,t / )]non—oil,t—l) = ﬂO + ﬂlln(Xt /thl) + ﬂ2]n(I/nonfoil,t—l / )]nan—oil,I—Z) + 77t 3

Where: Y- non_oil = (GDP - Oil) valued at constant import prices
X = Oil exports valued at constant import prices

154



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

Table following on the next page

Table 4 Libyan Oil Exports and Non-Oil GDP (Deflated by Import Price)

The MOdel: In(}fnon—oil,t /Kwn—m’l,t—l) = IBO + IBIIn(Xt /Xt—l) + ﬁzln()/non—oil,t—l /Y:wn—oil,t—Z) + 77:

Periods i B, B, R2 F DW
1974-1981 250 065 -369 31 1.123 2.09
t 1.748 492 -.545
1982-1990 141 643 .609
t 026 -129 -014 .08 418 1.72
1991-1998 565 -.691 -.034
t 592 515 974
1999-2008 035 179 433 14 276 1.11
t 693 602 895
1974-2008 519 573 412
t 029 338 -162 15 629 1.96

Note: * denotes 1 percent level of significance and ** denotes 5 percent level of significance

Source: author calculations

The regression results are given in Table 5. These results show that when both the component
and the inflationary effects are excluded there is no evidence of spread effects of oil exports to
the rest of the economy (non-Oil GDP).

5. SUMMARY

The conclusions reached in this paper are very significant for understanding the effect oil price
changes have on functioning of Libya’s economy. The key conclusions are:

In the first place, in regards to impact of oil price changes on economic development of
economic sectors in Libya it can be said that;

l.

The rates of growth of all sectors in Libya were significantly higher in periods that
demonstrated oil price increase than during periods that the prices had a downward fall.
However, throughout the last several years, the overall economic growth of all sectors didn’t
have any gain from the oil export increase and that might indicate a shortage of
opportunities for investing in the last years.

GDP of Libya profited from opportunities created by growth in oil exports. Never the less,
the delayed effects are overpowered by the contributions for the current period and that
could indicate that the created opportunities for investment are not used to their full
capacity.

. The increase of exports has caused no response from the real output of all Libyan sectors,

except when it comes to trade (wholesale and retail) and other economic activities
(including insurance, finance, and other services). On the contrary, the increase in the
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manufacturing sector has been following a trend that is opposite to the oil exports during
the last 40 years.

There is no data to support the claim that a long-term relationship between Libyan GDP and
Libyan oil exports exists.

Export of oil is a great part of Libyan exports even though it has experienced great declines
in periods when oil prices are low. Oil price changes have also influenced the share
merchandise exports have in the country’s GDP.

The proportion of the trade balance to GDP has experienced great change in the period from
1974 till 2008 and that behavior can also be assigned to the oil price fluctuations. In the
period between 1975 and 2008, the proportion of current account to GDP has also changed
immensely.

The data received from the single-equation regression demonstrate a considerable negative
correlation between the resource balance and income from non-oil sectors. On the other
hand, the growth on the world level creates a considerable positive effect on Libya’s
resource balance due to its positive effect on exports of oil. These trends show that the
growth of non-oil income brings an increase in imports.

Data from the simultaneous-equations model results show that the non-oil income serves as
a big factor in determining the amount of spending Libya will have for imports. The data
also shows that the fluctuations in imports that are a consequence of non-oil income changes
are subjected to a partial adjustment mechanism.

The results received from regression show that a the changes in the portion of OPEC world
oil supply determine the export of oil by Libya.

The results received from simultaneous-equations model show that between imports and
exports there is no considerable feedback effect primarily due to the small size of Libyan
imports’ contribution to world incomes.
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ABSTRACT

The opening of China to the world began in 1979 under the leadership of the Chinese leader
Deng Xiaoping and, in a way, that was the beginning of the international development for
Chinese companies, slowly but surely it became a significant competitor in international
market. The process of internationalization started in the 1990s through various infrastructure
projects that were conducted by Chinese state-owned enterprises in Africa and Asia. After their
expansion abroad, Chinese private companies started to work overseas at the beginning of a
new millennium. Their first investments were in IT industry in the United States of America and
they purchased some of the world's most recognizable brands. Nowadays, Chinese companies
are among the leading investors globally. On prestigious business lists, such as Forbes and
Fortune 500, they occupy high positions in all categories. Slowly but steadily, they are leaving
behind big global players from the US and the EU. Primarily, the progress has been achieved
because the Chinese companies enjoy great support from the Chinese Government, which
provides support to them both on financial and diplomatic level. The aim of this paper is to
show how Chinese private and state-owned enterprises behave in the international market and
point out the similarities and differences of their strategic approach (both through individual
cases and through a comparative analysis of two case studies). The authors will elaborate on
the dominant areas and investment branches for both types of companies, and also what
problems those companies encounter in international business market.

Keywords: China, private companies, state-owned enterprises, international market, strategy

1. INTRODUCTION

China implemented its opening-up policy in 1979 under the leadership of the leader Deng
Xiaoping, along with the process of internationalization of Chinese business operations.
Primary foreign investment markets for China are the countries in its immediate
neighbourhood, such as Taiwan, Hong Kong and Myanmar, while in the mid-1980s it expanded
to the rest of the Asian continent. Interestingly, these investments were exclusively made in the
energy and transport sectors and they never reached more than few hundred million US dollars,
which is relatively low compared to the current investments. The first significant steps of
Chinese companies in the international market were recorded in the early 1990s when there
were considerable investments in the African continent. Chinese state-owned enterprises
(SOEs)' dominated through infrastructure projects in the countries such as Ghana, Chad, Congo
etc., slowly but steadily, enabling business operations to other Chinese entrepreneurs. By the
beginning of the new millennium, there was steady expansion of both the Asian and the African
markets, in particular, investing in the water, mining and mineral resources sector.

! A state-owned enterprise (SOE) is a legal entity that is created by the government in order to partake in
commercial activities on the government's behalf. It can be either wholly or partially owned by the government
and is typically earmarked to participate in commercial activities.
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In this period, for the first time Chinese companies exceeded the value of one billion US dollars
for an individual foreign investment, which captured global attention. The beginning of the new
millennium brought about the first changes. Actually, Chinese companies started expanding
their business operation to other continents, getting interested in modern business segments as
well. Global players got introduced to Chinese private companies, which through their
investments primarily in the IT and real estate sectors in the USA and Europe, slowly but surely,
have been entering the world's sphere of interest. This consistently growing trend has been
noticed over the next fifteen years; therefore, nowadays Chinese companies are among the
leading global companies that can compete with the giants from America and Europe.
Furthermore, this is supported by the fact that the Chinese companies are taking over leading
positions on eminent lists such as Forbes or Fortune 500. The aim of the paper is to demonstrate
the behaviour of Chinese private and state-owned enterprises in international markets, to point
out similarities and differences in the strategic approaches, to show the problems they
encounter, i.e. to display their dominant areas and investment areas both in individual cases and
historic perspective, as well as through a comparative analysis of two case studies.

2. THE RISE OF CHINESE COMPANIES IN INTERNATIONAL MARKET -
HISTORIC PERSPECTIVE

One of the key aspects of the growth and development of Chinese companies in the international
markets is the economic modernization of China itself, which through foreign direct
investments immensely encouraged the growth and development of its domestic companies in
the early 80s of the 20" century. By encouraging already modern and reputable companies
(from America, Europe, and Japan) to invest in China, Chinese companies became acquainted
with business operation of these companies in the international markets. Although former
Chinese authorities severely limited foreign investments of their state-owned enterprises, some
initial experience was acquired in the 80s and 90s of the 20" century. The gained experience
was based primarily on investments in the energy sector, through infrastructure projects and
certain initial investments in the stocks and shares of large world giants. Simultaneously,
foreign investments in China were enlarging and the development of Chinese companies was
taking place in the international markets. Chinese state giants began to work on large
infrastructure projects in Asia and Africa, primarily thanks to the enormous diplomatic and
financial help of the Chinese government. The amount of these investments varies from 50
million USS$ to 1 billion USS. It is invested in energy, water resource management, transport
and increasingly in agriculture. Economic relations with the neighbouring countries in Asia are
improving  significantly, and the trust of African countries is building up
(https://www.imf.org/external/pubs/ft/op/232/). However, in 2000 there was a major turning
point in the operations of Chinese companies in the international business markets. The Chinese
government decided to launch a new type of business strategy called "Go out policy".? One of
the key reasons that led to this strategic initiative is the huge accumulation of foreign exchange
reserves in China. Some of these reserves were invested mostly in low-yield assets such as
American bonds that provided a low but safe return on capital. The other part of these reserves
was used to invest and promote Chinese state-owned enterprises globally. The emphasis was
on investing in traditional economies and infrastructure projects, primarily in Asia and Africa,
but with the steady entry of Chinese companies into the EU and America markets. Increasing
investments were made in the stocks and shares and acquisition of foreign companies, to acquire
the latest technology and modern management skills.

2 Go Out Policy (Going Global Policy) is China’s current strategy to encourage its enterprises to invest overseas
(est. 2000). For more references about “Go Out Policy” see: Zaki¢, K., Radisi¢, B. (2017), "The Results and
Challenges of Chinese "Go Global" Policy", Review of International Affairs, Vol. LXVI, No. 1160, Institute for
International Politics and Economics, Belgrade.
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Gradually, the framework of traditional economy was becoming less dominant and Chinese
companies made significant investment by taking over world-renowned brands to raise their
global status. Chinese private companies went global in 2003 when they were allowed to invest
in the international business markets in compliance with the decision of the Chinese
government. Although Chinese state-owned giants such as CNOCC, State Grid, China Power
Investment and China Railway Construction were still dominant, whose individual investments
were already well over 1 billion US$, Chinese private companies were developing constantly.
The first investment was definitely the acquisition of IBM's segment by Lenovo, which marked
the start of large-scale private investment by private Chinese companies in the international
markets. This acquisition took place in 20053, when the IBM Personal and Tablet PC segment
was purchased for 1.75 billion US dollars. After the acquisition, Lenovo became a recognizable
brand that recorded big sales jumps and its global market share has been growing for years.
According to Global Investment Tracker, the amount and the number of Chinese investments
abroad was constantly increasing in the period from 2005 to 2017. Initially, there was an
average of 20 to 30 investments totalling around 30 billion US dollars; in 2016 they reached
the peak amounting to 342 transactions, with annual amount of 247 billion US §.

Table 1: The biggest individual overseas acquisitions of Chinese companies

Year Company Quantity  in | Transaction Sector/Country
name Billions USS Party

2017 Chem China 43.06 Syngenta Agriculture/EU
(SOE) Switzerland

2012 CNOOC 15.1 Nexen Energy/NA
(SOE) Canada

2017 CIC 13.79 Logicor Logistics/EU
(SOE) G.Britain

2008 Chinalco 12.8 Rio Tinto Metals/Australia
(SOE)

2017 HNA 10.3 CIT Group Transport/USA
(private)

Source: The authors’ research is based on: China’s Top 500 Enterprises and China Global
Investment Tracker

Although in terms of the total number of investments and their height (Table 1) SOEs still
dominate, primarily thanks to the enormous support of the Chinese Central Government, which
has 102 companies under its protectorate, China's private companies have statistically the
largest number of acquisitions. This primarily relates to investments in the IT sector, the real
estate sector, the entertainment industry and the investments in the field of finance (stock and
shares of banks and insurance companies) in the EU and America, where the individual average
of private companies is slightly above 2 billion US$. The leading private Chinese investors,
Dalian Wanda, HNA Group and Anbang Insurance Group are among the top ten, with global

3 The acquisition strategy relates to the purchase of the company that is being integrated and as such becomes a
part, i.e. a unit of the company that has initiated the purchase. The acquisition process takes place between the
companies that are different in size and can be hostile and friendly. For more references about the strategies that
Chinese companies are using when going abroad see: Zaki¢ K., Radisi¢ B. (2017), "Strategies of Chinese
Companies when Entering Global Market, Economic and Social Development", 215 International Scientific
Conference on Economic and Social Development, Belgrade, 18-19"" May 2017, (pp. 169-180), Varazdin
Development and Entrepreneurship Agency in cooperation with John Naisbitt University, University North,
Faculty of Management - University of Warsaw.
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investments exceeding a figure of 100 billion US $ over the past eight years (Collier, 2018, pp.
11-14).

3. MARKET APPROACH (SOES VS PRIVATE COMPANIES)

Over the last twelve years, Chinese overseas investments have been steadily increasing; in the
period from 2012 to 2017 they reached record levels both in terms of deal values and the volume
of transaction. (Figure 1)

Figure I - Total volume of Chinese overseas deals from 2005 to 2017 in Billions US$

Total volume of Chinese overseas deals from 2005-2017 in
Billions US$

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: The authors’ research is based on China Global Investment Tracker, Bloomberg,
RHG Group

Although the strategic choice of acquisition®, as a primary way of acting in the international
business market, is common both for SOEs and private Chinese companies, there are some
differences regarding the choice of geographical areas and business segment. As it was already
mentioned in the previous chapter, SOEs have been present in the international business
markets for more than a decade compared to Chinese private companies, thus their way of
business operation is quite different. SOEs investments are based exclusively on traditional
aspects of economy (Figure 2) and they do not differ a lot from their primary activities, unless
the Chinese Central Government approves it.

4 Note: The acquisition strategy is present in over 97% cases for the analised period from 2005 to 2017, when
nearly 3,000 investment transactions were conducted.
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Figure 2 - Overseas investments of Chinese SOEs from 2005 to 2017 in Billions US$’

Overseas investments of Chinese SOEs from 2005 - 2017 in Billions US$
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Source: The authors’ research is based on China Global Investment Tracker, Bloomberg,
RHG Group

The Figure 2 clearly depicts that the primary areas of SOEs are Sub-Saharan Africa and East
Asia. Initial overseas investments started off in these regions. Namely, over the past 25 years,
the Chinese government has established fairly good economic and political relations in the
countries of Africa and East Asia, and thus their companies win almost all important projects
in these regions. The two most dominant sectors are the transport sector and the energy sector.
In the transport sector, major infrastructure projects are the construction of railways and
highways. These are large projects for Sub-Saharan Africa, where the countries such as Kenya,
Zambia, Chad and Nigeria dominate, having an average investment of approximately 2.5 billion
USS. The most important infrastructure projects are the construction of the railway in Nigeria
2014 (the investment worth 6.8 billion USS$), and the construction of the road and railway in
Chad in 2011 (the investment worth 5.63 billion USS$). The contractor in both projects was the
Chinese state-owned enterprise China Railway Construction. As for the energy sector, it is
certainly the most dominant sector for SOEs, and the main investment regions are East Asia
and Sub-Saharan Africa as well. It is invested heavily in the countries such as Malaysia,
Indonesia and Laos; however, over the past few years, the investments in the countries of former
USSR, the EU and the South American countries have become more frequent. The amount of
these investments is on average 3.5 billion US dollars, while the main investors are two state-
owned Chinese enterprises SINOPEC and China National Nuclear (http://www.aei.org/china-
global-investment-tracker/). Chinese private companies began their internationalization process
in 2003 when the Chinese government decided to allow the private sector to go international.
The purchase of one part of IBM by Lenovo was the first major investment, resulting in the
constant global increase of Chinese private investments (Figure 3).

3> Note: EA - East Asia, WA - West Asia, AME&NA - Arab Middle East and North Africa, SSA - Sub Saharan
Africa
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Figure 3 - Overseas investments of Chinese private companies from 2005 to 2017 in Billions
US$’
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Source: The authors’ research is based on China Global Investment Tracker, Bloomberg,
RHG Group

In their first years of operations in the global market, Chinese private companies were the same
as SOEs, investing mostly in the traditional economy (energy, metallurgy and transport sectors),
choosing their primary destinations in the Arabian Peninsula and East Africa, while the Asian
Continent and Sub Saharan Africa were the second choice. However, the real boom in the global
market was experienced in 2009 and 2010, when Chinese private companies attracted global
attention by acquiring a number of transport companies which were affected by the US crisis,
as well as the property in Qatar, UAE and Saudi Arabia. This trend was slowly declining the
following two years, so they directed their forces slowly to North America and Sub-Saharan
Africa where more and more funds were invested in the energy sector (mostly oil investments,
with an average investment of around 3 billion US$). Unlike SOEs, they do not enjoy the
overwhelming support of the Chinese government, except when it comes to some extremely
large investment. On the contrary, they are constantly monitored by the Chinese state due to
certain suspicious investments primarily in Africa and East Asia. Over the last three years,
Chinese private companies are well-known for their investments in the US and the EU. It has
been invested in the entertainment, IT, finance, real estate and sports sectors. The average cost
of the investments amounts to just over 4 billion US$, and the largest investors are HNA Group,
Wanda Group, Anbang, Ping An, etc. (https://knoema.com/pvvzaxg/china-global-investment-
tracker). As compared with SOEs, private companies are constantly expanding their business
segments (they do not operate only in their primary business); they often change investment
regions and tend to make risky investments, especially in the field of entertainment and finance.

¢ Note: EA - East Asia, WA - West Asia, AME&NA - Arab Middle East and North Africa, SSA - Sub Saharan
Africa, SA- South America, EU- European Union
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The record amount of investment was157.5 billion US$ in 2016, which would probably never
repeat, as the Chinese government introduced the control of investment in early 2017; primarily
due to the disrupted diplomatic relations with the United States, but also because of a number
of suspicious transactions in the field of finance and technologies ending up in US courts.

4. CASE STUDY (STATE GRID INT. VS WANDA GROUP)’

State Grid International was established in 2008 as a subsidiary of one of the largest state-
owned enterprises. The complete power network of NR China is under its protectorate, thus
being the largest utility company in the world. On the prestigious Fortune 500 list, the enterprise
is currently on the second place with annual revenue of 316 billion US$ immediately behind
the US Walmart retail chain (http://fortune.com/global500/). State Grid Int. started its
internationalization process in 2008 when it bought 40% of stakes in Monto Oro for 1.58 billion
USS, the largest power company in the Philippines. Its expansion into foreign markets
continued in the following two years, when it bought the parts of electric plants in Brazil and
Portugal with the assets share of 25-50%. From 2012 to 2014 it received global attention when
it made a lot of acquisitions in South America, East Asia and, particularly, in Australia (Figure
4). After purchasing 20% and then 60% of Singapore Power Corporation totalling 4.6 billion
US dollars, State Grid became one of the most powerful electric companies in the world, having
under its control over 60% of the electric networks in Asia, South America and Australia. It
continues its overseas investments in Europe in November 2014 by purchasing 35% of the
Italian private company CDP Reti, one of the largest electricity retailers in the EU for $ 2.5
billion US dollars. This event particularly alarmed US competitors who are known for buying
shares in such companies in the EU. It should be noted that the company set a record when it
comes to foreign investments in 2016, which amounted to 17.36 billion US dollars. The trend
continued in 2017, only in a lesser extent, primarily due to the control of foreign investments
by the Chinese government. Nevertheless, it acquired 95% of stakes in CPFL Brazil, the largest
private electric company in South America for just over 3 billion USS. State Grid International
has become one of the leading global players in the field of electricity in a very short time.
According to its ten-year plan and with constant investment in infrastructure and R&D segment,
along with the support of the Chinese government, it aims to become the global leader in
electricity supply by 2030.

Figure following on the next page

7 Note: for this part of the paper several sources were used:
http://www.stategrid.com.cn/sites/sgid/en/en_index.jsp, revised 25.04. 2018.,
https://www.bloomberg.com/profiles/companies/0612934D:CH-state-grid-international-development-Itd, revised
25.04.2018., https://www.wanda-group.com/overseas_holdings/, revised 26.04.2018., https://www.wanda-
group.com/about/, revised 26.04.2018., https://rhg.com/research/chinas-state-investment-surge-stimulus-or-
statistics/, revised 26.04.2018.

164



30th International Scientific Conference on Economic and Social Development — Belgrade, 25-26 May 2018

Figure 4 - Total overseas investments of State Grid from 2010 to 2017 in Billions US$
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Wanda Group was established in 1988 and it is one of the largest Chinese private conglomerates
dealing with real estate, finance and management, the cultural industry and, recently, the
entertainment industry. It is one of the best employers whose prime goal is the education of
young experts. Every year the company offers internships to over 200 thousand best students
to work in four different business segments, many of them get employed here. On the
prestigious Fortune 500 list it is currently on the 380" place, making a progress every year. Its
internationalization process began in 2012, when it purchased AMC Entertainment the second
largest cinema chain in the world for § 2.6 billion (Figure 5). The investment proved to be very
successful because in the following three years the company recorded a steady increase in the
revenues along with its Wanda Group - one of the largest movie theatre chain operators in the
United States. In the following two years the company continued its expansion in EU countries
(by purchasing Santander in Spain and Sunseeker luxury yacht manufacturer in the UK). By
purchasing the Legendary Entertainment Group in 2016, Wanda Group received global
attention. Namely, many American filmmakers rebelled against Chinese capital in Hollywood;
the acquisition was, however, made at a cost of 3.5 billion US dollars. This event had a positive
effect on the group itself, primarily due to the rise of share price in the international stock
exchanges of about 9%. The same year, the company also bought 50% of the French Auchan
retail chain for $ 1.73 billion US, which is also very well-known brand in China. Nowadays,
Wanda Group is one of the world top investors in the field of entertainment, media, real estate,
etc. The growth and development of the company is due to enormous investments. Furthermore,
it is a diversified company in terms of operating in more industries and markets. This is largely
due to the fact that the parent company is in China, and although being a private company, it is
constantly recording its revenue growth, and in that way improving the image of its brands
worldwide. As for the future, the company's management certainly plans to expand primarily
in field of entertainment in the US and EU, but also in the field of real estate in the Arabian
Peninsula and East Asia.
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Figure 5 - Total overseas investments of Wanda Group from 2012 to 2017 in Billions US$
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5. CONCLUSION

The expansion of Chinese state-owned and private enterprises has been gradual, both under
strict control and support from the Chinese government. The investments were first in
traditional forms of economy, and in recent years, Chinese companies have significantly
expanded their scope of business. The Chinese government has recently limited the expansion
of Chinese capital with a prior strategic preparation and decision at the state level. It is evident
that the Chinese capital over the last two years has been mostly directed to the countries
participating in the initiative One belt - one way (that is, New Silk Road). The idea is to
strengthen the cooperation between the China and the countries of Asia, the Middle East,
Europe and Africa through various forms of projects. To sum up, Chinese state-owned
enterprises are limited by the Chinese government in terms of where, when and under what
conditions they can invest. Chinese private companies have greater freedom of choice, but
recently, there have been additional restrictions regarding the countries they can invest in. Both
types of enterprises choose mainly acquisitions as the main form of overseas investment, and
one of the reasons is certainly having a greater degree of influence and control, than in mergers
or strategic alliances. Through these investments, Chinese companies are certainly enhancing
their reputation than they had in the 1990s, and it can certainly be expected that state-owned
and private enterprises will continue with this strategy, as it favours the development of the
Chinese economy.
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ABSTRACT

In the effort to overcome the limitations of some mathematical models to deal with real-world
problems, evolutionary algorithms were developed as alternative optimization technique.
Genetic Programming (GP) represents a branch of evolutionary programming, where encoding
is performed by using an evolutionary algorithm and resulting in solutions that consist of
computer programs. So far, genetic programming has been successfully implemented in various
optimization, search and model approximation problems. As a subset of machine learning
paradigm, GP, developed by Koza, uses genetic algorithms (GA) to automatically generate
computer programs. Multi Expression Programming (MEP), a Genetic Programming variant,
is used in developing models for characterization of system behavior by directly extracting
knowledge from data. MEP is considered an efficient technique for solving complex problems,
having a distinctive feature to store multiple solutions in a single chromosome. However, the
decoding process remains at the same complexity level. MEP has a potentially wide range of
applications. Real systems that exist in socio-economic environment are characterized by
dynamic structure, reflected in nonlinearity, uncertainty and other inherent aspects. Thus,
standard mathematical approach, relying on precise mathematical relations, has certain
limitations in modeling complex systems. As an alternative, fuzzy mathematics is applied when
modelling vague and complex relations and systems. The application of fuzzy systems theory is
recommended in situations where data values and relations are uncertain and imprecise and
their estimation relies on incomplete expert judgment. The principles of fuzzy mathematics have
been extensively used in risk assessment. This paper proposes an integrated methodology for
risk assessment that combines MEP and fuzzy mathematics.

Keywords: Credit scoring model, Genetic Programming, Risk Assessment

1. INTRODUCTION

Banks industry are exposed to challenges in finding new ways of doing business with less risk,
but efficient and profitable. Credit risk is a critical component of any banking organisation and
loans are the largest source of credit risk. Credit scoring models have been used by banks to
determine if applicant belong to a good or a bad applicant group. It is shown that these models

reduce the cost of credit analysis, enable a faster credit decision, and reduce the potential risk
(Lee et al, 2002).
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Credit risk assessment was mostly based on statistical and operational methods. Most recently
different neural network, expert systems, fuzzy systems, genetic algorithm and genetic
programming techniques have been proposed. Hybrid systems such as Genetic Fuzzy Systems
(Cordon, 2011; Koshiyama, 2015, Prasad et al, 2008, Grosan and Abraham, 2006) have been
widely employed to solve classification and regression problems. They have capability of
extracting knowledge from datasets and state it in the linguistic labels with reasonable accuracy.
In this paper we proposed integrated method of MEP and Fuzzy Inference System (FIS). Multi
Expression Programming is a Genetic Programming variant. MEP techniques are substantially
helpful for determine empirical models and to indicate behavior by directly extracting
experimental information (Kerkez et al, 2017). One of the advantages of this tool is that, unlike
traditional methods, the MEP does not require assumptions that simplify the development of
the model. Evaluation of the applicant’s is done using fuzzy logic and Fuzzy Inference System.
Defining applicants not only in good and bad group, but in ,,somewhere between* provides the
possibility of reconsidering a particular client using an individual approach as a proactive model
of cooperation.

2. ABOUT MULTI EXPRESSION PROGRAMMING

The MEP uses the following steps to develop the best program until a termination condition is

achieved (Oltean and Grossan, 2003; Alavietal, 2010; Alaviand and Gandomi, 2011):

a) two parents are selected using the tournament procedure and they are again combined with
the fixed crossover probability,

b) obtaining two off spring on the basis of a re-combination of two parents,

¢) mutation of the off spring and the replacement of the worst individual in the current
population with the best of them.

In the MEP scheme, the first symbol of chromosomes must be a terminal symbol. In this way,
only syntactically correct programs are obtained. MEP chromosomes, using a set of functions

F= {+, *} and a set of terminals 7" = {a,b,c,d } , is represented as follows:

d

. 4.5
1 *3.5
1 *2,6

Y

The algorithm starts with a randomly selected population of individuals. There are certain
limitations for creating a valid MEP individual (more about that in Oltean and Dumitrescu,
2002). The value of these expressions can be calculated by reading the chromosomes from the
top to the bottom. Partial results are calculated using dynamic programming and are placed in
a conventional manner. The chromosome described above encodes the following expressions:

Fl a
E2 b
E3 atb
E4 C
E5 d
E6 ctd
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E7  (atb)*d
ES  b*(c+d)

Figure 1: MEP chromosome represented as trees (adapted from Oltean, 2006)
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Due to their multiple expressions, each MEP chromosome should be viewed as a forest of trees
(Figure 1), not as one tree, as is the case with genetic programming. As MEP chromosomes
encode more than one problem solution, it's interesting to see how fitness is assigned. The best
expression is chosen after controlling the fitness of all expressions in MEP chromosomes using
the following equation (Oltean and Grossan, 2003):

# =min{ 3| Ek) -0

where n is the number of fitness cases; E(k) expected value, O, is the rate comes for the k-th
case by the i-th expression encoded in the current chromosome, g is the number of genes.

The standard MEP algorithm uses the evolutionary model as a stable state, as its basic
mechanism. The MEP algorithm begins with the creation of a random population of individuals.
The standard MEP algorithm looks like this (Oltean et al, 2009):

%Randomly create the initial population P(0)

while not stop condition do

% Select two individuals p; and p> from the current population

% Crossover the parents pl and p2, obtaining the o and 0>

% Mutate the o1 and 02

if fitness (the best offspring) is better than fitness (the worst individual) then
% Replace the worst individual with the best offspring

end if

end while

% Output S as the best solution (individual) found
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The MEP accepts a set of data relating to our research. In order to achieve a consistent, data are
devided, several combinations of training and testing sessions are considered. The model with
the best performance of data sets for learning and testing was finally selected as a result of the
work. Operators are selected in relation to the problem and the data of interesting. Problems of
regression type, binary classification and classification of several classes can be done in the
MEP. For the regression type model, in order to evaluate the performance of the derived models,
the correlation coefficient (R), the mean square error (RMSE) and the mean percentage error
(MAE) are used.

3. GENETIC FUZZY SYSTEMS APPLICATION

In this part of the paper we will present the possibility of applying an integrated approach to
fuzzy mathematics and multi expression programming in personal credit risk assessment. For
the purpose of this work we use German data' set with 15 attributes and 520 past applicants for
credit. A large set of data, with high dimension and sometimes with irrelevant attributes in the
training dataset, can lead to less accurate results in analysis. Therefore, it is important to extract
the most significant features to increase predictive accuracy, speed and scalability. In addition,
the data are slightly adjusted by the experts due to the easier presentation of the proposed
methodology. Data conclude the following three groups: (a) The personal condition (age, sex,
marriage, education etc.), (b) The financial condition (profession, job and title, years of
services, income, and annual family revenue), (¢) Social condition (bad credit record if any,
insurance). In classification problems we used methodology described in (Koshiyama, 2015).
The main source of information consists of a dataset containing n patterns x;. Each patterns are

described by values of m characteristics Xj. (z' =1,...,nandj=1,.. .,m).
In the fuzzification process we have membership functions:
Ay ={(%4, (x,)) 13, € X}, where 4, : X, >[0, 1],

Fuzzy numbers are symmetrical triangular fuzzy number and membership functions are defined
by the expert. Input data are membership degree of fuzzy set as result of mapping crisp data set.
In the next step Fuzzy Inference System accepts data. Fuzzy rules are defined as follows

R: IF X is Aj; and X3 is Ajj and ....and Xj is Ai1 THEN x; in score s

The rule base is a set of linguistic terms in the form of IF-THEN rules with antecedents and
consequents connected with AND operator. Aggregation operator used in this work is
maximum. The output of the fuzzy system are in the interval [0, 2] (see figure 2). Each risk
element is described by fuzzy sets as low risk, medium risk, and high risk; values x1, x2, X3, X4,
xs, and x¢ are for left and right borders of triangular fuzzy numbers. Those values represent
value of total evaluation. More detailed information about this procedure can be found in
(Gajovic, Kerkez and Kocovic, 2017). Several combinations of training and testing sets are
considered, where data are randomly divided into learning and testing subsets and in different
percentage of data representation (60:40, 80:20, 70:30, 50:50). The basic operators and
mathematical functions are used with uniform crossover type. Crossover probability is set on
0.9 and number of iterations is 100/500. Based on fuzzy rules, each new applicant can be apprise
with selected variables and based on the predictor values, be classified in a high credit risk
(score 2), medium credit risk (1) and low credit risk (score 0).

! This data set originally consist of 30 variables for 1000 past applicants for credit.
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Figure 2: Score classification
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The German credit dataset composed of 700 instances of creditworthy applicants and 300
instances of bad credit applicants. Result of our model shows 0,6444 creditable applicant with
0.003 standard deviation. Percent of applicant that need to be reconsider is 6,80%. The rest are
the bad credit applicant. The proposed methodology provides flexibility regarding the
specificity of the problem and can easily be adapted to different classification problems with
different types of attributes. The model is characterized by interpretability and ability to present
a possible classifier in different ways.

4. CONCLUSION

Real systems such as bank borrowing activities are characterized by dynamic structure,
reflected in nonlinearity, uncertainty and other inherent aspects. Credit risk assessments is
crucial for banks to help determine probable risk and to make right decision regarding credit
approval, but and other connected factors, such is interest rate, repayment, grace period etc. In
the process of the personal credit risk analysis credit scoring is evaluating technique that helps
banks to determine customer’s credit risk. In this paper we used empirical credit scoring model,
based on past data of relevant attributes to identify creditable or bad credit applicants. Even
more, methods can be used in identifying creditworthiness of new applicants. Thus, standard
mathematical approach, relying on precise mathematical relations, has certain limitations in
modelling complex systems. As an alternative, integrated techniques are gaining in greater
significance in risk assessments. Presented method using integrated techniques of genetic
programming and fuzzy mathematics. The model helps in the faster applicant selection, but it
also require credit professionals to make decisions in the definition of attributes, and in the
evaluation process.
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ABSTRACT

Development of environmental protection technologies, scientific monitoring of ecosystems,
integrated environmental management and biodiversity protection, environmental hazards and
ecosystem risk assessment, climate change research and their impact on the environment, all
of these contributions sustainability and sustainable exploitation of natural resources. This
working paper analyzes issues of sustainable environmental development in the sense of
conserving nature and its resources in Libya. Ecological safety, sustainable development and
environmental issues are part of regional initiatives and should be a factor in the internal
stability and economic development of each country, including Libya. Over the past decades, it
has become clear that the global environment under serious threat is the consequence of human
activities that lead to comprehensive water and air pollution, exhaustion of natural resources
such as forest and fish stock, destruction of plant and animal species and their habitats and
growing threats to the global warming up. High pollution of natural resources, primarily water,
land and air, and the fact that climate change is happening much faster than anticipated
indicates the need to place this area in the priorities of the scientific and technological
development strategy. The field of environmental protection covers almost all segments of the
society, and for these reasons, a multidisciplinary approach to research is needed. An
increasing number of multidisciplinary studies and teams simultaneously engage in natural-
mathematical, technological, but also social and humanistic disciplines. Issues like protecting
the environment, food safety, energy efficiency, and biomedicine cannot be solved without a
comprehensive approach and the contribution of science and scientific institutions. The
application of research results can improve the state of the environment is of utmost importance
for the future economic development of Libya. In order to achieve this, it is extremely important
to establish stronger cooperation between scientific research organizations and users of
research results.

Keywords: Economic development, Environmental issues, Libya, Multidisciplinary approach

1. INTRODUCTION

Ecological safety, sustainable development and environmental issues are part of regional
initiatives and should be a factor in the internal stability and economic development of each
country, including Libya. Over the past decades, it has become clear that the global environment
under serious threat is the consequence of human activities that lead to comprehensive water
and air pollution, exhaustion of natural resources such as forest and fish stock, destruction of
plant and animal species and their habitats and growing threats to the global warming up. High
pollution of natural resources, primarily water, land and air, and the fact that climate change is
happening much faster than anticipated indicates the need to place this area in the priorities of
the scientific and technological development strategy. Sustainable development strategies have
their roots in Agenda 21, a key document that describes a sustainable development agenda
adopted at the 1992 Rio Summit. Agenda 21 urged all countries to develop what strategy is.
Agenda 21 plays the role of statistical indicators and the importance of monitoring progress
towards sustainable development based on indicators. Brundtland's definition of sustainable
development as "meeting the needs of the present without jeopardizing the needs of future
generations" is extremely difficult to turn into an operational definition. The Brundtland report
elaborated a complex concept of sustainable development that is far beyond a single phrase.
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In the past, many people in the world, including those from the MENA region, took their natural
heritage for granted and viewed the environment as an almost unlimited source of raw material
that could be exploited by disadvantages due to the rising economy. This opinion has changed
somewhat in recent years, and people in most countries now realize that environmental
environments for material supplies and waste absorption are limited. This rise in environmental
awareness has led to requests for new types of information that indicate the relationship between
the economy and the environment. In response to the request for additional information, during
the 1980s and 1990s, there has been a huge increase in attention dedicated to the integration of
environmental and economic issues in decision-making. The influential World Environment
and Development Commission (known as the Brundtlands Commission) recognized the need
for integrating the environment and economic accounting in 1987, when it called for annual
reports and audits on changes in environmental quality and the state of the nation and means of
protecting the life middle. The Commission noted that such a report was necessary to obtain an
accurate picture of the real health and wealth of the national economy and to assess progress
towards sustainable development. (World Commission for Environmental Protection and
Development, 1987). In the following period, a number of other studies emerged that called for
the need to integrate environmental issues into the national budget (Daley and Cob, 1989, pp.
3-6). Thus, many countries began formulating and implementing environmental actions, and as
a result, today many industrial countries have a well-established environmental and resource
management system with budgets that quantify the links between ecology and the economy. A
growing number of developing countries are also in the process of establishing such a
relationship with the environment. In addition to economics, many other natural and social
sciences are included in the concept of sustainable development.

2. SUSTAINABLE DEVELOPMENT

Sustainable development is not the same as environmental protection; it is already a much wider
concept. The main goal of sustainable development lies in the relationship of three basic pillars:
environmental protection, society and economies. The problem is that these three pillars in our
world do not occupy equal relations and positions. The economic pillar is very often
characterized by focusing on economic growth at any cost, where the main characteristic is the
accumulation of profits. We often forget that nature is irrelevant both from the economy and
from society. Another approach advocates Levett with his model "babushka" (Chambers et al.,
2004, pp. 3-8), where within the context of circles economy is placed in the middle, which
symbolizes its purpose only when it ensures the quality of life for people, when it increases the
quality of life in society. Around it is a society that realizes its development without
endangering the environment, which occupies the ultimate concentric circle. Danis Goulet
points out that there are three types of rationality that can lead us in our relationship to
sustainable development (Goulet, 1995, pp. 9-18). The problem arises, which very rarely
supports one another, but more often in relation to the competition. Three rationalities are:
technological, political, and ethical (Tryzna, 1995, pp. 12-24). So we have projects that are
technologically efficient, have political support, but destroy the world. Or we have ideas on an
ethical basis, but totally useless or do not have the support of political elites or the public. All
these theses and views on sustainable development have been summarized by Richard Heinberg
in the text Five Axioms of Sustainability (2007). Any society that uses the most important
resources uses unsustainably must fail (Tainter axiom). Joseph Tainter is the author of the
classic book The Collapse of Complex Societies (1990), and that's why Heinberg named this
axiom for him. Tainter believes that the reduction of social complexity in a society becomes a
terrain suitable for the collapse of that society. The growth of the population must be aligned
with the growth of the resource consumption rate (Bartlett axiom). Heinberg points out that the
current population growth must stop, because we spend too much.
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At current rates of growth in 2075, there will be 13 billion people on the planet. The global
population growth fell from 2% a year in 1970, to 1.2% in 2004. Nevertheless, the state of the
ecosystem is deteriorating, which means that consumption is rising unevenly. What should be
concerned is that the increase in the number of inhabitants will be limited mainly to developing
countries, and most of the rich developed countries are experiencing even a decline in the
number of inhabitants. If a society seeks sustainability, the use of renewable resources must not
go beyond the rate of natural renewal. There are renewable energy sources that are consumable,
such as trees, water or fish fund. With our irresponsible use, we can spend more than they can
recover. Therefore, the maximum use of natural resources should be explored to a point where
the ability to restore them is not jeopardized. If society seeks sustainability, the use of non-
renewable energy sources must be reduced, and the rate of reduction must be greater or equal
to the rate of their exhaustion. How many complications we create in the integration of
development and sustainability can be seen through different perceptions of sustainability itself.
For these reasons, we have a different approach in the active implementation of sustainability
and sustainable policies in our societies. O'Riordan concluded that we are only at a stage of
very low sustainability, where we are satisfied with the reduction of the impact of damage and
the prevention of the obvious and the biggest incidents of un-sustainability (O'Riordan, 1998.
pp- 25-27). The concept of sustainable development, as a general definition, has three aspects
(Wright, 2005, pp. 21-24): economic sustainability, which implies more efficient use and
increase productivity of available resources, taking care to eliminate or reduce negative
environmental impacts; Social sustainability, which implies that development must be just and
satisfy the needs of most people on the planet, including the fight against poverty, productive
employment, promotion of social unity, effective and accessible health care and education,
prevention of negative social phenomena, democratization of social life and changing consumer
habits and ecological sustainability, which includes the integrity of the ecosystem and the care
of their capacity and biodiversity, which includes taking care of the preservation of air, water
and soil qualities, the protection of wild habitats and the more efficient use of natural resources
and energy.

3. PRINCIPLES OF SUSTAINABLE DEVELOPMENT

It is virtually impossible for a modern man to avoid environmental impact, but this impact can
be reduced to a minimum (minimize) by observing certain principles (principles) that make up
a sustainable development policy. In principle, adherence to these principles enables the
development of a human society with the preservation of the environment. These principles,
above all, belong to (Wright, 2005): Integration, Precaution, Resource renewal and Preventive
action. The principle of integration, as the most comprehensive principle, refers to making
political decisions in all decision-making domains, and it is carried out on three levels of
concern about life-threatening, ie, at the level of society, economy or product. At the company
level, this principle is implemented in politics, when making decisions, with restrictions on
legal remedies. At this level, environmental concerns include the public or the entire population,
which is achieved through the development of public awareness and the acquisition of
appropriate knowledge of all aspects of environmental protection. At the level of the economy,
it implies the introduction of legal obligations for legal entities to manage all types of waste
responsibly and integrate the problem of waste. At the level of the product, as a preventive
measure is created, the legal obligation of the manufacturer is to define in advance the impact
of the product on the environment, integral throughout the life cycle of the product, i.e. from
raw materials and production to waste. The precautionary principle implies that each activity
must be carried out without relying on the absence of scientific evidence of its environmental
impact, such as, for example, the definition of products based on genetically modified
organisms.
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The principle of resource renewal is usually reduced to preserving the natural resource of a
resource - raw material or energy. This principle implies increasing the efficiency of resource
use, increasing savings (reducing losses) and increasing recyclability. From the point of view
of this principle, all resources are divided into renewable and non-renewable.
The principle of preventive action is the main method and approach in the integration of
environmental policy into other policies and decision-making and universal technique for the
implementation of all principles of sustainable development.

4. THE ROLE OF THE LIBYAN STATES IN SUSTAINABLE DEVELOPMENT

In developing countries, structural transformation is carried out with the efficient development
of the state. A successful state is the one that brings long-term growth and structural
transformation as its main goal and aims to create policies and institutions that facilitate the
evolution of the economic system, so that the goals of economic development are achieved.
The Libyan state will have to take on not only the development role, but also the broader role
of sustainable development in order for the country to be successful. Promoting economic
development is not the only task. Successful developed countries have a common approach to
government. Perhaps it is most fundamental that they did not seek the replacement of the private
sector through state ownership or the direct control of large parts of the economy. Instead, they
tried to fulfill the vision through policies and institutions that exploit private ownership, the
spirit of entrepreneurs, and the drive for profit and the achievement of national economic
development goals. Thus, the creation of dynamic development and the focus of the private
sector should be at the heart of a policy to promote sustainability by the developing country.
Key elements of the Libyan government strategy should be public investment, private
investment, and rules in the manufacturing sector to create a strong response from the private
sector aimed at increasing investment and technological change in the development directions
the government is seeking to achieve. Successful countries also had a number of other common
features. First, they formulated a clear vision for the future of sustainable economic
development, which provided a common-sense approach to the coordination of the evolution
of various parts of the economic system. Second, they sometimes encouraged the emergence of
political elites that were not primarily dedicated to the promotion and maintenance of their
privileges. They have built technically competent bureaucracies that are relatively isolated from
other interests capable of acting in the general interest. Finally, successful developing countries
have built their legitimacy to development outcomes, ensuring that the benefits of development
are widely accepted and that the population is actively engaged in a joint national sustainable
development project (UNCTAD, 2012). All of these development management features are
also relevant to promoting sustainable development. The state of Libya should see the
environment as an integral part of the development strategy. In this way, the state would play a
leading role in formulating a vision that sets clear goals to change the structure of the economy,
to include a relative separation of resources and environmental impacts, as well as an increase
in human well-being in the short term, in the medium to long term. It should also formulate a
set of appropriate policies, regulations and incentives to ensure the successful fulfillment of
sustainable development objectives and take necessary measures through key actors, and in
particular in the private sector, to ensure their effective implementation. Investments and
technological change are key drivers of sustainable development. The challenge is to create an
appropriate and balanced combination that is good enough to achieve the desired goals. Such a
policy should provide incentives and penalties for those who do not comply with the rules laid
down (for example, not paying taxes on the environment). In the end, it is important to take into
account the costs and benefits associated with the intended policy. Libya should conduct a cost-
benefit analysis and decide on the optimal mix of instruments. For example, potential
environmental benefits, savings from the use of resources, are potential benefits.
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In the Libyan context, the large negative adverse effect of the phase of structural adjustment is
the erosion of state capacities. An important area in which much more work is needed is that
the Libyan government will establish a system for monitoring and evaluating progress towards
sustainability. This should include the strengthening of statistical capacity in the design of
sustainability indicators, using the national system through monitoring the state of the
environment and monitoring the productivity of resources, strengthening institutional capacity
to track the objectives of sustainable development over a given period of time on the progress
towards these indicators. In addition, the current institutional environment for the
implementation, monitoring and evaluation of environmental protection measures should be
revised in terms of assessing the needs for new institutions and reviewing legal, regulatory and
supervisory frameworks. In addition, the relationship to the capacity building needs of existing
institutions and agencies should be reviewed, marking their role and responsibilities for greater
transparency and accountability. National vision of development is particularly effective when
it becomes a common national project and there is social mobilization behind the objectives of
this project. In this regard, some NGOs (NGOs) can have an impact in promoting social
mobilization of environmental sustainability. Libya's NGOs have emerged during the last
decade. Some of them advocate measures that can contribute to the promotion of the
conservation and restoration of natural resources, such as fisheries. The Libyan government
must play a leading role in formulating and implementing a sustainable development strategy,
in order to create an appropriate environment, including support measures, it should be
established internationally. This can be interpreted in many ways. However, in a broader sense,
it means an approach where the country should not be prevented in its pursuit of accelerated
economic development and structural transformation, but should strive to improve
environmental sustainability. The critical strategic issue that the Libyan government faces in
developing a sustainability strategy is a matter of priority. As sustainable development,
environmental sustainability is related to economics, as well as to other sciences, in each
economy, some sectors are more or less important in terms of resource use, and certain
resources are associated with higher or lower levels of impact on the environment. An
environmental sustainability strategy should strive to do so in such a way that the rate of
economic growth is at least limited, and the human well-being of economic growth is most
improved. However, strategic choices can be identified by assessing relative strengths in sector-
level measures, targeting economic sectors where resource use is found to be more intense, such
as agriculture, industry, energy, and construction. At the same time, the government can assess
the relative benefits in terms of measures to improve the sustainable use of specific renewable
and non-renewable sources, such as water, land, fossil fuels, materials and metals and mineral
resources. In addition, it is important that politicians have in mind the life cycle phases
associated with economic resources and activities. The development of productive activities at
the national and regional levels will be crucial for the structural transformation processes in
Libya. However, industrialization is likely to exacerbate environmental pressure and intensify
more use of materials, water and energy, increased emissions and air pollution, higher
wastewater discharges, and higher waste production. Therefore, the goal of Libya must be to
achieve not only industrial development, but also to improve the efficiency of resource use and
mitigate pollution and waste generation. The focus on agriculture is indispensable, because it
is clear that successful structural transformation usually begins with the improvement of
agricultural productivity and the growth of a reliable food supply. This is especially important
in Libya where most of the population continues to earn their living from agriculture. However,
the inefficiency of land use in terms of biological productivity prevails. Therefore, the main
focus of the policy must be the intensification of sustainable agriculture, which involves the
production of more outputs from the same land surface, as well as mitigation of negative
environmental impacts and the maintenance of natural capital.
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Tripoli, as the largest urban center and capital of Libya, faces many ecological problems,
although similar problems have the second largest city of Benghazi. The intensive
industrialization and urbanization, as well as the demographic development of Tripoli in the
second half of the 20th century, have had negative impacts on the environment and the quality
of life of the inhabitants, both in the city itself and in its surroundings. The main environmental
problems in Tripoli, which have been tracking the development of the city for decades
include: irrational use of resources (land, water, energy, etc.), increasing traffic problems,
lagging behind the development of communal infrastructure, degradation and pollution of the
land, air and water pollution, risks of natural disasters and industrial accidents, destruction of
natural and cultural assets.

5. CONCLUSION

Sustainable development is based on meeting the needs of people and overcoming the conflict
between economics and ecology. By realizing this model in practice, it is possible to create the
conditions for economics and ecology to go hand in hand. In order for this development to run
without contradiction, it is necessary at the same time to take into account social issues, ranging
from the lowest (local) to the highest (global) level of their manifestation. Libyan academies,
universities, high institutes and research centers have launched an initiative to allow the reuse
and recycling of resources, products and services to build a country to combat the effects of the
Libyan crisis in 2011. Libya today is working on the preparation of actions, ideas and best
practices to alleviate the impact of extreme events and to implement effective measures to
increase the use of renewable resources, and to address climate change. The ecological hotspots
that exist in Libya should turn to bright spots based on people's awareness and readiness for
ecological ventures at the local level, along with a number of Libyan and UNEDP initiatives and
programs that require a multidisciplinary approach. The introduction of the concept of
sustainable development in policy making is the main milestone for our societies over the last
two decades. It has become clear that no matter how we define sustainability. Considering the
complexity of the concept of sustainable development and the importance of measuring what
1s important for the well-being of both present and future generations, it is evident that all robust
tools and indicators for the 21st century are needed. As the Commission Report noted, many of
these tools already exist and can be found within the ecological footprint. For countries in the
MENA region, including Libya, natural capital measurements in natural assets and the
implementation of a sustainable development strategy with the help of all interested academies,
universities and institutes can be a significant step forward in improving sustainability
measures. Additional research and analysis is needed to fully understand the difficulties of
establishing a sustainable environment for Libya and to monitor the progress of establishing
sustainability of resource use in Libya. One of the important contributions of the Commission's
Report Stiglic is the emphasis on the need to follow the different policy objectives in particular;
economic performance, quality of life and environmental sustainability. The environmental
footprint has the potential to support this plan in which the resource is part of the micro-
economic performance and indicators of social progress. Al Basama Al Beeiia project in the
United Arab Emirates can serve as a model for information and lead other countries in the
region seeking to learn more about their environmental footprint. In Libya, the subject of
environmental sustainability and the development of appropriate indicators of sustainable
development is in its infancy, and Libya will benefit from much more research and analysis on
these topics. This includes an assessment of incentives and disincentives contained in selected
regulatory schemes across the country and the sector. Future research projects that will be useful
include deeper analysis of regional challenges and constraints on the sustainable development
of resources and environmental footprint. More analysis is needed to understand the problem.
Sustainable development, as a model of the development of anthropocentric character, focuses
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on meeting the needs of people and overcoming the conflict between economics and ecology.
By realizing this model in practice, it is possible to create the conditions for economics and
ecology to go hand in hand.
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ABSTRACT

To have a business idea and a strong belief in its growth is certainly a primal step to
establish a company. But the second step should surely be a decision on how you want to
run your business. This is where the topic of the corporate governance shows its
importance. There are numerous resources for the establishment of the good corporate
governance, from regulatory frameworks to good business practices around. They all share
variations of preconditions that need to be met in order to reach a unique goal, which is to
provide protection to company's existing shareholders and the other stakeholders, as well as to
attract the interest of new ones. But somehow, corporate scandals still fill the news. The
corporate scandal with one of the biggest food producer and retailer in the region, Agrokor
company, which was made public in April, 2017, shaked the Croatian economy to the extent
that it resulted in emergently adopted law unofficially named “lex Agrokor,” in order to
prevent the company’s bankruptcy and its domino impact on the national economy. One could
say that the history with Parmalat, WorldCom, Lehman Brothers or Enron corporate scandals
hasn’t learned us much. Analyzing their mismanagement practices lead us, coincidentally or
not, to common corporate governance pitfalls. In this paper, the authors intend to summon the
most important pillars of the good corporate governance and accentuate its importance
through the most common corporate governance pitfalls of the world known scandals on one
hand, as well as, on the other hand through the example of the implementation of the good
corporate governance practices on the example of Atlantic Grupa — the company which, in
recent years, became successively awarded and well known for its quality in the corporate
management and transparency.

Keywords: corporate governance, good business practices, pitfalls

1. INTRODUCTION

Purpose of the corporate governance is to provide the management, in the best interest of the
company, with tools to insure effective risk management system and to eliminate conflicts of
interest in the company. This topic is in the biggest focus in Croatia than ever, as the corporate
scandal with the Agrokor group, which left the mark on the whole BDP of the country, is taking
its course, in spite the developed corporate governance regulatory framework and good
domestic practice. In this article, the intent of the authors is to present the main pillars of the
corporate governance based on the regulation in place, as well as on the good corporate
governance practice. They set preconditions concerning the company's management that
need to be achieved in order to provide protection to company's existing shareholders and the
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other stakeholders, as well as to attract the interest of new ones. Sound corporate governance is
the foundation upon which their trust is to be built.

1.1. Selected topic — importance of the corporate governance

Corporate governance is a hot topic in the corporate world as it every now and then fills out the
news. The reason for this is the growth of the awareness of its importance for any serious
business to keep it going. “Essentially, corporate governance is about the way power is
exercised over corporate entities.” (Tricker, 2015, pp. 4). With the recent history, the regulation
of the corporate governance shown the remarkable progression, mostly following globally
known corporate scandals like cases of Enron, WorldCom, Parmalat or Lehman Brothers, as
well as one which recently shaked the Croatian domestic economy scene — Agrokor company,
the biggest food producer and retailer in the Region. However, as it is wise to learn from the
bad cases from the history, there are companies as Atlantic Grupa d.d., which was in recent
years awarded several times for its good corporate culture and corporate governance practice.
That is the reason for taking it in this overview, as exemplar to follow.

1.2. Problem description - pitfalls in the corporate governance practice
When analyzing cases of corporate scandals, it can be summarized that corporate governance
pitfalls arise when and where there is negligence or ignorance in implementation of the
corporate governance regulatory framework conducted. Hereby it is relevant to highlight the
importance of the preventive purpose of the corporate governance policies, as it is their purpose
to increase and guard the accountability of the company and prevent the appearance of financial
and reputational risks. Analyzing mismanagement practices through history, they lead us,
coincidentally or not, to common corporate governance pitfalls, which could be categorized as
follows:

e malpractice in accounting and auditing processes - unfortunately, there are still companies
as Agrokor which did not learn from the case lessons like Enron and their auditing history
led by Arthur Andersen auditing company, which left itself drowned into the same trap of
too much make up and creativity invested in the composition of financial statements;

e exaggerations in executive compensations - in theory, executive compensations should
adequately reflect the time, effort and experience related to the management or supervisory
functions respected, in terms that they must be established in such a manner that it would
not impact ability of their beneficiaries to fulfil their duties and make decisions in the best
interest of the company and its shareholders. When setting the size and appropriateness of
executive compensations there should be, without the exception, taken into account: the
size and financial status of the company, alignment with strategic and annual plans; the
scope of competencies of an individual member of the board and the economic environment
in which the respective company operates;

e existence of the conflict of interest — the meaning of conflict of interest relates to decision
makers in the company i.e. supervisory or management board members, in cases when a
person is not neutral in relation to the decision-making in place or it can be assumed from
facts that by his or her relation to other company, person or cooperation, he or she can have
an interest which do not correspond to interests of the company, thus influencing his/her
ability to make a proper decision in company’s best interest;

e failure in the risk management systems — this equals to the belief that bad things are
happening to someone else, neglecting the existence of any factor that influence the business
which is unmanageable from the inside of the company, such as for instance, the bankruptcy
of the biggest customer on which current prosperity of the company’s business relies to;

e deficiencies in the supervisory set-up — either in terms of the lack of any supervisory role
or having one without prerequisites of independency, professional knowledge and
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objectiveness of its members, as noted in the Enron, or now again, in the Agrokor case. The
main problem that was pointed out after the initial phase of the restructuring of Agrokor
company was that the shareholding, management and supervisory roles were unified in just
one person;

e low level of awareness of the importance of corporate governance system - the cases of
corporate debacles from the history proved us that their systems collapsed when there were
too many flaws left duly neglected, which turned into and unmanageable hank;

e flaws in the disclosure policy — it is critical to sustainable high performance of any business
in the long term, to commit on accurate, transparent and, timely disclosure policy of the
company which is the best indicator of its good corporate practice.

1.3. Need for further analyses or why problems still arise?

Despite the existence of already school-known cases, as presented above, Agrokor case showed
us this topic continuously seeks for its attention. Hereby, the great importance is to highlight
the preventive role of implementation of the corporate governance policies. The main findings
of the first external audit of Agrokor, after the case became public, was absence of any
distinction in roles of supervision, management and shareholding. It was surely easier and
cheaper to do drive the business that way. However, was it wiser — the national scandal followed
said it all. Initially, the crisis resulted with the urgent adoption of the Law on Procedures for
extraordinary management in companies of systematic significance (Official Gazette of the
Republic of Croatia; No. 32/17), so called “Lex Agrokor®, with an aim to provide a bankruptcy
protection for such types of companies. The extraordinary management appointed by the word
of Lex Agrokor, who took over managing of the company, hurried up to set the basis for its
future corporate governance, but it was too late to repair majority of damages. Maybe they will
prevent the future ones, but only after they win a battle with skeletons from the past.

1.4. Topicality of the issue - why the topic is up-to-date?

It would serve as a comfort knowing that all those corporate debacles that happened will stay
in the history and use as a support to the development of the good practice in the future.
Unfortunately, we are now witnessing a fresh crash of the Croatian company Agrokor which
showed the coarse negligence in implementation even of a basic corporate governance culture.
Financial crash that came as a result of such misdemeanor revealed that the company slipped
onto nearly every school-case pitfall in corporate governance recounted above.

1.5. Main purpose and goals of the analyses

The basis of the development of the corporate governance in theory lies in the companies’ law
which sets basics for the foundation of the company itself. But the history learned us that there
is a need to also set directions on how to run the company to insure its business conduct on the
longer run. Thereby the OECD Guidelines, adopted for the first time in 1976 (later - the
Guidelines of multinational enterprises, 2011) were set as pioneer of global standard of good
corporate governance on which basis national corporate governance codes in every modern
national economy are adopted. Moreover, some companies, usually ones with the more
developed system of investor relations, adopted their own codes of the corporate governance,
making them more custom made to the daily business, taking thereby the matter of its corporate
governance on a higher level. Own codes provide more individual and therefore more effective
rules that enables companies and their stakeholders to track more easily its business
organizational network and responsibilities set thereto. Therefore, as the main purpose of this
paper, authors present how important corporate governance is, what are the commonly applied
standards and best practices, what are the potential pitfalls and how to avoid them. Furthermore,
the main goal of this paper is to prove that it is possible for any company to avoid corporate
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governance pitfalls, if properly respecting and applying the corporate governance rules,
standards and best practices.

2. THEORETICAL BASES

At the beginning, one should provide for a definition of the corporate governance. The authors
agree that corporate governance is: “the framework of rules and practices by which a board of
directors ensures accountability, fairness and transparency in company’s relationship with its
all stakeholders (financiers, customers, management, employees, government and the
community). The corporate governance framework consist of: (1) explicit and implicit contracts
between the company and the stakeholders for distribution of responsibilities, rights and
rewards, (2) procedures for reconciling the sometimes conflicting interests of stakeholders in
accordance with their duties, privileges and roles, and (3) procedures for proper supervision,
control and information-flows to serve as a system of checks-and-balances.” (Business
dictionary, 2012). The starting point of all corporate governance principles is the equal
treatment of all company’s shareholders, no matter if they hold a small stake in the company or
are in possession of bigger ones, which give them a tool to impact on the management of the
company. Hereby, transparency of the company’s business is a key principle for the call on the
mutual trust. Moreover, such principle also contains a commitment to a fair and ethical
treatment of other stakeholders, different from the shareholders - like employees, customers,
suppliers or creditors, which usually show their appreciation by their grater relationship with
the company, which brings a greater value to the company on both, financial and reputational
side. There is a very general but widely applicable rule: ,,be ethical, be responsible, be moral*
(Tipuri¢, 2008, pp.13). Further on, there is a principle of the transparent distribution of
information. The management board should be responsible for the provision of the balanced
information to its stakeholders relating to both positive and negative sides of the Company’s
business activities, in order to enable them to correctly understand and evaluate the Company’s
status and, based on such collected information, make a decision on their investment or entrance
in cooperation. ,,Investor protection is not attainable without adequate and reliable corporate
information* (Fernando, 2012, pp.147). The next principle of the great importance is the clear
outline of boards’ responsibilities that must be clearly set and communicated to all stakeholders
of the company in order to keep accountability for the company’s business conduct. “The duty
of trust, or fiduciary duty, requires directors to act with integrity, behaving honestly and fairly
for the benefit of shareholders equally, recognizing the interests of any minority shareholders,
they should also promote the aims of the company to ensure its success, and act solely within
powers delegated to them in the company’s constitution” (Tricker, 2015, pp.97). Auditing
control of the company as an imperative principle must be entrusted to the professional and
independent internal and external auditing system. The internal audit should track the
company’s health on the daily basis, making sure that all corporate governance mechanisms are
fulfilling their role, while external auditor should, by their greatest objective approach; verify
the integrity of financial statements. Once those basic principles are replaced in favor of the
higher profit or personal interest it is a sure path to the unsustainable corporate system where
there is no more question if, but when it is going to collapse. “With increasing government
awareness, the focus is shifted from economic to the social sphere and an environment is being
created to ensure greater transparency and accountability.” (Fernando, 2012, pp. 27)

3. DESCRIPTION OF RESEARCH AND RESEARCH RESULTS

3.1. Subject of research

The corporate governance of Atlantic Grupa d.d., Zagreb (hereinafter: “the Company™) is set
and led by the Management Board and the Supervisory Board of the company, which along
with all employees of the company work together under the guidance of the Code of the
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Corporate Governance of Atlantic Grupa and supervision of General Assembly. The Code
presents the framework of company bodies’ responsibilities in accordance with the guidelines
as set forth by the Code of the Corporate Governance of Zagreb Stock Exchange. The company
shows a commitment by implementation of such highest standards the Code provides, enabling
the Company to gain it well known respect from our stakeholders and public. Basic principles
of this Code are avoidance of the conflict of interest, transparency of business activity, strictly
regulated procedures of operation of the Supervisory Board, Management Board and other
bodies which are related to decision-making, efficient internal control and structured risk
management system. The company has strict rules for the disclosure of information in order to
ensure proper information distribution. Besides the information which the Company is obliged
to disclose in accordance with the law or other regulations, it provides for practice, in the
shortest time possible, to publicly disclose and give access to all interested parties, all relevant
information about the work and operation of the Company as well as all information about the
facts and circumstances which can influence the Company’s business activity. It gives an
appreciable attention to handling of different categories of information as each one of them has
its own disclosure procedure. Thereby, information related to the company are divided as:
market-sensitive information; financial reports; annual, semi-annual and quarterly reports;
calendar of important events; information on the ownership structure - which include
information such as detailed overview of the shareholders structure, information on cross-
shareholding, information on shares and other securities of the Company owned by every
individual member of the Management Board or the Supervisory Board; information on risk
factors, i.e. information on main risks to which the Company is exposed, probability of
realization of potential risks and the measures and plans adopted for the avoidance or decrease
of those risks; information on biographies of members of the Management Board and
Supervisory Board; information on convocation of the General Assembly; as well as all other
information which can be considered market-sensitive or in any other way essential for the
financial or any other relevant position of the Company. The Company has a good corporate
practice of the disclosure, as all those information categories are always available in a clear and
understandable manner to a relevant group providing a clear and timely communication system
internally and externally. Related to this matter the Company pays a significant attention to the
usage of privileged information that are, in line with the legal acts, not publicly disclosed. By
the Code as well as with the special internal act named - Rules on Disposal of Securities, it
strictly forbids to all persons who have an access to such information any usage of such
information, since it could lead to an unfair advantage when trading in the Company’s
securities, regardless whether the privileged information is being used by such an insider
personally or some third person on the basis of information received from such insider. Said
prohibition of using privileged information relates to all shareholders, members of the
Management Board, Supervisory Board, external company advisors as well as all persons
which, considering their position in or outside the company, have access to such privileged
information. Moreover, the company had established effective mechanisms which insured that
the persons possessing access to or coming in contact with privileged information are explained
the nature and significance of this information and related restrictions, as well as control of their
flow. Further to the aforementioned, the company invest the great effort in its relationship with
the shareholders striving to maintain an open communication with them. It set the rules of equal
treatment of all shareholders in the manner which provides that the number of votes belonging
to a shareholder in the General Assembly corresponds to his participation in the initial
authorized capital of the Company. In reference to this matter, different types of shareholders
are treated in an equal manner and under equal conditions, regardless of the number of shares
at their disposal, country of their origin or qualification as individual and institutional investors.
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Hereby, it is worth noting that in comparison to other peer companies, the company introduced
the practice whereby voting of shareholders through proxies is extremely simplified and
without strict formal requests, except those prescribed by law and its Statute. By such practice,
the Company wants to encourage shareholders’ participation in the General Assembly for
which it does not prescribe any burdening terms for shareholders, except those prescribed by
law and the Statute. In respect of the dividend payment, the company provides practice that is
not in favor to any particular shareholders. Each decision on paying a dividend or a dividend
advance contains a date when the person who is the shareholder acquires the right to a dividend
payment and the date or period when a dividend is to be paid. Further on, operation of the
General Assembly, Supervisory Board and Management Board as main bodies of the company
are strictly divided which directly corresponds to roles they hold, in order to avoid the conflict
of interest. Moreover, the Rules of each body and the practice in the system of voting forbid
every action between members that could limit the liberty of each individual member to act
independently. On the other hand, there is a request to their harmonization as there are all bound
to fully cooperate between each other in the best interest of the company and to mutually discuss
and reach the agreement on strategic guidelines of the company’s business activity. The General
Assembly is the decision-making body through which the shareholders participate in the
supervision and control of the company by realizing their rights to vote. Hereby, it is very
important to accentuate that decisions defined by law or the Statute of the Company, which are
of significant influence to the state of assets, financial position, business results, ownership
structure and its management, can be reached by the prescribed majority of shareholders’ votes.
The Supervisory Board’s authority refers to the appointment and dismissal of the Management
Board, supervision of the Management Board’s performance in managing the Company’s
affairs, submitting to the General Assembly financial reports on performed supervision, setting
strategy, approving budget, by which activities it evaluates the overall business efficiency of
the Company. In constellation to the relationship of its members with the company, the Code
of the Corporate Governance of the Company prescribes rigid rules on independent character
of members in terms of its composition. Moreover, it strictly prescribes that if a member of the
Supervisory Board is exposed to pressure or limitations from the majority shareholder or any
other persons, which affects the performance of his/her duties, he/she is obliged to inform the
Supervisory Board about it and take an independent standpoint during voting or give his/her
resignation. The Management Board of the Company manages the business operation of the
company in its own responsibility and makes decisions exclusively in its own judgement and
independence. By managing the company’s business activities, the Management Board
performs activities defined by the Law, the Statute and other internal regulations including
provisions of the Code. The existence of conformity or instruction of other Company bodies
does not preclude the responsibility of the Management Board for the management of business
activities with the precaution of a conscientious and diligent manager. The Management Board
is by every decision it reaches bounded to act independently, with the goal of increasing the
Company’s value, but in any time in the interest of the Company.

3.2. Research results

The corporate practice in the Company showed us that a neat order in terms of our corporate
governance set up, made a good basis for an exceptional leadership that was several times in
recent years recognized and cherished by the external evaluators. By listing its shares in the
Zagreb Stock Exchange in 2007, the Company had committed to the highest standards of the
corporate governance, for which has been continuously awarded through recent years. Such
external acknowledgements brought to company valuable public recognition as transparent and
liable company. As appreciation to its constant efforts in building and developing quality
working conditions and distinguishable corporate governance system, the Company was in
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successive years from 2010 to 2017 awarded by Zagreb Stock Exchange for its investor
relations and transparency. In 2015 the Company received prestigious Euromoney award for
the best-governed company in Croatia and second best in CEE Region, while in 2016 the
Company is being awarded as best governed company in Croatia, provided by professional
community.

4. DISCUSSION

Having in mind the abovementioned cases of the corporate scandals as well as good practice
and maintenance implemented in the Company, problems concerning the corporate governance
arise when and where there is a discrepancy between regulatory framework and implementation
made in practice. Hereby, it is relevant to highlight the importance of the preventive purpose of
the corporate governance policies for the reason that the preservation of such discrepancy, due
to the low level of awareness or by intention, is a high investment in gambling with potential
risks that could push the company into irrecoverable condition.

5. CONCLUSION

Corporate governance is inevitably the important component of the business of a company as
it addresses to all stakeholders, giving each one of them a certain role that has to be fulfilled in
order to keep the company moving in direction of their common benefit. Surely, as there is
always some good in the bad, such cases from the history tend to afresh the interest of regulatory
authorities and companies themselves, making them revise and accommodate their corporate
governance structures to their growth, expansion of their stakeholders and the constant change
of its business environment. Since the Company is being treated as an important “player” and
entrepreneur at the Croatian market and in the Croatian economy, it is of vital importance for
the Company to respect and obey the corporate governance rules and to apply the best corporate
governance standards and practices. With this paper, the authors have shown that the Company
is fully respecting the corporate governance rules, standards and best practices. Such statement
of the authors is being confirmed by many awards earned for its investor relations and
transparency as well as for the best-governed company. All of the abovementioned is in fact
indicating that it is possible for any company to avoid corporate governance pitfalls, but only
if properly respecting the corporate governance rules, standards and best practices. In respect
to the other Croatian companies, as we wait for the whole Croatian economy to recover, we all
hope that there will be no more place for excuses nor the ignorance of the terms and the meaning
of the good practice of the corporate governance.
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ABSTRACT

Introduction: For centuries, women fighting for the protection of their fundamental human
rights, endangering of these rights is escalating especially at the outbreak of armed
conflict. Although that status of women in the 21st century is globally greatly improved, social
structures and prejudices still hinder, full and immediate implementation of the human rights
of women throughout the world. Armed conflicts are taking place everywhere in the world and
women are exposed to continuous attacks on life and body, to personal dignity. Fighting is still
going on.

Objective: Regardless of which reason wars going on, whether international or civil conflict
women are victims. They are victims in all forms of war, whether on the front line or behind it,
they make a overwhelming majority of civilian victims of modern forms of warfare. They are
multiple victims of violence that often remain socially invisible. In this paper we present the
basic provisions of legislation that emphasizes legal protection of women.

Literature review. besides raping, which, unfortunately continues all war conflicts, women
suffer other forms of sexual violence, fear, physical violence by members of other nationalities
or returned from the battlefield. The adoption of the Geneva Convention of the Treatment of
Prisoners of War of 1929, women enjoy special protection under international humanitarian
law. The provisions of Article 14, paragraph 4. I of Geneva Convention, which states: "the
women must be treated with all considerations that owe their sex" is most important. The
principle of equality between men and women is a fundamental principle underlying the
protection of women in international humanitarian law and is contained in all the clauses of
the Convention which prohibiting discrimination.

Conclusion: International Humanitarian Law by its regulations made enormous efforts to
provide broad protection for women. All four Geneva Conventions, the two Additional
Protocols, the Statute of the International Criminal Court and the Rome statue of the
International Criminal Court devotes a whole chapter, a number of provisions relating to
women and their rights and protection, as well as the status of the armed conflict. Despite all
the legal regulations, women in armed conflict are fully unprotected and exposed to violence.
Keywords: women, protection, armed conflicts

1. INTRODUCTION

For centuries, women are fighting for the protection of their fundamental human rights, whose
threatening to escalate, especially at the outbreak of armed conflict. Although that status of
women, in the 21st century, is globally greatly improved social structures and prejudices still
hinder the full and immediate implementation of human rights of women throughout the world.
Fighting is still going on.
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Women often become the first victims of violence during war and armed conflict. It turns out
that in many cases military strategy to destroy the enemy is taking women as a target. Women
who rarely taking an active role in decisions which leading to armed conflicts are together with
children biggest victims. Rapes are very common during armed conflicts and often make most
serious crimes after murders and also represent genocide whose intended is to completely or
partially destroy a group of people, destroying dignity and personality of a woman who are the
basis of the family, as pleaded by the International Criminal Court in Rwanda, in the judgment
of Jean - Paul Akayesu. The Rome Statute of the International Criminal Court from 1998
(ratified in 2002) for the first time in history explicitly referred crimes such as rape, forced
pregnancy, enforced prostitution and so on. With this statute were created systematic
prerequisites for sanctioning perpetrators of such crimes and to provide justice to the victims.
Women's participation in wars namely armed conflicts, we can find from 17th - 19th century.
During the First World War in Germany, women worked in factories of weapons, participated
in supplying of ammunition and till 1917 nearly 70,000 women was changing men on the battle
lines. In England, women were involved in the war, either as paid or unpaid civilians, as well
as support staff or as nurses. Significant and massive participation of women in the fighting
was observed in the Second World War. In Germany, over 1 000 000 women worked in
factories of weapons and ammunition, a significant number was in the reserve military forces.
In England women's military unit numbered about 450 000 women and special place in the
Second World War was taken by soviet women armed forces who participated in direct combat,
in all branches and units, they were even in the units as snipers, members of firing squads,
artillery and bomber pilots.

2. OBJECTIVE OF SCIENTIFIC WORK

No matter for what reasons wars are fighting, whether in a matter are international or civil
conflicts women are victims. They are victims in all forms of war, whether they fighting on the
front line or behind it they make the overwhelming majority of civilian victims of modern forms
of warfare. They are multiple victims of violence that often remain socially invisible. In this
paper we present the basic provisions of legislation that emphasizes legal protection of women.

3. THE LEGAL PROTECTION OF WOMEN IN ARMED CONFLICTS

The number of participants of women in armed conflicts until the First World War was
negligible, so there was no need for their special protection. This doesn’t mean, that women
didn’t have any protection till then , because they had, until 1929, enjoyed general legal
protection as men, according to the rules of international humanitarian law. Only with the
adoption of the Geneva Conventions on treatment of prisoners of war in 1929, was considered
the facts about the participation of a significant number of women in the First World War. With
adoption of that Geneva Convention, women start to enjoy special protection under
international humanitarian law. The provisions of Article 14, paragraph 4 of the First Geneva
Convention, which reads: "the women must be treated with all considerations that is owe to
their sex" is most important. Women's participation in the war and their protection should be
seen as part of measures to protect the civilian population and civilian war victims. In World
War II from a total of 50 000 000 dead, 24 000 000 were civilians, among them a large number
of women.! It becomes clear why was necessary to bee ensure much better normative protection
of women in armed conflicts, all in the context of international humanitarian law. As a result of
these events, occurs a new legislation relating to the protection of civilians as war victims. The
most important are the four Geneva Conventions adopted on 12 August 1949. For the protection
of women during the war as a special category of civilians, are most important third

! Data according to the report of the Federal Office for the protection of civilians in Bern, Switzerland 1988
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Conventions on treatment of prisoners of war and fourth Convention on the Protection of
Civilian Persons in Time of War. New methods of warfare, new strategies and new resources
and their unselective application, for the result had in the later period of newer armed conflicts
increasing of number of civilian casualties and that percentage was up to 90%. Therefore, the
protection provided by these two Conventions (third and fourth) should in some way be
amended. It came to the new forms of conflict between the regular army and guerrilla forces,
in which is difficult to make difference between combatants and civilians, and that leads
civilians into even more vulnerable position. The International Committee of the Red Cross has
recognized this problem and their initiative about Additional Protocols to the Conventions was
adopted in 1977 and together with Convention, provide better legal protection to the civilian
population, therefore to women too.

4. THE BASIC PRINCIPLES OF THE PROTECTION OF WOMEN

The principle of equality between men and women is a fundamental principle underlying the
protection of women in international humanitarian law and it is contained in all the clauses of
the Convention that prohibiting discrimination. This principle is enshrined in Article 12,
paragraph 4 of the First and Second Geneva Convention. An Article 14, paragraph 2 of the
Third Geneva Convention states: "the women must be treated with all the considerations that
owe their sex and they in any case must enjoy same treatment recognized to men." Protocol 11
in Section 4, item | provides treatment "without any adverse discrimination by sex". The
prohibition of discrimination does not mean the prohibition of distinction, because the
difference must be made considering the state of health, age and sex of the protected person.
This principle of equality has been extended and it says that to women must be treat with all
special considerations that owe their sex, with the consideration of their physical specificity,
honor and modesty, pregnancy and childbirth. The principle of differential treatment is
applicable how in to situations where its application is explicit provided (separate prison
facilities, dormitories), as well as in situations which are not separately reported but are
understood (protection against insult and curious public hearing, hearing, clothing, intellectual,
educational and recreational activities, work, identification, etc.). Third Geneva Convention in
Article 49, paragraph 1, item 1 talks about the special treatment of women when it comes to the
work of prisoners of war, and it states: "force that detaining POWSs can use healthy prisoners as
workers, taking into account their age, their sex, their actions as well as their physical abilities,
especially in order to keep them in a good state of physical and mental health.

5. WOMEN AS VICTIMS IN ARMED CONFLICTS

In armed conflicts woman are the victim of attacks and the manifestation of force. In addition
to rape, which unfortunately continues to follow all war conflicts, women suffer other forms of
sexual violence, fear, physical violence by members of other nationalities or returned from the
battlefield. In the armed conflicts are also known cases of sexual slavery, forced prostitutes,
forced impregnation, forced sterilization, as well as various other humiliating and degrading
processes towards women. Women endure stressful situations with more difficulty than men.
They suffer because of the separation from family, husband, children, relatives, due to loss of
property, forced exile and all that life in exile bringing. Examples are many women suffering
from the most recent wars that took place in the former Yugoslavia.> Although international
humanitarian law pays special attention to the protection of women in armed conflicts and with
that protection dealing all Geneva Conventions, [ and II of the Additional Protocols, the Statute
of the International Criminal Court and the Rome Statute of the International Criminal Court.
Crimes against women are continuing and in all armed conflicts of recent date.

2 Read more about "Women, violence and war," Nikoli¢ - V.Ristovié¢ and other, Belgrade 1955
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6. PROTECTION OF WOMEN (GENEVA CONVENTIONS AND ADDITIONAL
PROTOCOLS)

International humanitarian law provides the same protection to women and men, whether they
are combatants, civilians or persons no longer taking part in combat (hors de combat). All rules
that are included in this study, therefore, apply equally to men and women without distinction.
However, taking into account their special needs and vulnerability of international humanitarian
law provides special protection and rights for women. This rule contains some of these
additional measures of protection and rights.*> The Geneva Conventions and Additional
Protocols protect women as part of the civilian population not taking part in hostilities, as well
as when they are fighters felling into enemy hands. In addition to the general protection that
women enjoy as civilians under the provisions of the Fourth Geneva Convention on the
Protection of Civilian Persons in Time of War (respect for life, physical and moral integrity,
the prohibition of coercion, corporal punishment, torture, collective penalties, reprisals, looting
and hostage-taking, the right to an independent trial) "women are especially protected against
any attack on their honor, in particular against rape, enforced prostitution, and against any attack
on their shyness." (Article 27 Paragraph 2 of the Geneva Convention IV, as well Article 76,
Item 1 of Protocol I). The result of the huge number of women suffering in the last world war
showed the need for an additional layer of protection to women. In this war, countless women
of different ages and even children have been exposed to the worst possible forms of violence.
There are known cases of rape committed in occupied territory, physical torture, mutilation,
forced to work in brothels etc. In the case of armed conflict that has not an international
character, women are protected with basic guaranties which protect all persons taking no active
part in the conflict and those guarantees are contained in Common Article 3 of the four Geneva
Conventions. That include humanitarian treatment without discrimination based on race, color,
religion, sex, financial status, the prohibition of murder, mutilation, cruel treatment, torture,
taking of hostages, outrages upon personal dignity, humiliating and degrading treatment, the
right to a fair trial. In order to fully protect of women is adopted Protocol II, where in Section
4, point 2 indicates "forbidden to insult human dignity, degrading and degrading treatment,
rape, enforced prostitution and any form of indecent assault". In the case of an international
armed conflict situation should not be different from the status of aliens in time of peace.
However, their previous status is not always possible to preserve. These persons are forced to
comply with various restrictions that apply to the population as a whole. In the event of war
special benefits accorded to pregnant women and mothers with children up to 7 years, according
to national legislation should be respected. In this regard, Article 38, paragraph 1, item 5 of the
Fourth Geneva Convention clearly defines "children under 15, pregnant women and mothers
with children under 7 years old will enjoy special privileges to the same extent as nationals of
the State concerned", and Article 50 of the Convention in paragraph 5 says, "the Occupying
Power shall not prevent application of benefits approved before the occupation in favor of
children under the age of 15 years, pregnant women and mothers with children younger than 7
years old when it comes to food, medical care and protection against the consequences of war."

7. PROTECTION OF INTERNED WOMEN

IV Geneva Convention in Section 4 of Articles 79 to 135 is devotes to the rules on the treatment
of internees. Also, Supplementary Protocols I provides additions to the guarantee to internees,
requiring humane treatment on all occasions without any disadvantage based on race, sex,
language, religion or belief, political or other opinion, national or social order, wealth, birth or
other status, or any other similar criterion. Each party will respect personality, honor,
convictions and religious rites of all such persons.

3 Customary International Humanitarian Law, Jean-Marie Henckaerts i Louise Doswald-Beck, Cambrige 2005, -
pg.483
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This Protocol lists acts that are and remain, forbidden at all times and in any place, whether
made by civilian or military representatives. Thus, Article 75, Count 5 of Protocol I states:
"Women whose freedom is restricted for reasons related to armed conflict shall be held in
departments, separate from the men's department. They will be under the special supervision of
women. However, in cases where families are detained or interned, they will be kept in the
same place if is possible and accommodated as family communities. " IV Geneva Convention,
in Article 85, paragraph 5, provides that internees, who not belong to one family, whenever
necessary as an exceptional and provisional measure, provide accommodation in the same place
for internment that involving men, but it must be provided with special dormitories and special
sanitary facilities. Also, Article 97, paragraph 4 of this Convention provides that an interned
woman may only be examined by a woman. Article 119 of the Convention also provides
disciplinary penalties that may be imposed on internees, where in paragraph 2 it states
"disciplinary punishments shall in no case be inhuman, cruel or dangerous to the health of
internees. They must take into account their age, their gender and health status, "and Article
124 of the same Convention, in paragraph 3, states:" Internally displaced women who are
serving a disciplinary punishment shall be held in separate rooms from those in which men are
and will be placed under direct surveillance of women ". Supplementary Protocol II in Article
5, item 2 further elaborates rights of internally displaced women, about accommodation, receipt
of shipment, place of interception, right to medical examination, and that their physical and
mental health and integrity will not be compromised by any unjustified act or omission.

8. PROTECTION OF PREGNANT WOMEN AND MATERNITY

An example of respecting the special needs of women is requirement of special treatment with
pregnant women and mothers with small children, especially nursing mothers, with special care.
This request is in the IV Geneva Convention as well as in the Additional Protocol I. These
provisions require special care for pregnant women and mothers with small children in the form
of food, clothing, medical assistance, evacuation and transport. Such requests are included in
many military manuals, even in the legislation of some states.* The Supplementary Protocol I
provides that the obligation to provide protection and care to wounded and sick people also
implies women in childbirth and they enjoy special rights that include adequate medical care
and medical-based priorities. It is regulated by Article 76, paragraph 2 of Protocol I, that
"pregnant women and mothers with small children who depend on them, who are arrested,
detained or interned on grounds relating to armed conflict, will enjoy the highest priority when
considering new cases", while IV Geneva Convention states in Article 132, paragraph 2, that
"the parties in conflict shall ensure that during the hostilities, agreements on release,
repatriation, return of the place of permanent residence and placement in a neutral country of
certain categories of internees and in particular of children, women and mothers with infants
and young children, wounded and sick or internees who have been interned for a long time. "
This is not a binding provision, but nature of it has urgent recommendations. During Second
World War, warring parties, made countless repatriations of internally displaced persons, where
the Protectorate Force and the ICRC played a major role, which encouraged conclusion of such
agreements. [V Geneva Convention, in Article 89, paragraph 5, provides that "pregnant women
and mothers with children under the age of 15 shall be given supplements in food proportionate
to their physiological needs". The aim of this clause is to avoid vitamin deficiency which, in
this category of women and future generations, could cause serious harmful effects on health.
Article 91, paragraph 2 of this Convention provides that "maternity must be admitted to every
professional institution, to be treated therein, and care provided in it shall not be less than care
given to other populations".

4 Customary International Humanitarian Law, Jean-Marie Henckaerts i Louise Doswald-Beck, Cambrige 2005, -
pg.486
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This measure is envisaged as a precautionary measure in favor and interest held by protected
persons and it can not cause harm to the persons under their control. Article 127 paragraph 3 of
this Convention states that "maternity must not be moved as long as the journey can be harmful
to their health, unless their safety promptly requires it." In order to facilitate fast and free
passage of all shipments of medical supplies and other materials for pregnant women and
mothers, IV Geneva Convention, Article 23, paragraph 1 foresees obligation of the Parties to
"facilitate the free passage of each consignment, medicines and medical supplies and free
passage of each consignment with necessary foodstuffs, clothing and strengthening means for
children under the age of 15, pregnant women or mothers. " Supplementary Protocol I Article
76, paragraph 3, provides measures for the benefit of women and children and requires that "the
parties to the conflict shall as far as possible try to avoid imposition of the death penalty for
violations in connection with an armed conflict over pregnant women or mothers with young
children who depend from them. The death penalty for such injuries will not be committed
against such women." Also, Supplementary Protocol II in Article 6, paragraph 4 provides that
"the death penalty shall not be pronounced against persons who have not attained the age of 18
at the time of the violation and shall not be committed against pregnant women and mothers
with small children."

9. STATUS AND PROTECTION OF WOMEN PRISONERS OF WAR

According to the International Humanitarian Law, women who participate in war conflicts and
fall into captivity in the hands of the enemy parties, enjoy protection. The Third Geneva
Convention regulates in particular the treatment of prisoners of war and creates obligations for
all parties to this Convention and deals with the general protection of prisoners of war and, in
Article 14, paragraph 2, states: "Women shall be treated with all due care which is owed to their
gender and, in any case, must enjoy the same favorable treatment that is recognized to men."
For this is necessary to be, at the moment of capture, members of the armed forces in the
conflict, manly the status of prisoners of war. How woman could have status of a prisoner of
war, she must have previously had the status of a combatant, which means that she previously
belonged to the armed forces that were organized and placed under the command of a
responsible person, even when they belong to a government or government not recognized by
the opposing party. Such armed forces must have a disciplinary system of punishment that
implies application of the rules of the International Humanitarian Law. Fighters must have all
characteristics of a fighter, regardless of gender, and must be distinguished from civilians by
uniform or some other sign of recognition and must openly carry weapons. In the event of a
suspicion of the status of prisoners of war, this status shall be assumed until the decision of the
competent authority. Status of prisoners of war may also be acquired by other categories of
non-combatants, such as persons authorized to be accompanied by armed forces and not being
their integral part, merchant navies and civil aviation crew members of military personnel
serving in civil protection organizations. The Third Geneva Convention generally requires
treatment of prisoners of war of all parties to the conflict and requires them to act in a humane
manner against prisoners of war, manly forbids, killing, mutilation, torture, hostility, hostage
taking, violation of personal dignity, degrading treatment, pronouncement and execution
sentences without implementation of court proceedings. Special attention is paid to the
development of repatriation agreements and accommodation in neutral countries of the
wounded and sick. The parties to the conflict are obliged to do everything to return the prisoners
to their country, if possible. These agreements stipulate that all pregnant women prisoners of
war and mothers with their infants and young children will be accommodated in neutral
countries, that is, repatriation in cases of normal pregnancy and prisoners suffering from chronic
and serious gynecological and obstetric disorders will be possible set in a neutral country.
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Conflicted parties, which hold prisoners of war, will treat all of them in the same way, without
any disadvantage. The Third Geneva Convention, in Article 29, paragraph 2, provides that "war
prisoners shall be provided with hygienic devices day and night, and they shall be kept in a
permanent state of cleanliness. In detention camps, prisoners of war must be provided with
separate devices." Also, the third Geneva Convention provides mandatory separation of male
and female dormitories of prisoners of war, where the prohibition of female dormitory access
is imperative. This Convention also provides special protection for women prisoners of war in
the use of prisoners of war as workers. It is widely known that prisoners of war are often used
as labor force. Article 49, paragraph 1 of this Convention provides that "the force which holds
prisoners of war as workers shall be obliged to take care of their age, their gender, their status
as well as their physical abilities, and in particular in order to maintain them in a good state of
physical and mental health ". The International Humanitarian Law takes into account protection
of women prisoners of war and referred that in Article 88, paragraph 2 of this Convention, that
"women prisoners of war cannot be punished with more severe punishments, nor may they be
treated with stricter treatment than with women belonging to the armed forces of force that
holds prisoners of war who have been punished for a similar cause."

10. CONCLUSION

International Humanitarian Law has made enormous efforts with its regulation in providing
broad protection to women. All four Geneva Conventions, both Supplementary Protocol, the
Statute of the International Criminal Court, and Rome Statute of the International Criminal
Court devote a whole chapter, a large number of provisions relating to women and their rights
and protection, as well as status in armed conflicts. Although a very good legal protection, that
is ensured by the above-mentioned regulation, women are still the largest victims of armed
conflict. The causes and further brutal violence against women should be sought in armed units
that are involved in conflicts and their relationship to these crimes, as well as the actions of the
competent judicial authorities and institutions that ensure the application of the rules of the
International Humanitarian Law. It is necessary to deepen the awareness of all, and especially
the participants in armed conflicts, that certain categories must be specifically protected. It is
also necessary to effectively prosecute those responsible for crimes, especially for crimes
against women in armed conflicts, also is needed effective and fair trials, as well as properly
sanctions, will be the best defense against further violence against women. The public and the
media must support such activities, with respect and protection of damaged women and
necessary discretion.
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ABSTRACT

Traditions of economic and political relations between Poland and Germany reach far into the
past. Undoubtedly, the most interesting is their development in the 20th century, specifically
after the end of World War One, when Poland regained its independence after having been
wiped off the political and economic stage for more than a hundred years. 1990 was an
exceptional year for the German economy with regards to German reunification, however, it
was also significant for Poland and Slovakia, especially for its foreign trade, since certain
changes in external relations have occurred. On account of dynamically developing trade
relations between Poland and Germany, the author conducted a scrupulous analysis of the
export of Polish goods through the use of three popular indices: the trade coverage index (TC),
the revealed comparative advantages index (RCA) and the Grubel-Lloyd index (G-L) for
measuring the intra-industry trade intensity.

Keywords: export, Grubel-Lloyd index, intra-industry trade, revealed comparative advantage

1.INTRODUCTION

The author decided to analyze the competitiveness of Polish export of industrial commodities
on the EU market for two reasons. The first reason is the lack of complex research concerning
the competitiveness of Polish merchandise trade. The publications, with which the author is
familiar, either lack complex research concerning the competitiveness of export, or the selected
aspects of the competitiveness of export. The second reason is the lack of sufficient information
necessary for the construction of the Polish pro-export policy. Traditions of economic and
political relations between Poland and Germany reach far into the past. Undoubtedly, the most
interesting is their development in the 20th century, more specifically after the end of World
War One, when Poland regained its independence after having been wiped off the political and
economic stage for more than a hundred years (Zidtkowski, 2010, p. 893). 1990 was an
exceptional year not only for the German economy due to German reunification, but also for
Slovakia after its separation from the Czech Republic. It was also significant for Poland,
especially for its foreign trade, since certain changes in external relations have occurred and
Polish economy has experienced a reorientation from East to West (Zidtkowski, 2013, p. 427).
Since the beginning of the 21st century, the economies of individual countries are more than
ever tightly interconnected through the exchange of goods and services, as well as the flow of
investments. Never before has the international economy been as important as it is today.
International trade plays a substantial role in the global economy, and also in Poland the export
and import dynamics are much higher than the pace of economic growth. Moreover, in recent
years the world economy created many new challenges. Economists have successfully applied
current analysis tools to these dilemmas, yet they often had to reconsider numerous essential
matters presented in this article (Krugman, Obstfeld, 2007, pp. 1-2). The factors determining
both streams of foreign trade and the interplay structure are to a large extent similar in all
developed economies. What changes, is the impact of individual factors, which results from
countries adapting to the new situation on the international market (Barteczko, Przystupa, 2006,
p.4). On account of the dynamically developing trade between Poland and Germany, the author
conducted an analysis of the export of Polish goods to the Federal Republic of Germany and
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Slovakia. The study incorporated a hypothesis that the meaning of the intra-industry trade in
the trade turnover is increasing. What is more, the author examined and evaluated the factors
determining the comparative advantage of the export of goods from Poland to Germany and
Slovakia in specific sets of commodities.

2. THEORETICAL FRAMEWORK

The aim of this article is to explain the conditions and prospects of Polish merchandise export
to Germany and Slovakia. The article discusses the question: What are the factors determining
both streams of foreign trade and what factors determine the comparative advantage of the
export of goods from Poland. Traditional theories explain the flow of goods between countries
in terms of absolute or comparative advantage (differences of productivity and costs of
production — “Ricardian” comparative advantage). On the other hand, old trade theory explains
the flow of goods due to the combination of cross-industry differences in factor intensity or
cross-country differences in factor abundance (compare “Heckscher-Ohlin” comparative
advantage). These old theories explain “inter-industry trade” where countries export a certain
type of goods and import another. In view of the “Heckscher-Ohlin old trade theory”, owing to
the diverse specializations in country “A” and in country “B” there is a disparate demand for
various factors of production (Bernard, Redding, Stephen, Schott 2007, pp. 2-53). New theories
explain the flow of goods between relatively similar partners, apparent within industries
(Grubel and Lloyd, 1975). These new facts lead to “new” trade models by Paul Krugman
(1980), Elhanan Helpman (1981) and William Ethier (1982). In these models, the reason for
“intra-industry” trade between countries is explained. These models discuss economics of scale
with a combination of consumer preferences (“different of variety”). In comparison to “old”
theories, where the welfare advantage stems from the differences in opportunity costs of
production across countries, “new” trade theories (NTT) gain from a wider range of similar
goods available for consumers. In 1985, Krugman and Helpman, similarly to Heckscher-Ohlin,
integrated “old” trade theories with “new” trade theories. They combined horizontal product
differentiation with an increasing model of scale. This “integrated” trade theory will soon
become a standard paradigm in contemporary world economy. In 1999, Helpman introduced
an enhancement in NTT combining existing model differences in technology, factor price
inequality and trade costs. Empirical challenges to old theories and the new trade theory have
led to the development of richer theoretical models. Nowadays, the theory of international trade
1s “accelerating” and mainly discusses: why do some enterprises go outside the country’s
market? Why do certain enterprises export merchandise and others do not? Why do most
companies deliver goods just for the internal market? The new, new trade theories (NNTT) try
to discuss this latest approach in international theory (Bernard, Redding, Stephen, Schott, 2006;
Melitz, Ottaviano, 2005; Helpman, Melitz, Rubinstein, 2007). These models provide natural
explanations for some of the empirical and theoretical challenges noted above. Their analysis
occupies a large portion of international trade theory research. One of these frameworks,
developed by Bernard (2003), introduces stochastic firm productivity into the multi-country
model (Ricardian model) of Eaton and Kortum (2002). A second class of models was initiated
by Marc Melitz (2003), who introduces firm heterogeneity into Krugman’s (1980) model of
intra-industry trade. The Melitz framework has stimulated a great deal of analysis into the
implications of firm heterogeneity for a wide range of issues in international trade theories.

3. EMPIRICAL SPECIFICATIONS

In order to fully depict structural changes in Polish trade with Germany and Slovakia one may
employ three popular indices: the trade coverage index (TC) (Pawlas, Adamiecki, 2008, p. 65),
the revealed comparative advantages index (RCA) (Lechman, Olczyk, 2010, p. 877) and the
Grubel-Lloyd index (G-L) (Borowski, 2001, pp. 22-23).
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IRt
1

The trade coverage index enables to specify the sector/group of goods a given country has
an advantage in over others. It reflects the coverage of domestic import by domestic export.
The TC index is used in studies on the export-import relations regarding a given sector or
commodity.

The formula for TC is: TC = IE— + 100,

mi

where:
Exi — denotes the export value for a commodity or a set of commodities,
Im; — denotes the import value for a commodity or a set of commodities.

A TC index value above 100 indicates a relative inner advantage a given country has over its
examined partners, since the export value exceeds the import value. The second of the
aforementioned indices, that is, the revealed comparative advantage index, was introduced in
1989 by Béla Balassa (1989), who suggested that comparative advantages of a country k in the
export of goods i to a country j were assessed on a relative contribution of the class of goods i
in the export of the country & fo the contribution of these goods in the import of the country j,
that is (Barteczko, Przystupa, 2006, p. 5):

RCA=(Ex*;/Ex*)/(Im/ i/ Im)),

where:
Ex — export value for a commodity or a set of commodities,
Im — import value for a commodity or a set of commodities.

The RCA index above 1 indicates a revealed comparative advantage of a country in its export
to an examined foreign market. The third of the aforementioned indices, that is, the Grubel-
Lloyd intra-industry trade assessment index, is grounded on determining the percentage of trade
turnover between two economies produced in the scope of a specific industry (the intra-industry
trade) and the percentage of trade turnover produced between those industries (the inter-
industry trade) (Borowoski, 2001, p. 22). The Grubel-Lloyd index value was based on the below
formula:

(Exi+Imi)— |Exi—Imi]|
Exi+Imi

IITi=

x 100,

where:
Ex; — export value for a commodity or a set of commodities,
Im; — import value for a commodity or a set of commodities.

The above index (IITj) is a relative measure of values in [0, 100]. If IITi=100, then it is assumed
that the entire trade is characterised by an exchange of goods of the same industry, that is, Ex;
= Im;. However, if IITi=0, then export and import do not overlap in the scope of this i-sector,
which means that an intra-industry trade does not occur at all. All three indices were analysed
on the basis of the Yearbook of Foreign Trade Statistics issued yearly by the Central Statistical
Office. Calculations were made on the grounds of Combined Nomenclature (CN), a system for
classifying goods in the trade turnover of the European Union. The above is applied in customs
proceedings and for record purposes. The Combined Nomenclature is used in 27 EU member
states as well as in Morocco and Tunisia. It is a specific classification of goods, within which
every commodity is given an 8-digit code.
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The first two numbers of