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ABSTRACT

Taxes are very important and significant economic and political tool in a market economy.
Various definitions of taxes are known from the fiscal theory and practice. In general, the tax
can be characterized as a mandatory, legally established, non-equivalent, usually recurring
payment, which is paid by taxpayers to the State in a specified amount and within a specified
period. Each country has its own tax system, which is the result of historical development.
Tax systems have gradually changed, they have been adapted to the specificities and needs of
each country. The aim of this paper is to examine the tax systems of two neighbouring Central
European countries, namely Slovakia and Hungary, and to determine their position within the
European Union. There will be made an analysis of tax revenues in these countries and also
an analysis of trends in tax rates. The analyses will be focused mainly on personal income
tax, corporate income tax and value added tax; a comparison of the tax burden will be made
between Slovakia, Hungary and the European Union Member States. When examining the tax
burden the indicator of the tax quota will be used, this is currently one of the most common
indicators of measurement and comparison of the tax burden.

Keywords: tax burden, tax rate, tax system

1. INTRODUCTION

Taxes are an important economic, financial, social and political tool of the state. Each state
uses taxes as one of the most important sources of public budgets’ revenues. In the literature
we can meet various definitions of tax. As Siroky says (2012, p. 28) the tax is a compulsory
amount, which is predetermined by law and which puts a strain on a part of the nominal
income of an economic entity. Taxes belong to the group of indirect economic management
tools; they are a tool of redistribution of the created product and they significantly influence
the size of the disposable income of individual subjects (Schultzova, 2011, p. 12). Application
of taxes and their use is the role of tax policy in each economy. Subject to tax policy (which is
very closely linked with the fiscal policy and also with the entire economic policy of the state)
is the application of tax principles and measures so that taxes serve to enforce economic,
social and political objectives of the state. Through taxes the state influences many
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microeconomic and macroeconomic variables such as unemployment, economic growth of
the country, inflation, foreign investment, consumption of the population etc. (Korecko,
Suhanyiova, 2012, p. 20). Changes in taxes affect the behaviour and the decision making of
every economic entity, whether positive or negative. Reducing the tax burden leads the
business entities to an increase in economic activity, to a growth of the performance of the
economy and it contributes to an increased rate of growth of the national economy. If the tax
rates are decreasing, there is an increase in the after-tax disposable income, and that is what
motivates them and encourages them to work, to create savings and to invest. Then, the
positive result is the expanding production; there is an increase in the tax base and also an
increase in the tax revenue for public budgets.

2. ANALYSIS OF THE TAX BURDEN OF THE MEMBER STATES OF THE
EUROPEAN UNION

One of the crucial issues is the problem of the tax burden - from the macroeconomic point of
view as well as from the microeconomic point of view. The tax burden reflects the extent to
which the tax system (or more precisely the tax) affects the financial resources resulting from
the profit of the taxpayer, based on the application of economic or fiscal policy (Schultzova,
2011, p. 23). The tax burden can be measured, respectively expressed by various
macroeconomic indicators. One such indicator is the tax quota, which is expressed as a share
of collected taxes on gross domestic product for the relevant tax period. To monitor the tax
burden of individual EU member countries (28 Member States) the Statistical Office of the
European Union - Eurostat (http://ec.europa.eu/eurostat) usually uses indicators of tax quota.
In this study, the tax quota was determined as a proportion of total tax revenues (taxes and
compulsory social contributions) and gross domestic product.

38,9% 39,6% 39,4%
37,6%

40,0% -

4 30,3%
35,0% 27 4% 24,7%
30.0% 25,6% <7770 27,9% 26,8% 26,5% 257%
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Figure 1: Tax revenue (including social contributions) EU Aggregates and selected counties
(% of GDP)
(Source: self elaboration based on “Taxation trends in the European Union” 2010 & 2014)

According to the report of the European Commission issued in June 2014 (Taxation trends in
the European Union, European Commission, Brussels, 2014), the European Union is a zone
with high taxes. As highlighted in Figure 1, from the three most advanced industrial centres of
the world the highest tax burden in the long term perspective is in the European Union. In
2012, the total share of taxes (that is the sum of taxes and compulsory social contributions) on
the weighted average of GDP was represented by 39.4% in the 28 EU Member States. It is
almost 15% higher than in the U.S.A. and approximately 10% above the level of Japan.
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Table 1: Total Taxes (including Social Security Contribution) as % of GDP (2003-2012)
(Source: self elaboration based on “Taxation trends in the European Union”, 2014)

Difference Ranking Revenue
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 2003 to 2012
2012 X
2012 (mil. €)

EU-28
avarages 38,8 | 386 | 389 | 394 | 393 | 39,2 | 383 | 383 | 388 | 394 0,6 5109 446
weighted
Austria 434 | 43,0 | 42,1 | 415 | 41,7 | 427 | 424 | 42,1 | 422 | 431 -0,3 7 132 334
Belgium 447 | 448 | 448 | 444 | 439 | 442 | 434 | 438 | 442 | 454 0,7 2 170619
Bulgaria 31,0 | 325 | 31,3 | 30,7 | 333 | 323 | 29,0 | 275 | 27,3 | 279 -3,1 27 11070
Croatia 375 | 36,7 | 366 | 371 | 374 | 371 | 365 | 364 | 353 | 357 -1,8 13 15 684
Czech Republic | 354 | 359 | 357 | 353 | 359 | 344 | 334 | 336 | 346 | 350 -0,4 16 53 540
Cyprus 32,2 | 330 | 350 | 358 | 40,1 | 386 | 353 | 356 | 353 | 353 3,1 15 6 250
Denmark 48,0 | 49,0 | 50,8 | 49,6 | 48,9 | 478 | 478 | 475 | 47,7 | 481 0,1 1 118 064
Estonia 30,8 | 30,6 | 30,6 | 30,7 | 314 | 319 | 353 | 340 | 32,3 | 325 1,7 21 5659
Finland 441 | 435 | 43,9 | 438 | 43,0 | 429 | 428 | 425 | 43,7 | 441 = 5 84 878
France 43,1 | 433 | 43,8 | 44,1 | 434 | 432 | 42,1 | 425 | 43,7 | 450 1,9 3 913 542
Germany 39,1 | 383 | 383 | 386 | 38,7 | 389 | 39,4 | 384 | 385 | 39,1 = 10 1042 990
Greece 32,1 | 31,3 | 32,2 | 31,7 | 325 | 321 | 305 | 31,7 | 324 | 337 1,6 17 65 348
Hungary 380 | 37,7 | 374 | 373 | 404 | 403 | 40,1 | 38,1 | 37,3 | 39,2 12 9 38 008
Ireland 38,8 | 30,1 | 30,6 | 32,1 | 315 | 395 | 381 | 280 | 28,2 | 28,7 -10,1 23 47 037
Italy 41,0 | 40,4 | 40,1 | 41,7 | 42,7 | 42,7 | 42,9 | 425 | 42,4 | 440 3,0 6 689 289
Latvia 28,6 | 286 | 29,2 | 30,6 | 30,6 | 29,2 | 26,6 | 27,2 | 27,6 | 279 -0,7 26 6216
Lithuania 288 | 289 | 29,1 | 300 | 30,2 | 30,7 | 304 | 285 | 274 | 27,2 -1,6 28 8 962
Luxembourg 38,1 | 37,3 | 37,6 | 359 | 356 | 375 | 39,8 | 38,1 | 382 | 39,3 1,2 8 16 846
Malta 30,4 | 31,3 | 32,9 | 330 | 339 | 330 | 334 | 32,2 | 33,0 | 336 3,2 18 2 304
Netherlands 374 | 375 | 37,6 | 39,0 | 38,7 | 39,2 | 382 | 389 | 386 | 39,0 1,6 11 233 808
Poland 32,2 | 315 | 32,8 | 338 | 348 | 343 | 31,8 | 318 | 32,3 | 325 0,3 20 123 933
Portugal 31,6 | 305 | 314 | 321 | 32,8 | 328 | 31,0 | 315 | 332 | 324 0,8 22 53 433
Romania 277 | 272 | 278 | 285 | 290 | 28,0 | 26,9 | 26,8 | 284 | 28,3 0,6 25 37 297
Slovenia 38,0 | 381 | 386 | 383 | 37,7 | 373 | 372 | 37,7 | 372 | 376 -0,4 12 13276
Slovakia 32,9 | 315 | 31,3 | 29,3 | 293 | 29,1 | 28,7 | 28,1 | 28,6 | 283 -4,6 24 20 134
Spain 339 | 348 | 359 | 368 | 371 | 329 | 30,7 | 32,2 | 31,8 | 325 -1,4 19 334 796
Sweden 47,8 | 48,0 | 48,9 | 483 | 47,3 | 46,4 | 465 | 454 | 44,4 | 442 -3,6 4 180 292
United Kingdom| 34,4 | 349 | 354 | 36,1 | 357 | 371 | 343 | 350 | 358 | 354 1,0 14 683 841

Tax revenues and social security contributions expressed as a percentage of GDP reached a
level of 38.8% in the reference year 2003 in the 28 countries that are now a part of the
European Union. In the year 2012 it was 39.4%, it means that for the period 2003-2012 the
average share of tax on GDP increased by 0.6%. The second most noticeable decrease of the
tax burden was in Slovakia (it was -4.6%) immediately after Ireland (with a decrease -10.1%).
The same increase in the tax burden of the EU countries can also be seen in 2012 compared to
2011, when it reached the same level as in 2003 (38.8%), thus the annual increase was 0.6%.
There has been significant differences in the tax burden in the EU countries in 2012. The
lowest tax burden (taxes and compulsory social contributions) has been in Lithuania (27.2%),
in Bulgaria and Latvia (identically 27.9%), and in Slovakia and Romania (identically 28.3%).
On the other side, the highest burden was in Denmark (48.1%), Belgium (45.4%), France
(45%) and Sweden (44.2%). When evaluating the above data in the Table 1, we can say that
in 2012 Slovakia had the third strongest decline compared to 2011 within the EU Member
States, when the tax burden decreased more significantly only in Portugal and the UK. At the
same time Slovakia had the fourth lowest tax burden across the EU (together with Romania).
In Hungary can be seen an increase by 1.9% in 2012 compared to 2011. It was the most
significant increase in the EU. Hungary was followed by Italy with an increase in the tax
burden by 1.6%, and more than 1% of tax burden increase was experienced in other 5
countries. The tax burden increased in Italy from 42.4% to 44%; in Greece from 32.4% to
33.7%; in France from 43.7% to 45%; in Belgium from 44.2% to 45.4%; and in Luxemburg
from 38.2% to 39.3%. The Hungarian tax burden is the 9th highest among the 28 EU Member
States.
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3. COMPARATIVE ANALYSIS OF THE TAX SYSTEM IN HUNGARY AND
SLOVAKIA

The following text contains a brief analysis of the tax systems of the two neighbouring and
historically close EU member states, namely Slovakia and Hungary. Data to compare the
basic features of the tax systems and the development of the individual tax rates were drawn
from the freely available Eurostat database and the tax laws of the countries analyzed.

Hungary is located in the Central Europe; it is a multiparty republic with a unicameral
Parliament. The head of state is the president. The population is about 10 million inhabitants,
the area of 93,030 km?. It has borders with Slovakia, Ukraine, Romania, Serbia, Croatia,
Slovenia and Austria. The capital is Budapest. Hungary is a member of NATO, OECD and
UNO (United Nations Organisation). It joined the European Union in 2004. The National
Currency is the Hungarian Forint HUF (on 07/22/2014 the ECB exchange rate was: 1 EUR /
309.63 HUF). The International Code of Hungary is “HU”. Hungarian tax system
distinguishes many kinds of taxes, the exact number is not quantified, since one law provides
more types of taxes. Hungarian tax system is divided into the State (Central) System and
Local Subsystem. Among the State Taxes are the Direct Taxes (such as: personal income tax,
corporate income tax, capital return tax, simplified entrepreneurial tax, special taxes and tax
on the rent, vehicle tax), but also Social Security Contributions. The State Indirect Taxes are
for example the VAT (value-added tax), excise tax, registration tax, energy tax. The Local
Taxes are for example the building tax, land tax, tourist tax, and local business tax.

For the Hungarian Tax System it is characteristic the strong concentration of so-called main
taxes. The four main taxes (personal income tax, corporate income tax, VAT, excise taxes)
represent more than two-thirds of the total revenues of the central budget.

Table 2: Taxes in Hungary (2003-2012)
(Source: self elaboration based on “Taxation trends in the European Union”, 2014)

| 2003 [ 2004 | 2005 [2006 [2007 [ 2008 |2009 |2010 | 2011 | 2012

Hungary: Taxes as % of Total Taxation

Direct Taxes 253 |241 |243 |253 |257 |263 |249 |226 |187 19,2

Indirect Taxes 41,5 43,3 42,2 41,0 40,2 39,7 42,1 45,5 45,8 47,1

Social Security 332 |326 [335 |[336 |341 |340 |329 |319 |355 |338

Hungary: Structure by level of government (% of total taxation)

Central government 58,1 57,6 57,0 57,0 56,7 61,4 61,9 62,4 58,6 60,2
Local government 11,4 12,0 11,6 11,7 11,1 6,4 6,7 6,5 6,5 6,3
Social security funds 30,5 29,9 30,6 30,6 31,3 31,3 30,7 30,5 34,2 33,0
EU institutions™ n.a. 0,5 0,8 0,8 0,9 0,9 0,7 0,7 0,7 0,6

* Note: Transfer of the part of the national VAT revenue (as determined by the methodology) to the common EU
budget to cover the annual appropriations for payments and commitments.

Slovakia is located in the Central Europe; it is a multiparty state with a unicameral Parliament
and the President. It has an area of 49 036 km?, and about 5.43 million inhabitants. It has
borders with Czech Republic, Austria, Poland, Ukraine and Hungary. The capital is
Bratislava. Slovakia is a member of NATO, OECD and UNO. It joined the EU in 2004. Since
2009 it is member of the European Monetary Union — Eurozone and the official currency
became to be the Euro, which replaced the previous Slovak Crown. The International Code of
Slovakia is “SK”. The tax system of Slovakia is legislatively determined by the Law on
Income Tax, Law on Value Added Tax, six Laws on Excise Taxes and the Law on Local
Taxes and Local Fees for Municipal Waste and Minor Construction Waste. Important
contributions with tax character include the Social Insurance and the Health Insurance. The
Direct Taxes collected by the State are the personal income tax and the corporate income tax.
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The Indirect Taxes collected by the State are the VAT and the six types of excise taxes. The
Direct Taxes collected by the Local Self-Government are for example the real estate tax, tax
on motor vehicles, tax on non-winning game machines, tax on the dog, tax on the use of
public place, and so on.
Table 3: Taxes in Slovakia (2003-2012)
(Source: self elaboration based on “Taxation trends in the European Union”, 2014)

| 2003 | 2004 [ 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Slovakia: Taxes as % of Total Taxation

Direct Taxes 21,7 194 [192 |20,7 [210 |223 19,2 191 |192 |197
Indirect Taxes 36,4 390 |[404 [392 |390 |370 |372 |372 |379 |361
Social Security 42,0 |416 |404 401 399 40,7 |436 437 429 |442
Slovakia: Structure by level of government (% of total taxation)

Central government 54,8 54,3 49,3 48,7 49,0 47,7 44,7 46,4 46,3 45,0
Local government 4,0 4,3 10,7 10,8 10,3 11,1 11,5 9,7 10,4 10,5
Social security funds 411 | 409 | 39,1 | 395 | 394 | 400 | 428 | 429 | 422 | 435
EU institutions* n.a. 0,5 0,9 1,0 1,3 1,2 1,0 11 11 11

* Note: Transfer of the part of the national VAT revenue (as determined by the methodology) to the common EU
budget to cover the annual appropriations for payments and commitments.

3.1. Analysis of the personal income tax in Hungary and Slovakia

Hungary

By the year 2010 the personal income tax become to be progressive, there has been one tax
rate of 18% and one rate of 36% (Figure 2). The so called “tax-free allowance” (a non-taxable
part of the base) has been deducted from the tax base before determining the tax liability,
approximately in the amount of the minimum wage. Since 2010, the tax rates were reduced to
17% respectively 32%, but the tax base was increased of the social security contributions 27%
(the so called “super gross tax base”). In 2011, the progressive personal income tax system
was replaced by a flat tax rate of 16%, but the tax was still calculated from the so called
“super gross tax base” and therefore the real tax burden was actually at the level of 20%.
Since 2012, it has been abolished the “tax-free allowance” (a non-taxable part of the base),
but still it is possible to reduce the tax base by various deductions; for example families with
one or two children, the disabled person etc. The determination of the tax base by the “super-
gross methodology” was only applied when exceeded a certain level of income. The use of
the so called “super gross tax base” was definitely discharged from the system in 2013. [Act.
No. CXVII from 1995 on personal income tax, and subsequent amendments ]

40% 17"36%  36%  36%  36%  36%  36%  36%
35%
30%
25%
20%
15% 1
10% 1
5%
0% -

2003 2004 2005 2006 2007 2008 2009 2010* 2011* 2012* 2013 2014

M 1stlevel of tax rate B 2nd level of tax rate
* the use of the increased tax base (the so called “super gross tax base”)
Figure 2: Development of the personal income tax rate in Hungary
(Source: Act. CXVII from 1995 on personal income tax, and subsequent amendments — HU)
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Slovakia

Till 2004, the tax base of individuals in Slovakia was taxed by a progressively moving tax
rate, which ranged from 10% to 38% (Figure 3). The reform of the Slovak tax system, in
2004, was a fundamental reform, which was launched in the year of Slovakia's accession into
the European Union. Since 2004, the flat tax rate of 19% was applied in the personal income
tax.

40% 17—

35%

30%
25% 25%

25%

19% 19% 19% 19% 19% 19% 19% 19% 19%

0% T T

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

20%

15% 1

10%

5% 1

E Flat tax rate ™ The zone with progressively moving tax rate & 1stlevel of tax rate ™ 2nd level of tax rate

Figure 3: Development of the personal income tax rate in Slovakia
(Source: Act. No. 286/1992 Coll. on the personal income tax; and Act. No. 595/2003 Coll. on
personal income tax, and subsequent amendments)

Since 2013, the flat personal income tax rate has been removed and actually the personal
income tax rate is 19% of that part of the tax base, that do not exceed the amount of the
current subsistence minimum 176.8 times; and from that part of the tax base, which exceeds
the current subsistence minimum more than 176.8 times the tax rate is 25%. The tax base is
adjusted by the “tax-free allowance” (a non-taxable part of the base), that by the amount
which can reduce the basis for assessment of the tax itself. This amount is determined as 19.2
times the value of the subsistence minimum for that year. In 2009 and 2010, under the
Government's measures to mitigate the impact of the global crisis, it was reduced the tax
burden through the increase of the tax-free allowance (a non-taxable part of the base), which
was changed to an amount equal to the subsistence minimum multiplied by 22.5. Since 2011
has been made another change in this field and the situation returned to the original state that
of force before the year 2009. The tax-free allowance (a non-taxable part of the tax base per
one taxpayer) for the year 2014 is equal to 3803 euro. [Act. No. 286/1992 Coll. on the
personal income tax; and Act. No. 595/2003 Coll. on personal income tax, and subsequent
amendments]

3.2. Analysis of the corporate income tax in Hungary and Slovakia

Hungary

Till the year 2006 the corporate tax rate was flat in Hungary. By the year 2003 it was on the
level of 18% and since 2004 it was of 16% (see Figure 5). Since 2006, the tax rate was 10%
for the tax base lower than 5 million of Forints (Ft) and 16% for the tax base over 5 million of
Ft. Another change has been done since 2008, when the tax rate was at the level of 10% for
the tax base fewer than 50 million of Ft and above this limit it was of 16%. Since 2010, the
tax rate of the tax base fewer than 500 million Forints (about 1.615 mil. Euros) was on the
level of 10%, and above this amount remained of 19%. By the reduced tax rate the
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government wanted to encourage the development of small and medium enterprises.
However, the corporate tax base can be reduced by many ways and many tax reliefs in
Hungary, this is why the real corporate tax burden is around 10%. [Act. No. LXXXI. from
1996 on corporate income tax, and subsequent amendments]

Small firms, whose total annual income does not exceed the threshold of 30 million of Forints
(about 96,900 Euros), may apply the simplified business tax (flat tax rate of 37% of total
revenue), if they so choose.

Slovakia

Till the year 2001 the corporate revenues were taxed by a flat tax rate of 29% of the tax base.
In the years 2002 and 2003 it was a flat rate of 25%. The reform of the Slovak tax system in
2004 decreased the corporate income tax rate to the level of 19% (see Figure 5). Thus, it was
introduced a general flat tax, which means that the same tax rate was applied on corporate
income, on personal income, and the same rate was applied also for VAT. Since 2013, the
general flat income tax rate was abolished. The tax rate on corporate income was set on the
level of 23% for the year 2013; and, at the present, since January 2014, the tax rate on the
taxable income (tax base) of the legal entity is 22%. [Act. No. 286/1992 Coll. on the income
tax; Act. No. 595/2003 Coll. on the income tax, and their subsequent amendments]

25%

20%

T 15%

~ 10%

5%

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

- 0%

H Tax rate in Slovakia H Tax rate in Hungary i 2nd level of tax rate in Hungary
Figure 5: Development of the corporate income tax
(Source: Source: self elaboration based on the national legislation)

Tax on income in both countries
In the following Table 4 can be seen the comparison of the collected amount of tax on income
(incl. personal and corporate) in the countries analyzed with regard to the EU.

Table 4: Tax on income (in millions of euro)
(Source: self elaboration based on the data from Eurostat)

2004 2005 2006 2007 2008 2009 2010 2011 2012

EU 28

countries 12387875 | 1329101,9| 1473946,4| 1586 134,2| 1564 354,9| 1366456,4| 1415054,4| 1484 416,9| 1553704,6

Hungary | 7157,8 77216 8 150,9 10014,1 | 108484 | 8833,7 74935 6 107,2 6 502,8

Slovakia | 1933,2 21646 2539,2 3203,7 39758 32570 3325,0 35717 3744,0

We can see that Hungary has collected more of income taxes than Slovakia, but we have to
take into account that Hungary has approximately twice as many inhabitants as Slovakia. This
iIs why it is much more useful to compare the collected amount of tax on income per
inhabitant (Figure 4). Here we can see, that in the last years the income tax burden per
inhabitant is higher in Slovakia, in spite of the fact that Hungary has collected higher amount
of income taxes as a total.
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Figure 4: Collected tax on income per inhabitant (in €)
(Source: Source: self elaboration based on the data from Eurostat)

3.3. Analysis of the value added tax in Hungary and Slovakia
The Value Added Tax is used in the EU Member States since 1970. The legislative activities
of the EU aim to coordinate and harmonize the legislation on VAT to ensure the proper
functioning of the internal market (Nerudova, 2011, p. 42). The aim of the Council Directive
2006/112/EC (Directive on the common system of value added tax, and its subsequent
amendments and adjustments) is to codify a measure that guides the introduction of a
common system of VAT, which applies to the production and distribution of goods and
services bought and sold for consumption in the European Union. The common system of
VAT applies just to goods and services bought and sold for consumption within the EU. The
amount of collection of VAT type taxes in the EU and in the analyzed countries can be seen

in the Table 5.
Table 5: Value added type taxes (VAT) (in millions of euro)
Source: self elaboration based on the data from Eurostat)
2004 2005 2006 2007 2008 2009 2010 2011 2012
Eéf”ft?ies 723764,8| 769 985,7| 8210135 879079,4| 868247,6| 789058,4| 867 253,00 9087290/ 926 909,0
Hungary 72783 | 74846 | 68128 80098 | 82241 | 78202 | 84420 | 85165| 90841
Slovakia 2639,8 | 30281 | 33203 | 3699,0 | 44535 | 4221,3| 41821 | 47109 43277

As mentioned, Hungary is bigger country than Slovakia; this is why we will once again
compare the collected amount of VAT type taxes in regard to the number of inhabitants

(Figure6).
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Figure 6. Collected VAT per inhabitant (in €)
(Source: Source: self elaboration based on the data from Eurostat)
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In the Hungarian and Slovak central budget, the indirect taxes have a lot of weight. The most
important tax between the indirect taxes is the value added tax. The year of introduction of
VAT in Slovakia was 1993, and in Hungary it was introduced in 1988. The value added tax is
a dominant tax also in terms of households, for two reasons. The first is that the VAT is a
major source of revenue for the central budget, what means that it contributes the most to the
tax burden of households by reducing their disposable income. The second reason is the
versatility of the VAT, which in contrast to other duties is concerned to all of the households
without exception, because it affects the final consumption.

Table 6: Development of the VAT rates

(Source: self elaboration based on the data from “Taxation trends in the European Union
2014, p.26)

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
EU-28 | Standard 19,6 19,5 19,6 19,5 19,6 19,5 19,9 20,5 20,8 21,1 21,5 21,5
HU Standard 25 25 25 20 20 20 25 25 25 27 27 27
Reduced 12 5; 15 5; 15 5; 15 5 5 5; 18 5; 18 5; 18 5; 18 5; 18 5; 18
SR Standard 20 19 19 19 19 19 19 19 20 20 20 20
Reduced 14 - - - 10 10 10 6, 10 10 10 10 10
Hungary

Hungary applies a reduced tax rate of 18% and 5%. The standard tax rate was changed in
2009 from 20% to 25%. In 2012 the rate of the VAT increased from 25% to 27%, in fact we
can say that in Hungary is the highest rate of VAT between the EU Member States. The
obligation to register for VAT arises when the annual turnover exceeds 5 million of
Hungarian Forints (approximately 16,200 Euros).

Slovakia

Since the year 2011 has been reduced the number of VAT rates in Slovakia. From the original
three rates (6%, 10% and 19%) in 2010, remained only two of them in the year 2011. In
addition to reducing the number of rates from three to two, there was also changed the level of
the basic rate, which increased from 19% to 20%. This rate increase was a result of the
measures to reduce the government deficit and it was declared as a temporary solution, but
nowadays it is still on this level. The increase in the basic VAT rate was planned only till the
government deficit will fall below 3% of GDP. The VAT rate of 10% on selected medical
goods and books will remain. The taxpayers are not obliged to register for VAT if their annual
turnover does not exceed the amount of 49,790 Euros.

4. CONCLUSION

Specificities and differences in the development of each country are also reflected in the large
and small differences in their tax systems. This is obvious, because each state is built often on
different social, economic, social or political principles; each society recognizes the diverse
values and traditions and the development of taxes (tax systems) is necessarily conditioned by
these factors. The tax burden of the EU countries - but also the amount and number of tax
rates - shows strong differences. It can be concluded that the tax burdens in Slovakia and
Hungary are below the European Union average. Tax revenues in Hungary - where the
income tax calculated per capita - were significantly higher compared with the Slovak income
tax revenues, but from 2011 are about the same level in both countries. It is surprising, that
despite the higher VAT rate in Hungary, the revenue from the value added tax per capita in
both countries is almost the same.
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ABSTRACT

The time we live in demands faster local development, yet, local entities dispose of severely
limited resources. This drawback can be overcome by forming partnerships with the private
sector (drawing on its knowledge, expertise, capital, material resources), making
arrangements of collaboration between the public and private sectors — PPPs. A public
private partnership is a form of collaboration between public and private partners to ensure
the funding, construction, renewal, management or maintenance of the infrastructure, or to
provide services. In this article we will show that successful PPP projects need the optimal
cooperation of all the partners involved. We will present the results of a survey conducted on
a sample of local authorities in the Republic of Croatia on the basis of which we developed a
framework for the optimal success of the partnership in PPPs.

Keywords: PPP, LED, partnership in PPP

1. INTRODUCTION

Public private partnership (further in the text: PPP) has existed in the Republic of Croatia
since it gained independence and has played an especially important role in infrastructural
development and in providing quality public services. Recent years have seen the introduction
of more demanding PPP models, especially in education and science, technology-
development centres, environmental protection, home construction, construction of public
administration facilities, construction of the sports and urban infrastructure, and in health and
social welfare. The development of the PPP model and PPP projects ran parallel with the
development of accompanying economic activities, such as the professional approach to and
expertise in preparing, assessing and evaluating PPP projects in both the public and private
sector, and the advance of the institutional environment necessary for the success of PPPs in
the Republic of Croatia. An important role was played by the Guidelines for Models of
Contracting Public Private Partnership issued by the Government of the Republic of Croatia
(NN, 2006), published at the end of 2006. Practice has shown that PPPs can play an important
role in raising the level of public services,' accelerating economic development and public
administration reform by transferring project management expertise in PPPs from the private
to the public sector. The growing use of PPPs can lead to more efficient management and
better use of public facilities and to the transfer of the professional knowledge the public

! The public sector is especially important in every country, since it generates the consumption of many products
and services. The public sector outlay in most EU countries is estimated at between 40% and 50% of the gross
national product (Eurostat, 2010).
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partners need to manage public resources in a better and more efficient way. The public sector
ensures a stable political and legal framework, encourages, monitors, guides and develops the
PPP, and the private sector ensures new management, commercial and financial discipline and
new private resources for financing very large and complex projects important for the long-
term development of various aspects of the Croatian society. However, founding a public
private partnership is often not a simple process or task for either of the partners. In Croatia
many projects encountered problems, although PPPs have great potential. The most
outstanding example is probably the construction of the Arena Sports Centre in Zagreb, built
using a PPP model for the needs of the World Handball Championship in 2009. Although the
building is impressive in appearance and its use has a good perspective, very quickly serious
problems appeared, especially between the public and private partners. Because, a public
private partnership involves forms of collaboration between public and private partners whose
objective is to finance, construct, renew, manage or maintain the infrastructure or to provide
services. The starting assumption for this article was: for PPP projects to be successful,
collaboration between all the partners in the project must be optimal. Our goal is to present
the results of a survey conducted on a sample of local government entities in the Republic of
Croatia, on the basis of which we developed a framework for the optimal success of PPPs.

2. ANALYSIS OF PPP POTENTIAL AS A POSSIBLE INCENTIVE FOR LED

Many scholarly and expert works in the world, but also in Croatia, conceptually define local
economic development (LED). Most of the definitions share the understanding of LED as a
planned continuous process with the participation of local authorities, but also many other
participants (the business sector, citizens, non-governmental organisations etc.), with the
common aim of creating more favourable conditions for economic growth and development
and improving living quality and standard in their local community. LED can also be defined
as a process in which local government, which disposes of limited resources, creates new
projects which preserve existing or open up new jobs, and at the same time encourage
competition and sustainable development. According to the definition of the World Bank,
local economic development is a process in which actors in small and large towns —
“communities” — all work collectively, with partners from the public, business and non-
governmental sectors, to create better conditions for economic growth and employment
generation. Through this process they establish and maintain a dynamic entrepreneurial
culture and create new community and business well-being with the aim of improving the
quality of life for everyone in the community (World Bank, 2001). The purpose of LED is to
develop the economic potentials of the local area so as to create a foundation for economic
development and better quality of life for all. This is a process in which the public, business
and non-profit sectors work together on creating better conditions for economic development
and ensuring higher employment. The aim is to encourage competition and thus contribute to
sustainable development (World Bank, 2001). Local economic development includes many
sector fields such as, for example, physical planning and marketing. It also includes many
roles shared by local government and the private sector, and civil society organisations can
also play an important part. Today local economic development is considered the fastest
growing application of economic disciplines, primarily in countries of central and eastern
Europe.

2.1. Potential drivers of LED

The desire for faster local development is constantly growing, but it is held back by the
limited financial, material and personnel resources of the public sector (Plumer, 2002: 33). In
other words, we live in a time when there is a need for faster local development, but demands
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such as funding, providing material resources and, especially, knowledge and new approaches
to management cannot always be satisfied because of the limited resources (not only
monetary, but often “only” human resources) of local government entities. The experience of
many countries, not just in the developed world, shows that the limited resources at the
disposal of local authorities can be overcome by introducing the private sector (its knowledge,
expertise, capital, material resources) in partnership, through arrangements of collaboration
with the public sector — PPPs. The private sector’s entrepreneurial spirit can be harnessed to
generate both the realisation of the PPP’s goals and overall public benefits (Montanheiro,
1998: 333). PPP programmes offer a long-term sustainable approach to the improvement of
public services and public infrastructure, and also increase the variety of business activities on
the local level. The growing needs of the population cannot be satisfied without further
economic growth. Responding to the increased complexity of global economic development,
the public sector can stimulate economic development on the local level, use a pro-active
approach to the business community and apply any of the many models of PPP to advance the
quality and variety of existing services, and provide new ones. In local development, whose
primary aim is the more efficient satisfaction of citizens’ needs, the activities of local
government aimed at increasing fiscal capacity are especially important, and this has
implications on employment growth. All the factors mentioned greatly influence LED, so they
can be seen as its potential drivers.

2.2. Public private partnership (PPP)
By its nature PPP is the collaboration of the public and the private sectors with synergic
effects, where the partners’ resources are joined so as to provide public services or develop
the public infrastructure (Osborne, 2000: 11). Public private partnership (PPP) enables the
efficient execution of infrastructural projects and provision of public services, and promotes
an innovative approach to measures for economic recovery (EC COM, 2009). Recently PPP
has awoken exceptional interest in Croatia on all levels of government, including local
government, but interest has also grown in the private sector, which is becoming increasingly
drawn by the new possibilities for investing in the public sector. Construction has always
been closely linked to the public and economic activities of every country (Lovrenci¢
Butkovi¢ & Katavi¢, 2014). There is no doubt that PPP is one of the most important
instruments of good management. However, if this is to be achieved the complexity of its
mechanism must be taken into account and the potentials and dangers that it incorporates,
especially if it is understood in its reduced role — only as an instrument for private investment
in a public need (Separovi¢ Perko, 2006). Under the PPP Act (Zakon o JPP-u), a PPP is a
long-term contractual relationship between the public and the private partner whose subject is
the construction and/or reconstruction and maintenance of a public facility which will provide
the public services that are in the competence of the public partner. In implementing a PPP
project, the private partner takes over from the public partner the obligations and risks
connected to financing and the construction process, and at least one of the following two
risks: the risk of the availability of the public facility and the risk of demand. A PPP has the
following essential characteristics (Bult-Spiering & Dewulf, 2006):
e PPP is a management reform, it is an innovative tool that can advance the provision of
public services,
e PPP is a way of solving problems of providing public services with the objective of
increasing their quality and decreasing their price,
e PPP enables a manager from the public sector to be included in market competition,
e PPP contributes to a shift of risk (in accordance with the contracted allocation), but also of
the distribution of power between the public and the private sectors.
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Partnership between the public and private sectors, as indicated by the word partnership, is
based on their collaboration in achieving common goals, especially in investing and risk
factors, with the aim of making the public service more accessible, of higher quality and,
hopefully, cheaper for the taxpayer (Kacer et al., 2008). In this sense, PPP is underpinned by a
public and private relationship that lends itself to various models of partnership, only one of
which is financing the public sector by including the private sector.

3. RESEARCH METHODS

The survey was conducted on local government entities (LGE) because municipalities and
towns are perceived as the most important actors of LED. LED, as a process, is characterised
by the participation, within their self-governance competence, of all the actors interested in
the welfare of a particular community.

The primary data were obtained from a questionnaire, submitted personally or by e-mail, on a
sample of the financially most successful local government entities in the Republic of Croatia.
According to data provided by Financial Agency (FINA, 2012), Croatia has 555
municipalities and towns.

The survey was conducted in one round from June to September 2012.

3.1. Data collection

The on-line questionnaire was sent to all the local government entities filtered according to
the criterion of profit, while those that had worked at a loss, according to Fina data from 2011,
were excluded. In 2011, of the 555 municipalities and towns, 289 had made a net profit and
266 a net loss. Because of this the questionnaire was sent to the 289 local entities that had
made a net profit, which was the starting point for the survey. 128 filled-in questionnaires
were returned, showing a response rate of 44.3% and making this sample representative for
further analysis. A response rate of 30% is considered acceptable for this type of survey (Kish
& Leslie, 1995). There were more municipalities (54.5%) than towns (45.5%) among the local
entities that responded, and in structure half were municipalities and towns with fewer than
5,000 inhabitants. Smaller municipalities and towns are an especially interesting group for
examination, since they are the most numerous among the LGEs in Croatia and should be the
main actors and bearers of economic development according to the bottom-up 2 principle.

3.2. Sample definition

The sample was limited and was intentionally selected in accordance with data on the
financial business results of entrepreneurs in municipalities/towns in 2011, and in accordance
with the rank-list of the 289 most successful local government entities. The financially
unsuccessful local government entities, which did not work at a profit, were excluded from
the sample. FINA defines a local government entity as successful on the basis of several
criteria defined by assigning points, according to about twenty criteria (FINA, 2012). The
procedure was taken over by the globally recognised business magazine Forbes (2011), which
drew up its own list of “successful” municipalities and towns according to the same
methodology in which local government entities collected points according to their success.
The principal database was two exhaustive analyses, conducted by the Financial Agency, of
the business operations of all the entrepreneurs in towns, covering their income, profit and
number of employees in 2010.

2 The bottom-up approach means that local factors participate in making strategy-linked decisions and selecting
priorities to be implemented in their local area. European experience has shown that the bottom-up approach
should not be considered an alternative to or opposite from the top-down approaches of national and/or regional
authorities, but combine with them to achieve better overall results.
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The criteria for defining local entities as “successful” were the following:
o profit made, in the period, by entrepreneurs liable to profit tax,

e net profit (profit minus losses in the period) made by entrepreneurs liable to
profit tax.

4. ANALYSIS AND RESULTS

The survey results showed the status of existing and potential PPP projects in the Republic of
Croatia and the respondents’ degree of knowledge about and perception of PPP projects.

In 2012, in Croatia, a project according to the PPP model is being implemented or has been
implemented on the territory of about 16.5% of the successful LGEs (Chart 1).

5.20%

uYes
i No

I don't know

Chart 1: Status of PPP projects currently being implemented
in local government entities in Croatia

The survey was also used to examine the structure of the projects being implemented in
Croatia. Most of them are concession contracts for motorway construction in Istria and
Dalmatia. The build-operate-transfer (BOT) model is an example of a PPP used in Croatia
for other infrastructural projects, as well (e.g., for wastewater treatment in Zagreb). The
schooling and health sectors are also strongly represented, with investment based on a
contractual PPP model that is the most frequent in Croatia.

Another very important factor in the context of PPP is monitoring the implementation of the
PPP project. The survey results show that LGEs monitor PPP projects very selectively (almost
56% answered that some projects are monitored, others not), and 11% LGEs do not monitor
the implementation of their PPP projects at all, which is disastrous (Chart 2).
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11.10% & We have no system for
' monitoring project
implementation

33.30%

& We monitor some
projects, but not all

We systematically
monitor the
implementation of all
projects

Chart 2: LGE monitoring during the preparation or implementation of PPP projects.

It is also interesting to show the problems that often appear in the preparation and
implementation of PPP projects.

In Croatia most LGESs encounter these problems in the preparation stage of the project (almost
70%) and in the construction stage (over 40%) (Error! Reference source not found.3).

80%
70%
60%
50%
40%
30%

20%
B B -
0% T T T - T T 1

During the During the During the During the During the During the

stage of public coordination project design construction  operation
preparing PPP  contracting stage stage stage stage
documents stage

Chart 3: Critical stages in the implementation of PPP projects

There are least problems in the project design stage, which is as a rule looked on as the stage
of least risk in the implementation of a PPP.

As we said in the preceding sections, PPP projects are a very important modern-age tool for
local economic development and are characterised by the collaboration of partners from the
public, business and non-governmental sectors. This is why optimising the success of this
collaboration should contribute to the greater success of PPP projects and also increase their
number.
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New Framework for Optimising Partnership in PPP Projects
For a PPP project, optimum success means achieving a win-win® situation in which both
partners, public and the private, prosper. However, as a partnership of this kind is
multidimensional and relative, it is difficult to define. Nonetheless, defining the relationship is
of crucial importance for all organisational partnership initiatives, especially in local
communities. When defining the success of a PPP it is important to bear in mind that the two
partners do not define success in the same way. The final goal, i.e. success, looks different if
examined at different points in time, in different dimensions or from different points of view.
Success is often judged with respect to the uniform aims of the partner organisations. It is also
relative with respect to the time in which it is assessed. In the organisation and
implementation of a PPP the partners must define success as the best outcome that their
organisation could achieve by making use of all the resources of the partners in the
partnership. To do so, it is necessary to define and compare the business situation of the
private and public partner, the project portfolio and the short-term and long-term systems of
assessing business results.
Both sides in the PPP must consider four connected models that correspond with stages in the
partnership business cycle. These are:

¢ founding the partnership,

e implementation stage,

e “facing reality” stage, and

e stabilisation stage.
It is important to bear these stages in mind because the outcome of one stage inevitably
becomes the starting point for the next. Decisions and activities in one stage can lead to an
increase or decrease of the potential for optimal success (Figure 1).

© | Ot

R
/. g

Figure 1: Framework for optimal success of the PPP

® When both sides win, i.e. gain.
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Local authorities must also understand the importance of external influence because although
the conditions for the successful outcome of the PPP are defined, meeting them is sometimes
not enough to execute the project successfully. Attention must especially focus on the private
partner’s competitors and their potential response, and also on the economic and political
environment. Since each of the above stages includes large groups of different people, there
must be adequate communication among them because poor communication is usually the
cause of most problems that could very easily have been avoided.

1. Founding the partnership stage
The foundation of the PPP should be looked on as its basis. Although a good-quality
foundation is necessary, this is not enough to achieve a successful partnership. In the initial
stage of the PPP it is of crucial importance for local authorities to choose a good private
partner. This choice is based on the following criteria:

e Determining suitability for partnership, and

e Determining feasibility for partnership.
All the organisational units in the PPP must be able to adapt to the conditions of the moment,
because response to frequent changes is directly linked with feasibility for partnership.

2. Implementation stage

If plans are to be successfully executed the implementation stage must be completed as well
as possible. This is the stage in which the PPP partners build relationships, establish which
physical property they are introducing in the project and lay down the basic rules of their
cooperation. The key activities in this stage are constructing the physical infrastructure,
redesign process and integration. In this stage organisations planning some form of PPP can
encounter critical situations and problems, for example, in establishing the partner’s property.
This is why it is very important to build a relationship of trust. For the partners to trust one
another, they should regularly meet their obligations, thus confirming their competence, act
foreseeably, thus proving their reliability, and negotiate fairly and in good faith. For a PPP to
succeed, confidence must be reciprocal. If local authorities had low-quality relations in the
past, this step is a great challenge because a relationship of trust supports the partnership
goals. Furthermore, all the sides in a PPP must work on reliability, because reliability will
spark innovation, and this will lead to better competence.

3. “Facing reality” stage
This stage is reached at the moment when all the organisations in the PPP face reality. The
peak and the end of this stage is marked by “normal operation”. The PPP partners must be
well acquainted with the earlier stages and these stages must be well completed because
“facing reality” involves collaboration that will bring differences to light. That is why we may
call this stage critical. This is when both the public and the private partners must find ways to
understand their differences and ways to solve them. The key activities in this stage compel
the partners to work on detecting and solving problems to accomplish the partnership process
successfully, and to find methods for resolving conflicts that appear during its stabilisation.
Critical points primarily involve orchestrating changes and cooperation, and we propose only
some:

- providing leadership

- managing asymmetry

- building partnership skills

- conflict management

- operations management
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The partners must use a manifold-criteria method, such as the Balanced Scorecard,* which
allows project heads in the public and private sectors to create a balance between strategic
measures that focus on the partnership goals.

4. Stabilisation stage

This is the stage that starts after normal operability has been reached and continues to the end
of the partnership. The key activities in this stage are constant business improvement,
investment in developing additional skills and assessment of whether the implementation is
cost-effective. When it is once stabilised, when normal operation has been achieved, local
authorities as the public partner must focus on continuous improvement, because constant
improvement and implementation are the critical points of this stage. Critical points in
managing continuous improvement and innovations in the partnership after stabilisation
include monitoring continuous relevance, building on the partnership experience and
increasing the partnership capacities.

4. CONCLUSION

The basic aim of this article was to show the status of PPPs in Croatia and to propose
guidelines for optimising the positive effects of using PPPs in local government. The survey,
whose results we show, was conducted on an intentional sample of “successful” LGEs in
2012 and the idea was, on the basis of actual PPP projects, to identify potentials and propose a
framework that would help to optimise the success of such projects in the future, and which
would lead to the faster economic development of those local communities.

The conclusion of the preceding sections was that local economic development is a
continuous process in which participants from small and larger local government entities
work together with partners from the public, business and non-governmental sectors to create
better conditions for economic growth and generate new employment. One of the forms of
this cooperation, which is a very important tool of modern times, is cooperation using the PPP
model, since it is through PPPs that participants establish and maintain a dynamic
entrepreneurial culture and create new wellbeing in the community and in businesses, with the
aim of improving quality of life in the entire local community. PPP management is a difficult
task which, depending on the geographical size of the project, becomes increasingly
complicated.

Nevertheless, the actors included in a PPP should incorporate the knowledge gained in the
partnership to improve the results of their activities. The goal of the partnership can be
reached more quickly by focusing on improving partnership capabilities. If everyone involved
in the PPP project is careful of the details described in the stages of the framework proposed,
the partnership capabilities will in time improve. Local authorities, as the public partner, may
improve partnership quality by constantly working to perfect the strategic, operative and
cultural suitability between the partners.

And the experience that private partners, especially Croatian construction companies, gain as
partners in PPP projects can definitely be a great advantage in the future. Some PPP models

* The Balanced Scorecard is one of the most popular instruments for controlling, partly thanks to numerous
examples of improved operation results after its implementation, but also partly thanks to its very successful
world promotion. It is defined as a system of balanced goals. In every case the Balanced Scorecard represents a
balanced view of the entire ecosystem in which complies operate. Today, when many companies are passing
through the most difficult time of work in recession, this balance becomes a key factor for long-term and
sustainable success. The Balanced Scorecard technique (BSC) was developed in 1992 by Robert S. Kaplan and
David P. Norton, and is today implemented in thousands of companies, organisations and governmental
institutions. It is estimated that 50% of the 1,000 largest companies (Fortune 1,000 list) applies the BSC
technique.

20



Economic and Social Development, 7™ International Scientific Conference, New York City

can also be a way for Croatian construction companies to move into the conquest of the global
market. Because emerging on foreign markets with a well-defined business and well-designed
marketing strategy should be an essential factor in successful project management of Croatian
construction companies on the great global market (Lovrenci¢ Butkovi¢ & Katavic¢, 2014).
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ABSTRACT
The term "region™ originating from a Latin word: regio, has two meanings in itself in terms of
etymology — first, it is a movement in a fixed direction, and the second one denotes space.
Combination of both results in: “movement in a fixed direction, which defines space”. The
meaning generally relating to the area, has over time dominated the vernacular
understanding of the whole word. Currently, the concept is in principle used to exclusively
describe a given territory. However, nowadays, the return to the primeval meaning of the
word seems to be more and more justified as well as there should be more attention paid to
changes in the specific direction which result from transformations taking place within
regions. For a long time, regions were most of all and exclusively treated as the largest units
of administrative division of individual countries.
The most important subject within the pursued regional policy was a fast and efficient
integration of areas indicating development inequalities. The particular attention was paid in
this scope to equalize cultural distinctions and the level of their economic growth. Despite the
multi-billion expenditure, the established goals have not been fully achieved. Progressing
globalization have allowed local authorities to go beyond the narrow framework of inland
structures. Currently, the regional authorities have become an essential factor and entity of
policies in transnational dimension.
In many cases, it has become the cause to radicalize social attitudes. In extreme cases,
increase in importance of regions has resulted in local disputes of economic and political
nature, and in some situations it has even led to military conflicts. It is to be assumed that we
are witnesses to a broader phenomenon which may disturb the fragile balance created on
international arena still in the second half of the 20th century. Attempts of specific regions
emphasizing their autonomy to achieve greater or even total independence, are currently
taking place in nearly every corner of the world. In turn, the lack of flexibility of national
authorities in the face of demands placed by local communities creates a dangerous situation
of an outbreak of new conflicts on a larger than local scale. With interest in inciting unrest
and with active engagement of some world powers, it may lead to geopolitical changes on a
great scale. Regions, as a simple tool remaining in specific hands, may in this manner
become a factor of serious and dangerous transformations in an international dimension.
Keywords: autonomy, change, factor, globalization, region.

1. INTRODUCTION

In recent years the dramatic increase in the importance of regions has been observed. This
phenomenon has its place in many fields. However, it has become the most visible in
extremely significant areas of life such as economy and politics. Regions by the definition
constitute most frequently a component of some larger territory - mostly a country.
Nevertheless, their impact has been for a longer period of time exceeding with its reach
borders of one specific country. The "region™” concept originating from a Latin word: regio,
has two meanings in itself in terms of etymology — first, it is a movement in fixed direction,
and the second one denotes space. Combination of both results in: “movement in fixed
direction, which defines space”. The meaning generally relating to the area, has over time
dominated the vernacular understanding of the whole word.
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Currently, the concept is in principle used to exclusively describe a given territory. However,
nowadays, the return to the primeval meaning of the word seems to be more and more
justified as well as there should be more attention paid to the changes in the specific direction
which result from transformations taking place within regions. As a rule, regions are treated
most of all as the largest units of administrative division of individual countries. The
progressing globalisation has allowed the described areas to go beyond the narrow framework
of inland structures. They have become an essential entity of economic and social activity in
the transnational dimension. A large role in this process is played by both radical social
attitudes and actions of local authorities planned in perspective of many years.

2. FACTORS AFFECTING THE INCREASE IN THE IMPORTANCE OF REGIONS
The noticeable increase in the role of regions on the international arena can be noticed since
the second decade of the 20th century. The changes taking place in the world as the outcome
of the World War | had influence on that condition. At the moment of finishing armed
struggles in 1919, transformations on a then-unprecedented scale occurred. They were of
extremely diverse nature. They were the effect of tumultuous revolutions on socio-political
basis or also of planned transformations on the basis of international agreements entered into.
Economic order different to one yet applicable was being formed, new borders were traced
out, large superpowers were collapsing, state units were being created on the basis of
integrated regions belonging until recently to parties fighting each other.

New players, who were to affect future events in the global scale, appeared on the stage. End
of World War | definitively abolished the order established yet in 19th century. Another
revolutionary moment, which changed configuration and significance of individual regions,
was World War Il. This conflict re-developed new administrative, territorial, political and
economic structures. However, they had wider range and significance and they were carried
out in much larger scale comparing to ones of the previous turbulences. In Europe, North
America, South America and Australia shortly after 1945, there had been introduced the new
political and economic order which survived only with some minor changes almost until the
last decade of the previous century.

Whereas, exceptionally sudden and dynamic transformations took place after World War 1l in
Asia, Africa and this part of America which is to be colloquially known as Central. Their
particular escalation falls on 1950's and 1960's of the previous century and the end of the
process of changes relates to the half of the 1970's. Mainly they were of the character of
fighting with colonialism and of social revolutions. The important events: peaceful
reunification of Germany, disintegration of the Soviet Union and civil war in Yugoslavia
broke the existing status quo in Europe in the beginning of 1990's. Changed in terms of
territory or entirely new state units appeared on the world map. It turned out that both
independence secured by fighting as well as tracing out of new borders in Europe are still
possible. Initially, it seemed that the changes would be of a limited character. But soon pro-
independence tendencies of regions and striving for own statehood divided Czechoslovakia
into two and were emphasized with increased intensity in Belgium, Spain and the United
Kingdom. In these three countries, desire for independence of individual regions adopted a
democratic character and took the path of peace. However, what happened in former
Yugoslavia and the Soviet Union took the tragic course and resulted in thousands of
unnecessary human victims. The dangerous memento for both described incidents were the
latest events in the Ukraine. Annexation of Crimea by Russia and war in the Ukraine on the
centenary of the outbreak of World War | call up bad associations for the upcoming future.
One may suppose that currently we are witnesses of far-reaching changes which have their
beginning on the regional level, however their impact will have transnational or even global
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range. In here one should think of the cause of increase in the importance of regions, starting

with the national level to transnational or even global scale. The following is to be included as

main reasons for such state:

the existing industrial and economic infrastructure,

possession or discovery of rare or valuable resources,

increase in economic potential of selected areas,

historical conditions,

investment attractiveness,

international co-operation

crucial location in geographical and strategic sense,

growing awareness of citizens of a given territory,

exhaustion of natural resources or their lack in some regions,

increased international activity of local and self-government authorities,

targeted actions of foreign institutions and entities on a specific territory,

¢ looming crisis within a given country or its loss of importance on the international arena,

e treatment of specific regions as a political tool with intention to conduct imperialistic
policy by specific countries.

The above list does not include all potential causes of increase in the importance of regions to

the level in which their impact start to relate to international scale. However, the listing is

compliant with the so-called: “causal approach™ which divides causes of formation of regions

into natural and acquired factors (Przygoda M., 2013, p. 36). Analysing the list one can

observe that the following acquired factors have a substantial preponderance:

e economic (industrial or agricultural)

e administrative (political),

e ethnic (cultural and social).

Whereas, the natural factors, consisting of climatic, zoogeographic and physico-geographical

elements, lost in the 21st century much of their original significance.

3. CONSEQUENCES OF INCREASE IN THE ROLE OF REGIONS

Change of the scope of impact of regions from the national to transnational and global scale,
requires a formation of a new approach to the issue of their classification. Comparisons taking
into consideration for example: level of regional GDP, local unemployment rate, amount of
employees' remuneration, age structure, education level or scope and financial means for
social aid, are being performed since many years for needs of national authorities and also
international organizations. In many events institutions such as: the European Union (EU),
North American Free Trade Agreement (NAFTA), Association of Southeast Asian Nations
(ASEAN), World Bank (WB) or European Bank for Reconstruction and Development
(EBRD), have created their own record systems or systems for processing of necessary for
them data or information. However, in most cases they are of statistical nature. They base
largely on records, numerical rankings and comparisons of graphic character which main task
is to create a uniform model presenting the current or possibly the forecasted economic
situation of given territorial structures. Within the aforementioned organizations, there are
also being created financial funds and numerous programs which task it is to most of all
achieve the established objectives of economic and social development. In that sense there is
the lack of studies which in the foreground displays significance of important territories in
relation to their role in international relations and possibilities of affecting the global situation.
Such materials are being created but most frequently in a different depiction. They generally
relate to problem areas within various countries. Their task is to present solutions aiming at
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resolving the tense political situation on a given, limited area or also to define manners of aid
in the case of natural disasters or catastrophes in humanitarian sense. Therefore the creation of
a classification which takes into consideration importance of selected regions, as the factor of
changes in the global scale, seems desirable. This type of study will allow to create a new
approach model for the issue discussed. It will simultaneously pay attention to the essence and
importance of the issue of increased role of regions in the current world.

4, CLASSIFICATION OF REGIONS ACCORDING TO THE CRITERION OF THE FACTOR
OF THEIR SIGNIFICANCE AND INFLUENCE ON CHANGES IN THE GLOBAL SCALE

The below classification constitutes the attempt to list and compare exemplary regions
according to the area of their impact on in the international scale. However one should be
aware of the fact that not all separated areas exert such impact. The vast majority has not yet
reach the level of impact on the transnational scale or it is not properly conditioned to ever
reach such state. These regions which constitute the factor of changes on the global scale are
in some sense territories of special importance and exceptional when it comes to the features
they possess. However technical progress, in particular in the field of telecommunication and
dynamically changing political situation of the entire planet, results in the constant increase of
territories due to different reasons essential for the nature of today's world. The presented
groups of regions have been arranged according to the list. It takes into consideration the
possibilities of their potential influence on events in the global scale. At the beginning of the
listing there are the regions which impact is the greatest. On further positions there have been
introduced ones which role in the described phenomena is smaller. The presented list has been
arranged on the basis of the assumption based on the deductive path of conduct. However, the
premises for this activity are not a will to create a firm axiom. It was rather about sketching an
elastic model of conduct taking into consideration current and future events. By the use of it,
it would be possible to note the most important phenomena ans subsequently to give them a
value and range them in relation to the influence on the existing and future global situation.

Classification of regions according to factors: their significance and influence on changes in
the global scale.

Group 1: Limited, in geographical sense, areas in which there is an open war or

armed, repeated clashes take place.

Such situation relates to at least two antagonized countries. It may also relate to units aspiring

to become an independent country but are not recognised by a wide international opinion.

Examples:

e Conflict of a few decades between India and Pakistan fighting for the border area of
Kashmir,

e Confrontation in the Gaza Strip between Israel and forces representing the Palestinian
Autonomy,

e Golan Heights - the conflict area included in 1981 in the territory of Israel, for the return
of which Syria and Liban fight. For many years at the moment of tension in the Near East,
border incidents and exchange of fire between the conflicted parties take place.

Consequences for the situation of the world: In the majority of cases, behind the armed

conflicts taking place there are interests of the largest superpowers and economic powers of

the world. Acts of war polarize specific political and social forces, placing them on opposite
poles. There occur cooling of international relations in the sphere of trade and limitations of
all other forms of mutual contact between countries supporting the conflicted parties. A direct
intervention into the armed conflict to support one of the fighting parties of a single country or
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a group of countries may take place. The involvement may be of a direct nature or only limit
to the sphere of logistics. Tension on the international arena is increasing. A real threat of a
conflict expanding into neighboring countries. Military spending is increasing in the global
scale. Less funds are being allocated for consumption, development and in favor of citizens.
Taxes are increasing. Anti-war activists' demonstrations and numerous social protests are
taking place. The described situation results in the biggest threat of destroying the existing
world order.

Group 2: Regions in which there is a severe political conflict and a threat of

outbreak of military clashes.

In the majority of cases, this issue relates only to two countries. Each of them manifests a

desire to create their own zone of influence and aspirations for the role of a force leading in a

given area. The examples may be:

e Conflict regarding the archipelago of islands located on the East China Sea, which Japan
refers to as Senkaku and China - Diaoyu. The conflict relates to the Country of the Rising
Sun and the Middle Kingdom.

e Kuril Islands located on the Pacific Ocean. The object of contention between Japan and
Russia making it impossible to sign the peace treaty officially ending the World War 11
between these countries,

e The already ended conflict of many years related to Beagle Channel between Argentina
and Chile. Beagle Channel is a narrow strait approx. 370 kilometres wide, between the
islands which belong to Tierra del Fuego archipelago. It is located at the southern end of the
South America's continent.

e Quemoy and Matsu Islands located in the Taiwan Strait constitute the conflict territory of
Taiwan and the People's Republic of China since the end of the civil war in 1949 (Kerr
G.H., 1992, p. 430)

Consequences for the situation of the world: The after-effect of the political conflict
relating to head authority over a given area are dangerous demonstrations of military force of
both conflicted parties. They may even transform into short military skirmishes. The reason
for the conflict is most frequently a discovery in the described areas or, as in the event of the
mentioned cases — on waters surrounding them, valuable natural resources such as petroleum
and natural gas. For some time, trade between adversaries is limited or entirely discontinued
and decline in mutual relations take place. As in the case of the second conflict of Taiwan,
there may even exist a threat of outbreak of military actions on a global scale. Other countries,
recognized international organizations and authorities engage in mediations aiming at
resolution of the existing conflict.

Group 3: Regions located within one or a few neighboring countries which with

insurgent activities attempt to create their own statehood based on national criterion.

Tribal or national community which pushes societies living in the specific area and belonging

to the same ethnic group into armed struggle for liberation and independence, is decisive. The

examples here are:

e Secession of Katanga in 1960 - 1963. The attempt of armed separation of this province
from the Democratic Republic of the Congo.

e Aims of ETA group (to form independent Basque Country). Armed activities of this
organization took place in Spain and to a lesser extent and with the use of peaceful
methods in France.
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e Fight of Kurdish Nation for formation of its own country. Military actions of Kurds
aiming at independence are the activity mainly on the territory of Iragq and Turkey but also
the areas of Syria and Iran (Wojcik L., 2014, p. 38 - 40).

Consequences for the situation of the world: Derivative of an armed struggle of ethnic
groups for formation of their own country is always a military  counteraction of a country to
which a given region belongs. A country which most frequently, by the use of brutal methods,
tries to maintain its territorial integrity is doomed to condemnation of international social
opinion and is generally severely sanctioned in terms of economy. There are attempts to
resolve the conflict with participation of authorities and international institutions. Mediations
and efforts take place in order to create conditions to begin peace talks. Devastation or
annihilation of material infrastructure have their place in the entire region in turmoil. Also
humanitarian catastrophes, such as famine and diseases, occur frequently. Rapes of civilians
and genocide happen repeatedly. Regions which lost their fight for independence become
quite frequently problematic areas doomed to constant aid of other countries and specialized
organizations. The derivative is an escape of population from areas of the fighting to
neighboring countries. It creates a problem of providing safety and living conditions to
thousands or refugees.

Group 4: Regions seized with the use of political solutions and settlements by force by

larger countries from smaller and weaker countries.

The examples of such conduct:

e Occupation in 1938 by Third Reich of the so-called: "Sudetenland" belonging to
Czechoslovakia.

e Annexation by India with the use of military action of colonial estates belonging to
Portugal: Diu, Damani Goa (so-called Portuguese India), located on the Indian
subcontinent. The short-term war for these territories between India and colonial armies of
Portugal took place in December 1961.

e Annexation of Crimea to Russia despite protests of the Ukraine and the majority of
world's countries. This event was preceded by the outcome of the referendum of 16 March
2014 organized by the parliament of Crimea (Mucha W., 2014, p. 1)

Consequences for the situation of the world: Violation of the international law. Disturbance

of the established world order and breach of principles of peaceful co-existence on the scale

much larger than the region of dramatic events. Development and building of power of new
empires in a specific part of the globe. The perspective of development of a dangerous
situation in the direction of further aggressive moves, by the country annexing a foreign
territory. Fears of countries neighboring with places of conflict, in terms of the upcoming
future. Commencement of the weapon race and seeking alliances which may provide safety.

Protests of international communities and attempts to counteract of eminent transnational

organizations and institutions.

Group 5: Territories which are of strategic and military importance for a specific area of

the world.

Favorable location of so defined areas, in view of the performed by them actions in strategic

and military sense, comes to the fore. The examples here are:

e Gibraltar - British overseas territory located on the Iberian Peninsula at the entrance to the
Mediterranean Sea.

e Guantanamo - American military base on Cuba for the entire region of the Caribbean.

e Kaliningrad Oblast for the whole zone of Baltic Sea.
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e Diego Garciais an island which belongs to the British Indian Ocean Territory, including
Chagos Archipelago located in the middle part of the Indian Ocean. It is leased to the armed
forces of the USA. It constitutes one of the most important American bases in the world.

Consequences for the situation of the world: Possession of military bases in critical regions

of the world, provides the possibility to affect the course of events in accordance with

interests of the countries which armies are stationed in them. The best example is Diego

Garcia base which was used

in the time of two wars with Iraq (first and second war in the Persian Gulf) and in the time of

American intervention in Afghanistan in 2001. Sometimes only the presence of a base of a

specific country in a region may have impact on stability, or in the case of the need also on

destabilization of the existing political situation.

Group 6: Regions which indicate future expansion directions of specific, large countries.
The examples here may be:
e Annexation of Hawaii as the 50th and last so far state to the USA in 1959.
e New war in Europe, between the Ukraine and units belonging to self-proclaimed and pro-
Russian: Luhansk Oblast and the Donetsk People's Republic.
e The mass settlement campaign for citizens of the People's Republic of China on large
areas of Russian Siberia.
Consequences for the situation of the world: Transformation of Hawaii - the territory
dependent on the USA into one of its states, symbolized extension of the zone of influence of
this country to the whole area of the Pacific Ocean, South East Asia and Australia. Clashes of
separatists from Luhansk Oblast and from the Donetsk People's Republic with the armed forces of
the Ukraine, indicate clearly the range of the Russian zone of influence in the South East
Europe and the direction of expansion of the largest country in the world. However, the most
interesting example is the progressive colonization of the Russian Siberia by Chinese. In the
context of the mass immigration of citizens of the Middle Kingdom one is to pay attention to
the fact that these areas are relatively sparsely populated and wait to be settled. The greatest
asset of Siberia from the perspective of China are immense natural resources of this land.
(Rozek T., 2013, p. 6). Currently it is difficult to estimate the number of Chinese in the
discussed area. The official data states that there are a few hundred thousands of specialists,
workers, entrepreneurs and farmers. However, taking into consideration families
accompanying the immigrants, the number may even amount to 2 million people. In extreme
cases, the number of 5 million is stated. China demands that Moscow returns 1.5 million
square kilometres of the Russian Far East. The country of tzars, under the colonial treaty
signed in Beijing in 1860, took the area of that size from the Chinese Empire. One may be
certain that the government of the People's Republic of China will claim these areas in
upcoming 20 - 30 years ( Rozycki T., 2014, p. 12). One may wonder why authorities in
Kremlin do not oppose to the visible expansion of their neighbor. There is an explanation for
that. Recently, economic contacts between both countries have been strengthened. Its visible
effect is at least singing of "the contract of the century" for supplies of Russian gas to China.
This fact makes it almost certain that there has been made a far-reaching agreement between
two superpowers, regulating their mutual economic, political relations and also territorial
matters. Weakening Russia may in this arrangement, for the price of large or even painful
sacrifices, count on alliance with China giving Russia large benefits in future. Including even
building of the new world order.
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Group 7: Regions located within a specific country which by the use of mechanisms and
democratic methods attempt to become independent and to create their own statehood
according to the national key.

This situation applies to countries of developed structure of democratic political system of

many years. In conditions of a certain weakness or crisis of the statehood, there may occur, in

some areas, devolutionary tendencies aiming to secure larger autonomy by fighting and in the
favorable system even their own statehood. The expression of such process is:

e Separatist tendencies of French-speaking Quebec province in Canada which with different
intensification can be observed from the half of the 20th century (Simard M., 2013, p.
A3). In 1980 and subsequently in 1995, there took place referenda which outcome was
however unfavorable for supporters of independence.

e The independence referendum in Scotland which conduct of was planned for 18
September 2014. Residents of Scotland, in a democratic manner, will decide this day on
remaining or withdrawing from the United Kingdom.

o Idea of separating Catalonia from Spain. Despite the backlash of authorities in Madrid,
prime minister of Catalonia, Artur Mas, declares that in October 2014 there will be
organised a referendum on independence of this region (Stasinski M., 2014, p. 41).

Consequences for the situation of the world: Political and economic weakness of three out

of twelve largest economies of the world. Potential decrease in the importance of each of them

together and individually on the international arena. Loss of elements of important financial
and economic associations within each country in the event of decrease in the previous
territory. Possibility of losing a part of significant urban and industrial centers and their
human capital by the Great Britain, Spain and Canada. Possible occurrence of domino effect,
causing separation of other regions from weakened state units. Creation of a new political and
economic order on European and North American continents. Formation of new countries
aspiring to membership in international organisations such as: the European Union, NAFTA,
UN, NATO, OECD, World Bank, European Bank for Reconstruction and Development etc.

Group 8: Regions which in the result of natural disasters, unforeseen incidents or an

outbreak of dangerous diseases require international aid.

In the case of these territories, the aspect of humanitarian aid comes to the fore. Areas affected

by natural disasters, incidents or epidemics need radical measures aiming to provide rescue to

survivors and prevent danger of further unfavorable development of the situation. Examples:

¢ Nuclear power plant disaster in Chernobyl which resulted in radioactive contamination of
the considerable area of Europe.

e Lethal epidemic of Ebola virus in Western Africa.

e Famine in Ethiopia in 1984 - 1985.

Consequences for the situation of the world: Such and similar events entail thousands of

human victims. They are a tragedy especially for poor countries of Asia and Africa. However,

rich countries such as Austria, Japan or the United Sates in the face of cataclysms ask for

international aid. In the event of a disaster, the following organisations begin to act there: Red

Cross and Red Crescent, World Health Organization, Food and Agriculture Organization of

the United Nations, volunteers and institutions representing almost all countries of the world.

Group 9: Regions which status of nationality changes on the basis of voluntary waiver of

rights to possess them by previous old countries.

The examples here may be:

e Sale of Alaska by the Russian Empire in favor of the United States of North America in
1867.
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e Handing over to the People's Republic of China of the territory of Hong Kong (Bard S.,
2002, p. 5) by the Great Britain in 1997.

e Formal acquisition by the Chinese government from Portugal of sovereignty over the
special administrative region - Macau in 1999.

Consequences for the situation of the world: Such or similar events are symptoms of

serious change in the balance of power on the global arena. In a symbolic manner, new and

strong players get on the stage of politics and economy and previous, leading participants of

the global show are put in the

shade. The act of peaceful handing over of administration of a specific region to a new

country frequently becomes a factor enabling a dynamic development of the said area.

Position of a country expanding its territory is also being strengthened.

Group 10: Regions which expected in the future attractiveness make them objects of a

political game already in present times.

In connection with the progressive global warming during past several dozen years, the polar

and subpolar areas located around the poles of our planet have become interesting in terms of

exploitation. The additional encouragement intensifying interest of large number of countries
is a potential possibility of occurrence of deposits of natural resources in the described areas.

Examples:

e Territorial claims for fragments of Antarctica and islands bordering on it,  before the
Antarctic Treaty entering into force in 1961, have been submitted by seven countries.
These are: Argentina, Australia, Chile, France, Norway, New Zealand and Great Britain.
Renewal of this international agreement signed in Madrid freezes all territorial claims
until 2041.

e Legal status of Arctic has not yet been regulated by any international agreement. Claims for
its area are submitted by five countries. These are: Russia, USA, Canada, Denmark (by
sovereignty over Greenland) and Norway.

e Maintaining of uninhabited territories of the Southern Atlantic, near the Southern Arctic
Circle by: the Great Britain (South Georgia and South Sandwich) and Norway (Bouvet Islands)
Consequences for the situation of the world: Beside measurable profits such as the
possibility to exploit in the upcoming future deposits of natural gas and petroleum, new
possibilities of cheaper transport of resources and goods over longer distances are emerging. It
relates to northern shipping lanes, such as: the Northern Sea Route along the shores of Russia
and the Northwest Passage along the sea-coast of Canada and the USA. In both cases, the
previous sea routes are being shortened by a few thousand kilometers. For example, a journey
from Europe to the Far East or a journey from the East Coast of the USA to the West Coast
may be significantly reduced in time - from a few to a dozen or so days (Kubiak K., 2014,

pp.10 — 15).

Group 11: Regions which are remnants of colonialist past of some countries.

The examples of such territories:

e overseas enclaves of Spain in the territory of Morocco: Ceuta and Melilla.

e Bermuda as the autonomous colony of the United Kingdom.

e French Polynesia.

Consequences for the situation of the world: Currently these territories are of minor
importance in a global scale. However they remain a valued place for tourists from the whole
world and the best card of a metropolis which they represent. They also promote in the
surroundings a specific lifestyle and a civilization profile of specific cultural circles.
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5. CONCLUSION

The presented classification of regions, based on the criterion of factors: their significance and
influence on changes in the global scale, displays with itself a new value in reference to the
previous comparisons and registers concentrating on numerical issues in statistical terms. It
establishes 11 types of territories which ought to be taken into consideration in the context of
the upcoming future. It enables to notice from another point of view the diversity that these
regions represent. It gives a different, from the previous, possibility to take a look at the
influence which events in these regions have on the world order. On the basis of several dozen
selected examples, there has been demonstrated the increasing role of specific territories in the
global politics and economy. In addition, this role is constantly expanding in view of the
increasing economic potential, abundance of infrastructure and political significance of
individual regions. Obviously not all the standing out areas are of crucial importance in the
international scale. Only some of them leave their stamp on the course of events on our planet.
However, their constantly increasing number is currently sufficient to change the nature of
present relations. It is almost certain that the new order, which is as a matter of fact being
created in front of our eyes, will begin on the level of regions and right from there it will
spread on higher levels. Therefore it is so essential to look broadly at the issues relating to the
described areas. The prepared classification is not a closed list. In the author's intention, it
should serve as the basis for further considerations on this topic. Its structure allows to make
changes and complete it as needed. Taking into account these conditions, it may be useful as
an efficient tool enabling to track and analyse changes occurring in the modern world.
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ABSTRACT
With the rapid spread of information and communication technology worldwide, cyber crime
appears to be a potential threat for confidential computer data and systems. Technologically
advanced countries like the United States are also victim of this crime. Being a less developed
country, Bangladesh is under risk of cyber crimes that threatens the national security of the
country. The current government’s agenda of making Digital Bangladesh attempts to ensure
internet connection in all governmental institutions by 2021. Similarly, both national and
multinational companies are now offering online services to consumers that facilitate online
shopping, banking, and communication. However, criminals take their way in the digitalized
world. They commit criminal activities through phishing, hacking and stealing of personal
data. Thus governmental institutions and companies become under security threat for their
secret data that can hamper the daily life of the entire population in the country.
Moreover, the country’s 90 percent of the software is pirated that exacerbates the cyber
security in the country. In addition, recent clash between Bangladeshi and Indian hackers
influence the diplomatic relations between the two countries. More importantly, terrorist
organizations conduct their financial and information transactions through using internet. In
this circumstance, the existing acts and initiatives against cyber crime are very limited to
combat the threat. The essay attempts to study the threat of cyber crime in the globalized
world with an emphasis on Bangladesh. Finally, the article will offer policy options for
ensuring cyber security in the country.
Keywords: Bangladesh, Cyber Security, Globalization.

1. INTRODUCTION
“Cyberspace is the realm of computer networks (and the users behind them) in which

information is stored, shared, and communicated outline.”
(Singer and Friedman, 2014, pp. 13)

The age of globalization is marked by the rapid spread of information and communication
technology. Secure cyberspace is a key element of protecting national security is the age of
globalization. It plays significant role in achieving economic prosperity and credible defense
of a country (Williams, 2013). These are important to build a strong, modern, powerful and
industrial nation. With the rapid advancement of information and communication technology
(ICT), cyber crime has become a considerable security concern in international area. States
are now under security threat from both individual cyber criminals and state sponsored cyber
crimes to protect their confidential data. These threats abysmally impact the economic
progress and defense system of a country, and create diplomatic conflict in world order. Thus
the issue of information technology hampers the international peace, security and
development. The above international scenario exacerbates the cyber security of Bangladesh.
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The country lacks modern information and communication technology that benefits criminals
to commit phishing, hacking and stealing of secret private data. Criminals target personal and
organizational data, in addition, digital facilities to the general people by government and
non-government sectors.

Public and private organizations are providing digital facilities without ensuring proper
security efforts. Moreover, the Information and Telecommunication Act of the country is
ineffective to secure the cyberspace. This paper attempts to investigate the major challenges
of Bangladesh for its volatile cyber security initiatives in the globalized world. In doing so,
the paper examined effectiveness of current informational and telecommunication laws, and
therefore suggests remedial measures for ensuring cyber security of Bangladesh. The paper
concludes by uttering that it is high time for Bangladesh to secure its cyber space in order to
emerge as a powerful state in the world.

2. CYBER SECURITY IN THE GLOBALIZED WORLD

The whole world is now connected via internet which makes us virtually a global citizen.
Cyber threat is not a national concern anymore rather a matter of global security. Cyber threat
generally appears as a form of cybercrime that can harm individuals or specific target groups
or organizations or even a state actor itself. The cyber criminals tend to look for scopes to
attack at networks, systems, data and operators for financial gains. B. Williams described that
criminals generally approach four types of cyber crimes.

First, who are just after the money. Such example of this occurred in April 2013 when U.S.
stock market faced an amount of $130 billion within minutes just because of a hacked
Tweeter newsfeed propagated a false report of an explosion at the White House (Williams,
2013). Second ones are the competitors, searching for critical information or intellectual
property that may provide them edge to other. It is equally concerning matter for both civilian
and defense sectors. Recently, a Russian crime organization cumulated the largest known
collection of stolen internet data consists of 1.2 billion user name and password combinations,
more than 500 million email addresses (Perlroth, Gellesaug, 2014). Third is the threat posed
from inside either from an insider de facto or lack of proper security precautionary measures.
Many of the websites of Bangladesh government use foreign servers and foreign vendors. As
a result these are always in vulnerable position and at risk to be sabotaged by the insiders of
the system (Alam, Md. Shah, personal communication, July 27, 2014). The fourth approach is
potentially the greatest threat to our national security. This is regarding state-sponsored cyber
attack to weaken a national security system such as critical infrastructure or essential national
economic components to a certain level for gaining strategic advantages over that particularly
affected country (Williams, 2013). In this case, the example of China can be mentioned.
China always regarded as a potential candidate who posed cyber security threat to other
influential countries such as U.S., U.K., France, Germany, India etc. for gaining strategic
advantages. In 2007, it was claimed that China launched a series of network-based cyber
attacks against the above mention countries. In fact, these countries have larger military
ambitions as well to improve the country’s ability to engage information or cyber warfare if
needed in near future (Greenemeier, 2007). We can now easily comprehend the global
vulnerability and complexity of cyber security matter around the globe. No one is safe from
anyone and anyone can be affected from anybody.

3. CURRENT SCENARIO OF CYBER SECURITY IN BANGLADESH

The world is becoming more and more globalized thanks to the rapid growth of information
and communication technology especially due to internet. Bangladesh is also trying to be an
active participant in this evolution. Due to lack of adequate natural resources, the country is
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trying to achieve economic independence through the utilization of ICT industry. Moreover,
Bangladesh intends to use ICT sector as boosting element for socio-economic development
(Maruf, Islam, Ahamed, 2010, p. 118). The Awami League-led present government of
Bangladesh has taken vision-2021. It’s another interpretation is Digital Bangladesh vision.
Bangladesh wants to be fully digitalized in every national sector such as educational
institutes, hospitals, financial institutes, law-enforcement agencies, service sectors, etc.
Private sectors are also coping with the pace as well such as offering online services to
consumers, facilitating online shopping, e-commerce, e-banking, mobile banking etc. As like
every thesis has an anti-thesis, vision for digitalized Bangladesh has its adverse effects also.
With the increasing online activities in cyber space, criminals are using this space as well for
their own criminal activities. In the process of becoming a digitalized country, phishing,
hacking, and stealing of personal data are routine activities in Bangladesh (Bleyder, 2012). If
we examine the nature of cyber crimes then we have a clear picture of cyber security
condition in Bangladesh. We can see two broad categories of cyber crimes in Bangladesh,
direct and indirect. Direct cyber crime nature in Bangladesh is almost similar to world context
such as malicious mail to foreign diplomatic mission and other VIP personnel, pornography,
use of e-mail for illegal activities, use of internet for transmitting false and malicious
information, use of internet for prostitution (a lot of examples of illegal prostitution promotion
web sites of Bangladesh), use of internet for women and child trafficking etc. (Alam, 2007).
On the other hand, indirect cyber crimes are like pathways for traditional crimes such as
kidnapping, robbing banks, committing murders, threatening and demanding money by using
exclusive pornographic videos and pictures (photo-shopped in most cases) etc. According to
Bangladesh Police, the traditional crime rate has decreased significantly compare to 80s and
90s but in reality the criminals are using new risk free methods to conduct the crimes and in
these cases indirect use of cyber crimes are the most preferable methods. Cyber crimes may
still not that much popular as replacement for traditional criminal activities in Bangladesh but
these are using as medium of various kinds of organized crimes. In recent months, the rates of
these indirect cyber crimes have increased rapidly. Bangladesh Police investigated such a
crime where an interesting case came up. A consultancy agency gave advertisements in
prominent national dailies such as Prothom Alo by saying that they can send Bangladesh
citizens to Canada and interested candidates need to pay 16.5 Lac (1.65 million) taka for that.
The case seemed unusual to police and they went to investigate to that particular company
named ‘BD Company.” Later on police found out it’s a fraud company without adequate
knowledge and government approval or license for manpower business. The company’s
Managing Director (MD) is a young person and never visited any country before. This
seemed a regular crime at first but in reality it was part of an international organized crime
and young MD was just a pawn of it. He was also played in the hand of an international
organized crime network. At the time of investigation already 37 interested candidates paid 1
Lac (100 thousand) taka per each to that company just because of the lack of awareness, and
the young MD sent 26.5 Lac (2.65 million) taka to his counterpart by using hundi (did not pay
government tax using illegal means) to another Bangladesh citizen living in UK and he
deposited it to the original suspect’s bank account. This money laundering process used
internet and online banking system very frequently and the prime criminal suspected to be a
citizen of Nigeria who has international bank account in UK. In this case, we can clearly
assume how cyber crime can be used in the process of traditional criminal activities (Alam,
Md. Shah, personal communication, July 27, 2014).

34



Economic and Social Development, 7™ International Scientific Conference, New York City

4. CHALLENGES TO BANGLADESH

When we start to think about cyber security in Bangladesh, the words stuck in our mind that
are ‘pirated software’ and poor infrastructural system to protect cyber space in Bangladesh. In
Bangladesh, around 90% of software is pirated (Bleyder, 2012). Using pirated software has
become a culture and habit to Bangladesh people. This habit of using pirated software is
leading us to more vulnerable position in the cyber security domain. We are not saying this is
the only challenge that Bangladesh is facing right now in the quest of cyber security but we
cannot ignore the impacts and consequences of it either. Apart from security concern
regarding pirated software uses, there are some grave challenges as well regarding
Bangladesh cyber security that we cannot deny anymore.

To understand the challenges of cyber security in Bangladesh, first we need to be aware of the
nature of cyber crimes in Bangladesh that we are facing day to day life. We can divide it into
four categories. First, cyber crimes that are targeting individuals, such as: hacking or cracking,
illegal/unauthorized access, illegal interception, data interferences, E-mail spoofing,
spamming, cheating and fraud, harassment and cyber stalking, defamation, drug trafficking,
transmitting virus and worms, intellectual property crimes, computer and network resources
vandalism, internet time and information thefts, forgery, denial of services, dissemination of
obscene material etc. Second one is cyber crime against property such as: credit card fund
stealing, intellectual property crimes, internet time theft etc. Third one is crime against
organizations. Such crime examples are like unauthorized control/access over the network
resources and websites, exposing indecent/obscene materials over the web pages, virus attack,
E-mail bombing, logic bombing, Trojan horse, data diddling, blocking from access, theft of
important possessions, terrorism against government organizations, vandalizing the
infrastructure of the network etc. Fourth and last category of cyber crimes are happening
against the society or social values of Bangladesh. Such crimes are like forgery, online
gambling, trafficking, pornography (especially child pornography), financial crimes, polluting
the youth through indecent exposure, web jacking etc (Maruf, Islam, Ahamed, 2010, pp. 114-
118).

Discussing the major challenges for cyber security in Bangladesh, pornography is a concern
for Bangladesh especially if we consider the social values, morals, ethics of Bangladeshi
culture and society. We can now chat with anyone in the globalized world. We can share and
exchange our cultural values. A very natural element of different country’s culture may harm
our culture heavily because of cultural diffusion. Spreading of pornography is such a
bothersome element for Bangladeshi culture where not even adult education has not been
accepted yet. According to Bangladesh Police, they are facing many cases where people are
regularly demanded to give ransom money or conned by illegal pornographic use such as
secret nude video footage, photo-shopped pornographic picture editing etc. Criminals are
targeting victims’ closed ones like parents, family members, relatives etc. Victims can be any
woman or child even boy child as well but the frequency of teenage girls victims are higher
than usual. In this regard, we must consider the ‘duel criminality’ as well. Duel criminality
means that the crime has been acknowledged in both countries of victims and crime suspects
and here lays another complexity to deal with pornography. Usually in many countries such
as in U.S., adult pornography may not be a crime in every case but in Bangladesh it is so
when the crime suspect is related to U.S. then Bangladesh cannot claim it as duel criminality
and faces difficulties to deal with this crime as transnational crime itself is a complex issue.
On the other hand, child pornography is a duel criminality, and we can work together through
international cooperation. We can give an example in this case. In this year, a famous
litterateur for writing child-literature in Bangladesh named Tipu Kibria had been caught in red
hands of police for illegal child pornographic activities. He used street male children for
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making child pornographic videos and photo shooting in his home and lab. At the time when
he was caught by the police, he had already abused around 400-500 street children for his
dirty ambition. He has two assistants to help him out in these illegal activates and police
found 13 international buyer names from Tipu Kibria who regularly paid him for weekly
supplies through international or online bank transactions. Bangladesh Police also suspects
that maybe there are many more suppliers other than Tipu Kibria as well. So we can clearly
say, pornography is a serious concern regarding Bangladesh cyber security concern (Alam,
Md. Shah, personal communication, July 27, 2014).

Cyber security threat regarding financial transaction such as online banking, e-commerce,
money laundering, financing to transnational organized crimes like drug trafficking, terrorism
etc. are another major challenge to Bangladesh cyber security arena. Cyber threat can lead
Bangladesh to serious economic downfall especially in banking sector. Bangladesh is a new
customer of online financial transaction and lack proper maturity in this new field but a
globalized world is making online banking and any kind of online transaction more frequent
so Bangladesh cannot deny the inevitable consequences as well. As a result, it is going to
become a major security concern in upcoming days. Widespread uses of credit cards and the
rise of electronic payment methods are also putting a large number of customers’ private
information such as bank account name, bank account number, cell number, E-mail ID etc. in
danger (Bleyder, 2012). In recent times, Bangladesh law-enforcement agencies are facing
many cases regarding direct or indirect cyber threats to Bangladesh online banking sector or
other online financial transactions. Bangladesh Police described one particular case where a
single individual person held 125 credit cards in his name from 5-7 different banks. At the
time of his capture, there had already been millions taka dealing through these credit cards. In
these cases, internal employees of banks are also involved and they are promoting these
activities for getting profit sharing. In the name of fake companies, millions of taka has been
vanished from banks and online banking, credit cards are now the safest and preferable ways
to do that. Banks are taking many security initiatives to restrict illegal transactions but internal
sabotage and security dependency on others are making it more challenging. On top of that,
after revealing money laundering or forgery, banks usually do not want to take proper
responsibilities and try to hide the case for considering their age old reputation. The most
troublesome condition in this case is that banking authority often tries to make their innocent
customers as shadow victims by accusing them as a faultier for these financial misconduct
and it turns into a cause of individual security concern. Apart from sabotaging online financial
transaction, there are always threats of phishing as well. Phishing or pulling out confidential
information from the bank/financial institutional account holders by using deceptive means or
provocative e-mails, advertisements are affecting a large of victims in Bangladesh. In these
cases, victims usually lose 100-500 USD per case and they hesitate to go to the police for
complaining which again make the case more difficult to tackle for law-enforcers in
Bangladesh (Alam, Md. Shah, personal communication, July 27, 2014).

Hacking or illegal intrusion into a computer system without the permission of owner or user
(Maruf, Islam, Ahamed, 2010, p. 116) is another prime concern of Bangladesh cyber security
especially for disrupting good diplomatic relations with other countries and creation of
confusion among various parties. Hacking has become a routine security concern in
Bangladesh nowadays. Usually government and important financial institution websites are
the targets of hackers. In the name of ultra patriotism or ultra nationalism, a country’s young
hackers can attack another country’s website and it may enter into a void of attack and
counter attack collision. Lack of adequate cyber security knowhow, poor cyber infrastructural
system such as dependency on outside server system provider companies etc. are putting
Bangladesh in more difficult position to combat cyber hacking (Alam, Md. Shah, personal
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communication, July 27, 2014). Another major challenge for Bangladesh cyber security is
data stealing. Such recent example is the issue of leakage of partial verdict of Bangladesh War
Crime Tribunal before having a formal court’s decision. This was happened through Skype
voice recording. It was a major backlash for Bangladesh government and exposed the
vulnerability of Bangladesh cyber security arena (Alam, Md. Shah, personal communication,
July 27, 2014).

Apart from above challenges, there are cyber security threats to individual level as well. A
scene of personal insecurity is always working nowadays in Bangladesh because of the rapid
growth of internet and social network such as Facebook. Anyone can be victim and feel
insecurity of losing personal information or facing unwanted threats that can demolish his/her
respect and social prestige within a matter of time. At the end, we cannot say cyber crime or
internet based crime is not just a part of routine crime anymore in Bangladesh rather it is
spreading to a more complex form of crime where traditional criminals are using cyber space
in @ more covert and smarter way to do their job.

5. EXISTING ACTS AND THEIR LIMITATIONS

In the context of cyber security, the only legal structure in Bangladesh is ‘The Information &
Communication Technology Act, 2006’ or shortly known as ICT Act 2006 which was
initiated on 08 October 2006 (ICT Act, 2006). Bangladesh Parliament amended this ICT Act
on 06 October 2013 (ICJ, 2013). The law enforcement agencies are suggesting this is a good
law to combat cyber crimes in Bangladesh as a victim of cyber crime can file a case against
the criminals under this law no matter where the criminals are in the world. The victims can
use this ICT Act at least to move as an starter though after that they definitely need good
cooperation to progress from first, specific Bangladesh law enforcers who have expertise
regarding cyber security such as CID (Criminal Investigation Department) and secondly, from
international law enforcers such as Interpol (Alam, Md. Shah, personal communication, July
27, 2014). The amendments of ICT Act 2006 that have been initiated in 2013 created many
ruckuses under the Act non-bailable and cognizable. ‘The amendments also imposed a
minimum prison sentence of seven years for offences under the Act and increased the
maximum penalty for offences under the law from ten to 14 years’ imprisonment.” The
mentioned objective of the ICT Act is ‘the legal recognition and security of information and
communication technology’ (ICJ, 2013). After the amendments with few significant changes,
the main Act of 2006 remains unchanged with all its discrepancies and imposed unnecessary
harsh punishments (Barua, 2014). However, after being amended, the ICT Act 2006 has
become a tool of Bangladesh government to violate basic human rights such as freedom of
opinion and expression. If we analyze the original ICT Act, it contains a number of vague
imprecise and overboard provisions (ICJ, 2013) that may help to instigate cyber criminal acts
further rather than containing. Section 57 (1) of the original Act stated as such, “If any person
deliberately publishes or transmits or causes to be published or transmitted in the website or
in electronic form any material which is fake and obscene or its effect is such as to tend to
deprave and corrupt persons who are likely, having regard to all relevant circumstances, to
read, see or hear the matter contained or embodied in it, or causes to deteriorate or creates
possibility to deteriorate law and order, prejudice the image of the State or person or causes to
hurt or may hurt religious belief or instigate against any person or organization, then this
activity of his will be regarded as an offence” (ICT Act, 2006). According to ICJ, section 57
of original ICT Act is ‘incompatible with Bangladesh’s obligations under article 19 of the
ICCPR: the offences prescribed are vague and overbroad; the restrictions imposed on freedom
of opinion and expression go beyond what is permissible under Article 19(3) of the ICCPR’
(ICJ, 2013). In this regard J. Barua said, “Section 57 is not specific and covers a wide area of
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offences, there will be little chance to get acquittal from any charge” (Barua, 2014). After
analyzing the ICT Act 2006 with its amendments, we can say that there should be law to
contain crimes related to cyber space but the existing act is vague and need to be designed as
modernistic legal framework in a permanent basis not just rely on ad-hoc framework
(Editorial, The Daily Star, 2013).

6. POLICY OPTIONS

In the above scenario, we can offer several remedial policy options regarding cyber security,
cyber space protection and minimizing the cyber crime rates in Bangladesh. We are mainly
recommending policy options for Bangladesh government but it also includes individual
security domain as well. These options could be as such:

6.1. Reform of Legal Structure

We are echoing ICJ’s policy recommendations to both Bangladesh Parliament and
Bangladesh Government regarding ICT Act 2006 and its amendments. ICJ calls the
Bangladesh Parliament as such, ‘Repeal the Information and Communication Technology Act
(2006), as amended in 2013, or to modify the ICT Act to bring it in line with international law
and standards, including Bangladesh's legal obligations under the ICCPR. At a minimum, this
would require that it, (1) Amend section 57 of the ICT Act so as ensure any contemplated
restrictions on freedom of opinion and expression are consistent with international law and
standards; (2) Amend section 57 of the ICT Act to ensure prohibited expression is clearly
defined; (3) Amend the ICT Act to ensure that any restriction to freedom of expression and
information, including any sanction provided for is necessary to a legitimate objective and
proportionate to the harm caused by the expression’ (ICJ, 2013). ICJ also recommended
policy options to Bangladesh Government in this regard. Such policy options are, (i) ‘Take
steps to ensure that provisions of the ICT Act are not used to violate the right to freedom of
expression, including to limit the legitimate exercise of comment on public matters which
might contain criticism of the Government; (ii) Drop charges against bloggers for the
legitimate exercise of their freedom of expression; (iii) Direct Government agencies to desist
from filing politically motivated cases unlawfully restricting the exercise of expression, as
well as and seeking penalties which are disproportionate to the gravity of the alleged offence’
(1CJ, 2013).

6.2. Maintaining Rules of Cyber Security

In 2011, Eneken Tikk, the Legal Advisor at the NATO Cooperative Cyber Defense Centre of
Excellence, Tallinn, Estonia, provided a conceptual framework of maintaining rules of cyber
security considering both national security issues and individual liberty security concerns in
his article ‘Ten Rules of Cyber Security.” We are also agreeing with Eneken Tikk in many
cases. He talked about ‘the territorial rule’ protecting cyber security as such, “Information
infrastructure located within a state’s territory is subject to that state’s territorial sovereignty”
(Tikk, 2011, p. 121). Tikk also talked about ‘the responsibility rule’ where he suggested to the
states to act responsibly to protect their own territory. He also told about ‘the early warning
rule’ as such, “There is an obligation to notify potential victims about known, upcoming cyber
attacks” (Tikk, 2011, pp. 122-126). By analyzing Tikk’s above cyber security rules, we can
recommend a strong national cyber intelligence agency for Bangladesh to combat current and
upcoming potential cyber threats from anywhere of the world as prevention is better than
cure. Secondly, according to Tikk, a state should protect its important national data implying
‘the data protection rule.” He clearly stated, “Information infrastructure monitoring data are
perceived as personal unless provided for otherwise.” In this regard we can also mention
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Tikk’s another rule, ‘the duty to care rule.” He is suggesting everyone to take a minimum
level of responsibility to secure any kind of information infrastructure (Tikk, 2011, p. 125).
By echoing his thought, we can suggest Bangladesh Government to utilize our own resources,
expertise and initiate advanced technology to protect our cyber space and national interest.
Proper training to our cyber experts, developing own server systems and networks using our
own resources and manpower, spending quality time to develop our cyber security safety net,
recruiting promising young national hackers of Bangladesh etc. can be beneficiary in the long
run rather than relying on foreign experts. Thirdly, we can agree with ‘the cooperation rule’ of
Tikk. He stated that, “...cyber attack has been conducted via information systems located in a
state’s territory creates a duty to cooperate with the victim state” (Tikk, 2011, p. 123). We
need a strong international cooperation to battle any kind of cyber security threat as most of
the cases, these threats have been involved with transnational criminal activities where victim
may be victimized in one country and criminals may run away by taking advantages of
international border barriers. Bangladesh Government and Bangladesh Police have already
been in touch with international law enforcer such as Interpol in this regard but Bangladesh
needs more cooperation especially from the tech giants such as Microsoft, Google, Facebook,
Yahoo and others. Lastly, we can refer Tikk’s another two rules regarding ‘the self-defense
rule’ and ‘the access to information rule.” He said that, “everyone has the right to self
defense” and “the public has a right to be informed about threats to their life, security and
well-being” (Tikk, 2011, pp. 124-127). By quoting him, we are also suggesting that
Bangladesh Government should consider about the personal information safety and
precautionary measures taken for the well-being of Bangladeshi citizens along with protecting
national cyber security.

6.3. Individual Awareness

We cannot ignore the consequences of globalization anymore. Apart from our government it
is also the duty of every individuals of Bangladesh to consider the safety of his/her personal
data and information. In both public and private sectors, the top management, the middle
management and ground level service providers, employees, employers, workers, students,
customers, consumers etc. should have minimum level of education and expertise to handle
the cyber technologies. They should be aware of cyber threats as well. Only proper education
and awareness can rescue Bangladesh from falling into deep pitfall of cyber security threats
(Alam, Md. Shah, personal communication, July 27, 2014).

7. CONCLUSION

Overall, in the globalized world, cyber crime can pose potential threat for the national security
of any country whereas Bangladesh is more vulnerable to this type of threats. Because of the
lack of advanced cyber technologies and lack of awareness, the country can suffer extreme
security threat produced by cyber crimes. Moreover, the existing acts regarding cyber space
are not effective to safeguard the cyber space of the country. Bangladesh needs more
international cooperation, technical knowhow and expertise and massive public awareness to
deal with cyber security threat and its use in transnational organized crimes. Many of us can
argue that the cyber threats may not be the possible near future scenario for Bangladesh but
we cannot ignore the existing facts regarding the increase of cyber crimes in both Bangladesh
and global world.  Finally, it can be concluded that, it is high time for Bangladesh to initiate
proper measures to combat any potential threat committed by cyber criminals. In this case, the
government of Bangladesh and the general people can take into consideration the above
suggestions provided in this paper respectively.
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ABSTRACT

This paper is an attempt to assess the efficacy of curriculum design for Entrepreneurship
Education at the Federal Polytechnic, llaro. A two-prong approach to the teaching and
learning of Entrepreneurship Education consisting of two components has been adopted by
the institution. They are namely: theory component and vocational skill acquisition
component. A survey was conducted by means of questionnaires among the participants, the
HND I1 and ND Il students, who are in the graduating classes to assess their acceptance or
otherwise of the curriculum. The data collected was subjected to a chi-square test and the
result obtained showed that a relationship exists between gender and choice of vocational
training.

Keywords: component, gender,skill acquisition.

1. INTRODUCTION

While assessing the unemployment situation in Nigeria, Dr, Christopher Kolade (2013) the
former chairman of SURE-P (Subsidy Reinvestment and Employment Programme- an
initiative of the Nigerian Government) said that 40 million Nigerians are without jobs.
Hardly is there a family in Nigeria that does not cater for one or more unemployed youths.
The socio-economic life in Nigeria lies prostrate to the plague of youth unemployment. The
labour market cannot absorb thousands of graduates yearly churned out by the existing
tertiary institutions. The consequent societal throw ups are internet fraudsters, armed robbers,
cult gangs, oil theft and other economic saboteurs.

2. GOVERNMENT POLICY ON EDUCATION

In an attempt to tackle youth unemployment, the Federal Government of Nigeria,in 2006,
directed that Entrepreneurship Education should be incorporated in all the programmes
offered in Higher Educational Institutions (HEIs) in Nigeria. The National Board for
Technical Education (NBTE), the supervising agency for all the Polytechnics ,swung into
action organising seminars and workshops to train lecturers of these institutions and designed
a curriculum for Entrepreneurship Education (EEd). Entrepreneurship Education, by
definition is a learning directed at the youths to assist them develop skills, competencies and
attributes needed to be innovative and to identify, create, initiate and successfully manage
business and work establishments including working for themselves. The EEd delivery at the
Federal Polytechnic, Ilaro has a measure of uniqueness.The Eed course is divided into two
components namely (i) Theory Component and (ii) VVocational Skill Acquisition Component.
The total score for the EEd course is shared as 30% for Theory and 70% for Voational Skill
Acquisition. The students are allowed to make a choice out of eight (8) available vocations
namely (a) Soap Making (b) Venue Decoration (c) Bottled-Water Production (d) Block
Moulding and Interlocking Stones Production (e) Cell-Phone Repairs (f) Barbing &
Hairdressing (g) Shoe Making and (h) Fashion Designing The Facilitators used for the skill
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acquisition are artisans who are self-employed and live by the various trades . They are
employed by the institution on a part-time basis.

3. LITERATURE REVIEW

Youth unemployment is a sore, a festering wound that covers the body of world nations. The
impact is felt more in Africa a country that teems with youths. Demographic report says that
more than 290 million people between the ages of 10-24 reside inAfrica. Africa is the
youngest continent in the world. (African Economist , 2013). The issue of Youth
Unemployment was used to a political advantage in Senegal, when the opposition party
denounced youth unemployment and thus mobilised youths to protest the policy of the then
president, President Abdoulaye Waye. At least six people died in the protest but the
incumbent president lost the elections in 2012 and was replaced by the opposition party
leader, Macky Sall (Fair Observer, 2014). Sourcing fund to set up small scale enterprises is a
great problem in Nigeria. Banks are reluctant to give loans to young graduates because of
their past unpleasant experiences with insolvent debtors(African Outlook,2011) No loans
could be given without collaterals,a condition difficult for most young graduates to meet.To
provide succour ,the Federal Government launched the Youth Enterprise with Innovation in
Nigeria (YouWin) Scheme. The idea is to give monetary awards to Youth Entrepreneurs who
have promising and viable enterprises to present for funding. A panel of judges assesses the
applicants and a grant of between N1-10 million is awarded. The programme was started in
2011 with over 1200 successful entrepreneurs winning the awards (YouWin,2011). By and
large, the effective delivery of Entrepreneurship Education (NBTE 2007) is a teaching that
emphasises the teaching of skills and attitude rather than provide the general knowledge. The
pedagogy should exploit Experiential Teaching Strategy (Gibbs 1987), that is, learning by
doing. Itis this strategy that is embraced and practised at the Federal Polytechnic, llaro.

4. METHODOLOGY

A survey was conducted by means of questionnaires distributed among the ND 11 and HND |1
students, who are the ones in graduating classes. Ninety-Six (96) respondents obtained from
the four existing schools (or faculties) in the institution returned the duly filled questionnaires.
The result obtained was subjected to a chi-square test to determine the influence of gender on
the choice of vocational training.

5. RESULTS

Table 1 - Choice of Vocation by Respondents
VOCATION NO OF RESPONDENTS PERCENTAGE
Bttled Water Production 14 14.6
Barbing & Hairdressing 18 18.8
Shoe Making 10 10.4
Fashion Designing 12 12.5
Soap Production 13 13.5
Dcoration 14 14.6
Cell-Phone Repairs 6 6.2
Block Moulding & |9 9.4
Interlocking Stones
Total 96 100%
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Table 2 - Choice of Vocation versus School (or Faculty) of respondents

SCHOOL BOTTLED

WATER

BARBING
HAIDRESSING

&

SHOE
MAKING

FASHION
DESIGNING

SOAP
MAKING

DECORATION

PHONE
REPAIR

BLOCK
MAKING

TOTAL

ENGINEERING 1

4

5

2

2

1

5

4 24

ENVIROM. 6
STUDIES

6

2

2

1

2

0

4 23

MANAGE- 3
MENT STUDIES

7

1

5

5

3

1

1 26

APPLIED 4
STUDIES

1

2

3

5

8

0

0 23

TOTAL 14

18

10

12

13

14

Table 3 — Gender versus Choice of Vocation

SEX BOTTD

WATER

BARBING &
HAIDRESSING

SHOE
MAKING

FASHION
DESIGN

SOAP
MAKING

DECORATION

PHONE
REPAIR

BLOCK | TOTAL

INTER

MALE |7

9

10

7

6

5

FEM 7

9

0

5

7

[{e}

0

TOTAL | 14

18

10

12

13

5

6. DISCUSSION OF RESULTS

Table 1 reflects the available vocational trades. They are vocations that require little start-up
capital. This is reasonable because of the great difficulties young graduates encounter in
sourcing bank loans. The most capital intensive of the trades is the bottled-water production.
However, majority of the respondents chose Barbing & Hairdressing whose start-up capital is
not be above N50,000 (i.e.$310)

This amount can easily be raised through personal savings or financial support from relatives.

In table 2 is a demonstrable evidence of the freedom of choice in vocational trades selection
given the respondents . Since most graduates are not finding employment in their main
discipline of specialization, allowing them choose a vocation to learn without any coercion
will enhance their interest and ability to realize self-employment. For instance in the vocation
of Venue Decoration, respondents from science based schools are in the majority with a
percentage 78.6% (11/14). Table 3 shows an outlay of the choice of vocation across the male
and female respondents.

7. TESTING OF HYPOTHESIS
Ho — Choice of vocation is not influenced by gender
H1 — Choice of vocation is influenced by gender

Table 4 - Gender versus Choice of Vocation (observed frequencies)

SOAP
MAKING

DECORATION | PHONE

REPAIRS

SEX BOTTLED
WATER

PROD.

BARBING &
HAIRDRESSING

SHOE
MAKING

FASHION
DESIGN

BLOCK
MOULD

TOTAL

(]
o

MALE 7 9 10 7 6 5

58

o

FEMALE | 7 9 0 5 7 9 0

37

TOTAL 14 18 10 12 13 14 5 9

95
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Table 5 — Gender versus Choice of Vocation (expected values)

SEX BOTTLED | BARBING & | SHOE FASHION | SOAP DECORATION | PHONE | BLOCK TOTAL
WATER HAIRDRESSING | MAKING | DESIGN MAKING REPAIR | MOULDING

MALE ;.FéOD' 11 6.1 7.3 7.9 8.6 3 5.5 58
FEMALE | 5.4 7 39 4.7 5.1 5.4 2 3.5 37
TOTAL 14 18 10 12 13 14 5 9 95

OBSERVED EXPECTED 0-E (0-E)? (0-E)*

VALUES (0) VALUES (E) E

7 8.6 -1.6 2.56 0.302

9 11 -2.0 4.0 0.364

10 6.1 3.9 15.21 2.493

7 7.3 -0.3 0.09 0.012

6 7.9 -1.9 3.61 0.457

5 8.6 -3.6 12.96 1.507

5 3 2 4 1.333

9 55 35 12.25 2.227

7 5.4 1.6 2.56 2.109

9 7 2.0 4.0 0.571

0 3.9 -3.9 15.21 3.900

5 4.7 0.3 0.09 0.019

7 5.1 1.9 3.61 0.708

9 5.4 3.6 12.96 2.4

0 2 -2.0 4.0 2.0

0 3.5 35 12.25 35

v?cal =X ( O-E)’E =23.9

At 7 degrees of freedom and 5% upper-critical value, the table value is 14.07. The calculated
measure of fit, 23.9, is larger than the table value i.e. y 2 tab= 14.07

Since 5 % ca >x 2w 23.902 > 14.07 we reject the null hypothesis. This implies that gender
has influence on the choice of vocational trade

8. CONCLUSION AND RECOMMENDATIONS

Youth unempoyment is a global scourge, though occuring at varying percentages among
world nations. The better for the youths to take up the gauntlet against unemployment by
embracing entrepreneurship skills. White collar jobs are fast disappearing, self-employment
is the practice gaining currency. This paper recommends the re-engineering of banking
operations in Nigeria, to ease access to bank loans for young graduate entrepreneurs. Also,
the model of Entrepreneurship Education that embraces experiental training, hands-on-
training delivered by artisans who are self-employed and who live by the trades. This coupled
with theoretical instructions on business plans, feasibility studies and financial management
will propel the young graduates into becoming successful entrepreneurs.
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ABSTRACT
Statistical software solutions are playing an increasingly important role in business, by
increasing the importance of several databases which are used as a support to business
decision making. Because of that the economics and business faculties endeavor to provide
students with knowledge of different statistical software solutions. However, achieving the
high level of understanding of statistical software is a challenge for the majority of students.
Therefore the adequate level of educational support for students is vital in order for students
themselves to understand the usefulness of statistical software.
This understanding is important, because it helps motivating them to use and apply statistical
software solutions in their future applications, whether during their further learning or at the
workplace. To this end, we have developed a conceptual model of the usefulness of statistical
software solutions SPSS (Statistical Package for the Social Sciences) for students at
economics and business programs. The conceptual model is based on the TAM model
(Technology Acceptance Model), which includes constructs such as usefulness, purpose, and
ease of use of SPSS. The conceptual model incorporates the influence of “pedagogical
support” as a construct that is additional to the TAM model.
Our research question was whether there are any statistically significant differences between
undergraduate and postgraduate students regarding relationships among constructs in the
conceptual model. Therefore we have developed two conceptual models, namely for
undergraduate and graduate level.
The study involved 300 students in undergraduate and postgraduate programs at the
University of Maribor, Faculty of Economics and Business. The findings were obtained by
using the structural equation modeling (SEM), partial least squares method and
corresponding t-value that allowed the authors to confirm the hypothesized relations and
differences, as well as to validate the conceptual mode using the data analysis program
SmartPLS. We have found that there are no statistically significant differences between
students at undergraduate and postgraduate studies regarding relationships among
constructs. This means that the conceptual models designed for undergraduate and graduate
students do not differ significantly.
However, we have also found that there are statistically significant differences between
students in undergraduate and postgraduate studies regarding the usefulness of SPSS.
Undergraduate students perceive the usefulness of SPSS as being of lesser value than this is
the case with the students of postgraduate studies. The difference is expected, due to the
nature of postgraduate studies, which requires advanced research skills and master thesis is
usually already a contribution to economic science, as well as to society as a whole. At the
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same time, postgraduate students acquire additional methodological and theoretical
knowledge, which helps them understand and perceive the usefulness of SPSS.

Keywords: pedagogical support, Technology Acceptance Model, usefulness SPSS, statistics,
students

1. INTRODUCTION

Students of economics and business studies acquire a differentiated knowledge in the field of
statistics, the importance of which is growing in the world (Mondéjar-Jiménez & Vargas-
Vargas, 2010). With the development of technology and software support students learn about
the use of statistics and other quantitative methodological approaches, including the use of
SPSS statistical software support. SPSS is among the most commonly used statistical
software support, including with SAS, STAT, R ... (Cui et al., 2011), through which teacher
wants the students to acquire the knowledge of statistical concepts and methods, as well as the
ability to use this method. To achieve these goals, a teacher usually has to rely on several
pedagogical approaches, emphasizing the need of statistical thinking, to incorporate data, and
to emphasize concepts using less theory and fewer “recipes”, and foster active learning (Mills
& Johnson, 2004), while providing the students with pedagogical support in the form of
motivation, additional explanations, availability ... SPSS statistical software support enables
students to acquire relevant and desired statistical parameters in a friendly manner, but with
the modification and processing of data they can acquire an in-depth comparative analysis,
which leads them to an understanding of statistics and its dimensions. The statistical software
must be easy to learn and use, we do not want students to spend too much effort and attention
on learning the package at the expense of learning statistics concepts and skills. “A
functioning statistics package also offers teachers the opportunity to provide additional
examples and datasets. These can help to tailor a course for specific audiences, introducing
data from the home disciplines of the students or data related to current events” (Velleman &
Moore, 1996). This suggests that teachers have and important role in learning statistical
software supports and in building of the student's understanding and consequently in the
further use of statistical software support.

There is not much research done on the perceived use of SPSS, but only in recent years
studies have emerged in which the researchers have expanded TAM model with different
external constructs such as SPSS Self Efficacy, Computer Attitude, Statistics Anxiety,
Statistics Learning Self Efficacy, Satisfaction with Achievements, Usefulness of Statistics
(Hsu et al., 2009, Brezavicek et al., 2014, Sebjan & Tominc, 2014). Some researchers have
studied the effects of microcomputer-based statistical software and hand-held calculators
between students (Christmann, 2009), incorporation of statistical software in the introductory
statistics classroom (Meletiou-Mavrotheris et al., 2007), examined the impact of two different
types of statistical software (SPSS and Excel) on student knowledge and perceptions of
statistics (Proctor, 2002), compared anxiety levels of graduate-level education majors using
either hand-held calculators or statistical software (Rendulic & Terrell, 2000), and the
differences in mastering statistics among those who have used pocket calculators and those
who have used statistical software (Spinelli, 2001). But in the literature there are no research
result found regarding the usefulness of statistical programming support by extending the
TAM model, which is the purpose of this paper.

With that in mind we have developed a conceptual research model derived from the TAM
model, which was expanded with the influence of pedagogical support which students receive
during training. As at university the students acquire knowledge on the use of SPSS as
undergraduate students as well as in postgraduate studies, we were also interested if there
exist any statistically significant differences between the conceptual models of the two groups
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of students. Paper is therefore a significant contribution to the development of social sciences
by expanding the TAM model, which was included in the conceptual research model and
verified by both students in undergraduate and postgraduate program in the field of economics
and business studies.

2. LITERATURE REVIEW

2.1. Pedagogical support

Today, education is faced with many challenges. Due to increasingly complex society and
rapid changes in the economy, which is based on technology, higher education institutions
have to give students diverse skills needed at higher academic levels than ever before.
However, all this with the knowledge needed by the society, according to the needs and
development requirements. Achieving a high level of understanding and expertise in students
requires skillful teaching and continuous pedagogical support of a teacher.

Teacher support has been differently identified by various researchers (Goodenow, 1993;
Skinner & Belmont, 1993; Brewster & Bowen, 2004). What is common in all the definitions
is that they include certain features such as caring, friendliness, understanding, dedication,
and dependability. Researchers have found that throughout the education system, those
students who perceive teacher support tend to be more successful than students that did not
detect support (Goodenow, 1993). Researchers in the framework of education most
commonly quote emotional support (Studsred & Bru, 2012) and academic support (Regner et
al., 2009), and also the social support (Tardy, 1985), informational, appraisal, instrumental
support (Malecki & Demaray, 2003), that students receive from teaching staff.

Emotional support refers to approval and an explicitly caring manner. Research has shown
that students who perceive emotional support of teacher, are also likely to be socially and
emotionally adjusted or adapted, are positive in their motivational orientation, have a sense of
control, autonomy, and engagement in school and meaningfulness of schoolwork (Chong et
al., 2010; Hamre & Pianta, 2001; Zimmer-Gembeck et al., 2006; Thuen & Bru, 2000).

Regner et al. (2009) state that academic support can be viewed as an affective component of
academic Involvement and refers to the extent to which teachers provide encouragement,
help, and support concerning the student's academic behaviors and outcomes e.g. supporting
them when they make the choices at school; supporting them when they have academic
difficulties (Patrick et al., 2007; Chouinard et al., 2007). Teachers may also support their
students academically, by helping them to perform well and by recognizing their good
performances (Bru et al., 2002). Moreover, such support is assumed to motivate students to
succeed instead of becoming frustrated and withdrawn, too involved in off-task activities,
distressed, or alienated (Roeser et al., 1998; Thuen et al., 2007). With the perceived teacher
support the relationship between teachers and students is established, which is strongly related
to student achievement and motivation and all subject areas (den Brok et al., 2004).

However, the support of teacher is not reflected only in their students’ results but also in the
psychological dimensions. Researchers have, for example, found that those students that
perceive increase in teacher support, show corresponding decrease in depressive symptoms
and increase of self-esteem, enjoyment of academic work, achieve a higher positive academic
self-concept (Felner et al., 1985; Reddy et al., 2003; Skinner & Belmont, 1993). Ryan and
Patrick (2001) found that student's perceptions of teacher support, and the teacher as
promoting mutual respect and interaction were related to positive changes in their motivation
and engagement. Perceived teacher support is reflected in the student as reduced anxiety
before the task (Pintrich & de Groot, 1990). In this way we can expect that students have a
positive self-control at learning.
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2.2. TAM Model

Technology acceptance model (TAM) is one of the most commonly used models that
researchers use in various scientific fields, including the field of education when analyzing
different programming support and other IT technologies used by students (Taylor & Todd,
1995; Venkatesh & Davis, 1996; Martins & Kellermanns, 2004). Developed and tested have
been many theories, which were based on the intention of acceptance, including the theory of
reasoned action (TRA) (Fishbein & Ajzen, 1975; Davis et al., 1989), and the theory of
planned behavior (TPB) (Ajzen, 1988; Taylor & Todd, 1995). Special emphasis was placed
on the TAM model (Davis et al., 1989; Venkatesh & Davis, 2000), which explains the
individual decision to adopt the technology by perceived use, perceived ease of use and future
intentions to use technology. In different areas of education, researchers have studied the use
of many new interactive ways of learning, especially e-learning or the use of learning support
systems such as blended learning system, online learning system, with the TAM model
broadened by factors such as computer self-efficacy, perceived playfulness, online education
service quality, and identified differences of perception in male and female students (Ong &
Lai, 2006; Lee, 2010; Chow et al., 2012; Padilla-Meléndez et al., 2013).

The literature review suggests that exploration of the use of statistical software support by
using the TAM model is deficient. Little research has been aimed to study the applicability of
statistical software support by using the TAM model which students use in their studies. In
the field of application of statistical software SPSS support for students, there was some
scientific contribution that is scientifically important. As already mentioned: it was found that
the usefulness of statistics, computer attitude, self-efficacy SPSS, statistics anxiety, learning
self-efficacy statistics, statistics learning value, satisfaction with achievements has significant
impact on the perceived usefulness and ease of use of SPSS statistical software support (Hsu
et al., 2009; Brezavscek et al., 2014; gebjan & Tominc, 2014).

2.3. Research model and hypothesis

Consequently, the current work aims to test three basic hypotheses about the relations
between the latent factors, and the possible differences between students of undergraduate and
postgraduate program.

Support of teaching staff comprises the perception of teachers concerns by students and the
teacher's behavior, which is reflected in the aid that they provide, providing feedback
information and/or offering advice. Prudent teacher help students in achieving their
expectations, teaches students to understand the content of lectures, answers the students’
questions in connection with the allocated responsibilities, helps students in academic
difficulties, provides feedback on the completed student work and communicates individually
with students (Guess & McCane-Bowling, 2013). Research has shown that support of
teaching staff, which students perceive as positive, has an impact on student learning
achievements (Richman et al., 1998). In that case, students spend more time studying and
being further involved in the content of the study, it allows them to detect the useful content
of the study and enables them to acquire additional skills. Teacher support has significant
impact on student participation (Perry et al., 2010), which may motivate the student for the in-
depth thinking on the use of software support. Teaching staff provides students with
additional explanations and help at use of software support, which can be reflected in the
perception of use as well as in the perception of ease of use of software support. On the basis
of the presented viewpoints we have formed the following hypothesis:

Hypothesis 1: Pedagogical Support (PS) has the positive effect on the perceived usefulness
and (U) on perceived ease of use of SPSS (EU).
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Relationship between Perceived Ease of Use of SPSS, Perceived usefulness of SPSS and
Intention to Use SPSS derives from the basic TAM model. “Perceived ease of use refers to
the degree to which the prospective user expects the target system to be free of physical and
mental effort” (Davis et al., 1989; Davis, 1993), whereby the user will perceive a greater
usefulness in terms of utility use and will continue to study or work in practical application of
the software. Perceived usefulness was concerned with the expected overall impact of
technology in use on job performance, whereas perceived ease of use pertained only to those
performance impacts related to the process of using the technology (Davis, 1989). Numerous
studies in the field of education have shown a statistically significant link between perceived
ease, perceived usefulness and future intention to use IS/IT (Tan et al., 2014; Teo & Zhou,
2014). Hsu et al. (2009) and Brezavscek et al. (2014) explored the link between perceived
ease of use SPSS, SPSS perceived use and future intention to use SPSS by students. They
have found that perceived ease of use of SPSS is statistically significant and has positive
impact on the perceived use of SPSS and future intention to use SPSS. That represents a base,
a starting point for creating the following hypotheses:

Hypothesis 2: The perceived level of SPSS Ease of Use (EU) has a positive effect on the
perceived Usefulness (U) of SPSS and on Intention to Use SPSS (1U).

In the third hypothesis the perceived usability is defined as the degree to which a person
believes he/she can use IS/IT, particularly in order to improve work/study performance. The
user's intention to use technology increases if a user perceives the benefit of the use of IS/IT.
“The Usefulness-Intention of Use relationship in TAM represents the direct effect,
hypothesizing that people form intentions toward using computer systems based largely on a
cognitive appraisal of how it will improve their performance” (Davis et al., 1989). Student’s
use of the SPSS statistical software support is perceived as an opportunity to improve their
study performance in the various fields of study or research activities. With the hypothesis 3
we also examined whether the increase in the perceived usefulness of SPSS for students
increases the future intention to use SPSS. Hsu et al. (2009) did examine the relationship
between perceived use of SPSS and the perceived future intention to use SPSS statistical
software support in graduate MBA student. They found that there is a statistically significant,
positive relationship and strong link between perceived use of SPSS and future intention to
use SPSS. Similar findings were also presented by Brezavscek et al. (2014), who investigated
the usefulness of statistical software SPSS support among students of different fields of study.
Based on theoretical starting points, we formed the following hypothesis:

Hypothesis 3: The perceived Usefulness of SPSS (U) has a positive effect on the Intention of
the use of SPSS (1U).

All three hypotheses were additionally tested regarding the differences for undergraduate and
postgraduate students. Part of the analysis is therefore also establishing the differences
between the constructs in undergraduate and postgraduate students.

3. METHOD

3.1. Procedures and participants

The study included a total of 300 students (188 undergraduate and 112 postgraduate students)
who were acquainted with the SPSS statistical software support during their studies at the
University of Maribor, Faculty of Economics and Business. Online questionnaire was sent to
the students of various courses of economics and business sciences. Students answered online
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questionnaires in the classroom during the teaching process. All online questionnaires were
duly completed. In the total sample, 33.9% were females, and 66.1% were males. The data
was collected with the help of an online questionnaire form, from 26th November 2013 to
17th December 2013.

3.2. Instruments

In the study we used an online questionnaire which was developed in three phases. In the first
phase, we needed to clarify the relationship between the constructs and to measure individual
constructs we had to review literature and resources. A questionnaire with four scales was
employed in the present study. All items in the questionnaire were scored on a 7-point Likert
scale ranging from 1 (strongly disagree) to 7 (strongly agree). The research design consisted
of three constructs arising from the TAM model (Usefulness of SPSS, SPSS Ease of Use and
Intention to Use SPSS) and one external construct (Pedagogical Support), that we formed and
included into the expanded TAM model.

The construct “Usefulness of SPSS” (U) was explained with five items (Davis, 1989;
Venkatesh & Davis, 1996; Saad & Bahl, 2005; Letchumanan & Muniandy, 2013), the “SPSS
Ease of Use” (EU) with five items (Davis, 1989; Venkatesh & Davis, 1996; Letchumanan &
Muniandy, 2013), the “Intention of Use SPSS” (IU) with four items (Nah et al., 2004; Yi et
al., 2006; Letchumanan & Muniandy, 2013) and “Pedagogical Support” (PS) with 5-items
(Brewster & Bowen, 2004; Torsheim et al., 2000). In the second phase, we designed an online
questionnaire, which was pre-tested on a sample of 10 students. This phase resulted in a total
of 18 items in the questionnaire (see Appendix A). In the final third stage an online
questionnaire was sent to students. The questionnaire included two questions gathering basic
demographics, i.e., gender and field of study.

3.3. Data analysis

Statistical Package for the Social Sciences (SPSS) and SmartPLS software were used to
analyze the reliability and validity of the data and to conduct structural equation modeling
(SEM). In the first phase we conducted the CFA which was used to ascertain the efficiency of
the measurement models, and SEM was used to test the conceptual framework and
assumptions. The quality of the measurement model was measured by the index of
communality (C > 0.5) and index of redundancy (R). Based on the indices of cross-validated
communality (Q? > 0), cross-validated redundancy (H? > 0.5) and variance explained by the
model for a particular endogenous variable (R%), we examined the predictability value of the
structural model (Cohen, 1988; Stone, 1974).

In the next phase, we examined the reliability and validity of the measurement instrument,
keeping in mind the Cronbach's alpha (a0 > 0.7), index of communality and redundancy. Scale
validity was analyzed by focusing on convergent validity and discriminant validity. As part of
the convergent validity, we examined average variance extracted (pc”VF) and composite
reliability coefficients pc®, keeping in mind the criterion (Hair et al., 2010; Fornell &
Larcker, 1981): pc™VE > 0.5 and pc®® > 0.8 and the criterion by Byrne (2001) pc® > pcVE.
To check the discriminant validity, we considered the relationship between pc*VE in the
square of the estimated correlation (pci*VE > p%;; pei™VE > p?;) (Fornell & Larcker, 1981).

To check the connections between the individual constructs, we verified significance at p <
0.05 and standardized coefficient beta (). To determine statistically significant differences
between the structural model of the links between different constructs, we examined the t-
value.
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4. RESULTS

4.1. Reliability and construction validity of the scales

To check the reliability of the measuring instrument the Cronbach alpha was used. All
Cronbach alpha values for the individual constructs are higher than 0.7, which means that we
meet the criterion reliability of the measuring instrument (Nunnally & Bernstein, 1994). At
the same time we checked the composite reliability pc“®, the value of which in all cases
exceeds a specified value of 0.8. The values that relate to convergent validity pc*'F are in
accordance with the recommendations of Fornell & Larcker (1981) and reproduced in excess
of the value of 0.5. We also meet the criterion Byrne (2001), that the value of the composite
reliability has to be higher than the value of the convergent validity of all constructs that make
up the conceptual model (see Table 1). Likewise, and as Table 2 shows, the cross-loadings are
always higher for the latent variables upon which the items load. Based on the analysis results
it can be confirmed that the conceptual model is in accordance with the criterion of
discriminant validity (Fornell & Larcker, 1981), since for each of the four latent variables the

pc™VE exceeds the square of the estimated correlation between them (see Table 4): pci*VE >

2 AVE 2

Pliis PC 2 P

Table 1 shows the values of R? coefficients of the regressions of the latent variables. All
values of the coefficients R? are at the level of statistical significance and higher than the
prescribed value of 0.1 (Falk & Miller, 1992), with the exception of the construct
“Pedagogical Support”. The quality of the conceptual model was also confirmed by the values
of Communality (C), all of which were positive and higher than the prescribed value of 0.5.
Redundancy values in both models are ranging between 0.135 and 0.214. Regarding the
overall quality of the research model, we computed the Goodness of Fit (GoF) for both

conceptual model following Tenenhaus et al. (2005). The GoF is calculated as:

GoF = Jcommunahty «R2 (1)

GoF index for the conceptual model of undergraduate students is 0.607, for postgraduate
students is 0.591. Both indexes GoF indicate that the models fit were good, because both are
higher than 0.5 (Schepers et al., 2005; Kock, 2013).

Table 1: Reliability measures for both subsamples

pcAVE chR R’ Cronbach alpha  Communality ~ Redundancy
Undergraduate students
PS 0.789 0.949 ) 0.934 0.789 )
U 0.821 0.958 0.428 0.945 0.821 0.135
EU 0.789 0.949 0.243 0.933 0.789 0.190
U 0.894 0.962 0.672  0.941 0.894 0.214
Postgraduate students
PS 0.759 0.940 ) 0.920 0.759 6
U 0.790 0.950 0.523 0.933 0.790 0.198
EU 0.766 0.942 0.229 0.923 0.766 0.171
U 0.782 0.915 0.606  0.861 0.782 0.192
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Table 2: Cross-loadings for convergent validity

Undergraduate students Postgraduate students
PS U EU U PS U EU U
EU1 0.470 0.609 0.884 0.634 0.415 0.554 0.893 0.580
EU2 0.411 0.569 0.913 0.584 0.415 0.562 0.905 0.525
EU3 0.374 0.460 0.817 0.488 0.274 0.494 0.775 0.442
EU4 0.518 0.569 0.912 0.555 0.510 0.657 0.841 0.576
EU5 0.401 0.550 0.910 0.562 0.444 0.641 0.952 0.642
U1 0.412 0.727 0.620 0.938 0.396 0.643 0.551 0.905
1U2 0.474 0.768 0.570 0.951 0.439 0.617 0.568 0.854
1U3 0.481 0.774 0.622 0.948 0.483 0.743 0.574 0.894
PS1 0.864 0.514 0.503 0.511 0.806 0.569 0.405 0.539
PS2 0.933 0.420 0.458 0.441 0.935 0.535 0.479 0.472
PS3 0.919 0.446 0.507 0.468 0.899 0.491 0.422 0.444
PS4 0.852 0.322 0.333 0.291 0.886 0.401 0.288 0.350
PS5 0.868 0.371 0.325 0.370 0.825 0.398 0.455 0.324
Ul 0.452 0.916 0.540 0.717 0.520 0.911 0.634 0.654
u2 0.475 0.940 0.575 0.746 0.530 0.904 0.552 0.617
u3 0.418 0.926 0.569 0.696 0.504 0.906 0.595 0.650
U4 0.426 0.911 0.574 0.738 0.499 0.906 0.617 0.815
us 0.392 0.833 0.569 0.725 0.429 0.815 0.577 0.611

As for structural model, we have evaluated the guarantee of cross-validated communality
(Q?). The values of Q? for both models are ranging between 0.171 and 0.580. The average
value of Q? for model of undergraduate students is 0.374, for postgraduate students is 0.347.
All values of Q? are positive, confirming the good predictability value of our measurement
model. The Q? values are positive for all the endogenous structural variables, as Table 3
shows.

Table 3: Predictive relevance (Q? using blindfolding)

Undergraduate students Postgraduate students

SSO SSE Q?=1-SSE/SSO SSO SSE Q?=1-SSE/SSO
U 438 183.934 0.580 225 138.149 0.458
EU 730 591.493 0.190 425 352.388 0.171
) 730 473.958 0.351 425 249,783 0.412

4.2. Descriptive statistics and correlations

Table 4 summarizes the descriptive statistics and the correlations among the four observable
first-order factors. Within both groups the highest rated construct was “Pedagogical Support”
(My = 5.05, SDy = 1.31; Mp = 5.12, SDp = 1.12), which means that both students of
undergraduate and postgraduate programs perceived the highest learning support and using
SPSS. Undergraduate students perceived the lowest the Intention to Use SPSS (My = 4.15,
SDy = 1.60), while students of postgraduate programs perceived lowest the SPSS Ease of Use
(Mp = 4.28, SD, = 1.37).

Table 4: Matrix of correlations between latent variables

Undergraduate students Postgraduate students

1 2 3 4 1 2 3 4
1.1U 1.000 1.000
2.PS 0.482 1.000 0.498 1.000
3.EU 0.639 0.493 1.000 0.638 0.479 1.000
4.U 0.800 0.478 0.625 1.000 0.758 0.559 0.670 1.000
M 4.15 5.05 4.50 4.29 431 5.12 4.28 4,74
SD 1.60 1.31 1.34 1.50 1.37 1.12 1.37 1.30

Note: All correlation are significant at level 0.001.
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The correlation matrix displays moderate to high correlations among the three first-order
factors, i.e., EU, IU and U. All the correlations between the constructs are positive and
statistically significant. In addition, it was found that SPSS Usefulness of undergraduate study
iIs in weak correlations with Pedagogical Support (ry = 0.478, p < 0.001). At group
postgraduate students, the weak and positive correlation between Ease of Use SPSS and
Pedagogical Support (rp = 0.479, p < 0.001) was found. The results presented here confirm
the validity of all three set hypotheses, which will additionally be discussed and confirmed
with the SEM analysis.

4.3. SEM analyses

Figures 1 and 2 show the connections between individual constructs and model for
undergraduate and postgraduate students. Table 5 shows the results of the analysis of the
direct effects. A dependency relation between the latent variables is evident. To measure the
significance of these coefficients, the authors use resampling (bootstrapping) to obtain the t-
statistics associated with each parameter. It can be seen that Pedagogical Support had
moderate influence on SPSS Ease of Use (fy = 0.493, p < 0.01; g = 0.479, p < 0.01) and
SPSS Usefulness (fuy = 0.225, p < 0.01; gp = 0.309, p < 0.01), which supports the Hypothesis
1, that Pedagogical Support has the positive effect on the perceived usefulness and on
perceived ease of use of SPSS. With regard to the impact of SPSS Ease of Use on SPSS
Usefulness, it was found that SPSS Ease of Use significantly influences the Usefulness of
SPSS (fu = 0.514, p < 0.01; fp = 0.522, p < 0.01). There are also statistically significant and
positive correlations between SPSS Ease of Use and Intention of Use SPSS (fy = 0.228, p <
0.01; pp = 0.236, p < 0.01) (see Table 5), which supports the Hypothesis 2, that he perceived
level of SPSS Ease of Use has a positive effect on the perceived Usefulness of SPSS and on
Intention to Use SPSS. The strongest positive relationship can be observed between perceived
Usefulness of SPSS and SPSS Intention of Use (fy = 0.658, p < 0.01; fr = 0.600, p < 0.01).

0,658 0.950

tention of Use SPSS(IU)

0,000

0,855
Pedagogical Support (PS)

Figure 1: Estimation of structural equation model for undergraduate students subsample
It can be concluded that those both undergraduate as well as graduate students who perceive

higher levels of usefulness of SPSS and who perceive higher levels of the ease of SPSS use
on average also perceive higher levels of pedagogical support.
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Our research results also show that students, who perceive higher levels of usefulness of
SPSS and higher levels of ease of SPSS use, are on average also more likely to use the SPSS
in their future activities (studies or work).

Table 5: Significance of estimated coefficients

Undergraduate students Postgraduate students

B Std. error t-value s Std. error t-value
PS—>U 0.225 0.066 3.412 0.309 0.063 4.909
PS — EU 0.493 0.054 9.090 0.479 0.056 8.542
EU—-U 0.514 0.071 7.219 0.522 0.060 8.763
U—1IU 0.658 0.053 12.324 0.600 0.051 11.684
EU — IU 0.228 0.065 3.530 0.236 0.074 3.186

Note: All relationships are significant at level 0.01.

706 0998 p31E

Inténtion of Use SPSE(IU)

Pedagogical Support (P

Figure 2: Estimation of structural equation model for postgraduate students subsample

As already pointed out, within this research we also examined whether there are statistically
significant differences between undergraduate and postgraduate students. Differences were
determined on the basis of standardized coefficients of each sample. To calculate the
corresponding t-value, the following expression is used (Keil, 2010):

Pathggmple 1~ Pathgampie 2

t= (2)
(m-1)* 2 (n-1)? 2 [
U(m_,_n_z) *S.E" sample 1y tmtn-2) SE. " sample 2 *Nmt

The test statistics for testing the statistically significant differences between undergraduate
and graduate students follows a t-distribution. Table 6 shows the results of this analysis.
Research results suggest that there are no statistically significant differences between
undergraduate and postgraduate students concerning the relations between the constructs
within the model (p > 0.05).
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Table 6: Differences between undergraduate and postgraduate students
Difference

(undergraduate- postgraduate) t-value Sig.
PS—>U -0.084 -0.897 0.371"*
PS - EU 0.014 0.150 0.881"*
EU - U -0.008 -0.095 0.924"
U—1IU 0.068 0.574 0.567"
EU — IU -0.008 -0.078 0.938"*

Note: "* Non-significance.

Besides testing the differences of coefficients in the SEM models, the differences between
undergraduate and postgraduate students were tested also using t-test for two independent
samples. We tested the significance of differences between average values of four construct
variables. Results of t-test for two independent samples are shown in Table 7, where we find
that there are statistically significant differences (p < 0.05) between undergraduate and
graduate students regarding average perception of the usefulness of SPSS. Postgraduate
students (4.74), perceived on average higher levels of usefulness of SPSS as students of
undergraduate study (4.29). There are several explanations for such findings. Post-graduate
students gain additional knowledge by studying scientific contributions in the field of
economics and business studies, which require knowledge of quantitative methods through
the use of SPSS.

Table 7: Comparison of means components between undergraduate and postgraduate

students

Groups of students Mean t-value Sig.

PS Undergraduate students ~ 5.05 0.401 0.689™*
Postgraduate students 5.12

EU Undergraduate students ~ 4.50 -1.221 0.223"*
Postgraduate students 4.28

U Undergraduate students  4.29 2.297 0.022"
Postgraduate students 4.74

V] Undergraduate students ~ 4.15 0.757 0.450™*

Postgraduate students 4.31
Note: * p < 0.05; "> Non-significance.

From the students of postgraduate studies research activities and contribution to the
development of economic science and economic development is expected. For research
activities, the verification of conceptual models and related analyzes require the use of SPSS.
As regards the other constructs (Pedagogical Support, Ease of Use SPSS and Intention of Use
SPSS) no statistically significant differences between students of undergraduate and
postgraduate study were detected (p > 0.05).

5. CONCLUSION

In this paper the conceptual model that analyze different aspects of the use of SPSS statistical
software support for students of economics and business studies is presented. The conceptual
model was developed based on TAM model, which was expanded with one external
construct, i.e. “Perceived pedagogical support”. In the first phase we checked the connections
between the individual constructs. We found that all constructs were statistically significantly
positively correlated. No matter what study cycle students were, higher levels of perceived
pedagogical support by students are on average correlated with higher levels of perceived
usefulness as well as with higher levels of ease of use of SPSS.. Pedagogical support is
especially important having positive impact on the ease of use of SPSS because students want
to use SPSS software support in the simplest manner, which will facilitate their acquisition of
the analysis results. The perception of ease of use of SPSS statistical software support is also
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reflected in the perception of the use and future intention to use SPSS. This means that the
higher the perceived ease of use SPSS, the higher on average the perceived usefulness of
SPSS which also implies the higher probability for future use of SPSS.

At the same time, we also found that the perceived usefulness of SPSS is more strongly
associated with future intention to use SPSS than with perceived ease of use of SPSS.
Therefore the task of teaching staff is transfer of knowledge, as well as promoting and
motivating students for future use, in particular, so that they will be able to use SPSS software
support faster and will respond more efficiently to the needs and demands of society,
especially in the field of research and analysis. The role of the teacher should be to enable the
students to find the usefulness of SPSS (or similar statistical software support) with the
purpose to build motivation to use the statistical support by students in the future.

In the second phase we checked the possible existence of statistically significant differences
between undergraduate and postgraduate students of economics and business studies, and the
links between the different constructs. We have found that there are no statistically significant
differences between the conceptual model for undergraduate and graduate students. Regarding
the differences between average values of four constructs for the two groups (undergraduate
and postgraduate students) we have found statistically significant differences in perceiving the
usefulness of SPSS, namely post-graduate students perceive usefulness of SPSS on average
higher than undergraduate students. This is the expected result since postgraduate students
have already acquired basic knowledge of statistics and SPSS software support in study
program as undergraduate students. Postgraduate students are also expected to be involved in
research activities, as well as to be familiar with complex quantitative methods and analysis of
databases, often in interdisciplinary fields of study, which also requires knowledge of the use
of SPSS software support.

We limited our study to one external construct, namely “Perceived pedagogical support” and
the conceptual model, supported by TAM model. In the sample survey we included only
students of economics and business studies, who learn about the statistical software SPSS
within their curriculum. We propose that in the future the conceptual model is expanded with
“Compatibility with needs of study” construct. At the same time we could compare two
conceptual models for students of two different fields of study (e.g. students of economics and
business sciences, and students of psychology), students coming from two different
geographic areas, or conceptual models for the use of two different statistical programming
supports (e.g. SPSS and SAS).
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Appendix A. Measurement scale for conceptual research model

We used the following scale: 1 = strongly disagree, 2 = disagree, 3 = mildly disagree,
4 = neither agree nor disagree, 5 = mildly agree, 6 = agree, 7 = strongly agree.

Pedagogical Support (PS)

1. [PS1]: Lecturers encourage and motivate me to use SPSS.

2. [PS2]: Lecturers give me enough support for the use of SPSS.

3. [PS3]: Lecturers give me knowledge for ease to use of SPSS.

4. [PS4]: From lecturers I receive help when | need it when using SPSS.

5. [PS5]: Lecturers are ready to offer assistance when using SPSS even outside of the teaching process.

Usefulness of SPSS (U)

1. [U1]: Using SPSS enables me to accomplish learning activities and obligations more quickly.
2. [U2]: Using SPSS helps me accomplish my studying effectively.

3. [U3]: Using SPSS enables me to accomplish learning obligations more easily.

4. [U4]: In my opinion is expertise obtained of SPSS at faculty useful in general.

5. [U5]: In my opinion usage of SPSS should be learned in all schools of higher education.

SPSS Ease of Use (EU)

1. [EU1]: Using SPSS is simple and easy to understand.

2. [EU2]: Learning SPSS is simple.

3. [EU3]: Working with SPSS does not require much thinking.
4. [EUA4]: | think it is easy to get SPSS to do what | want it to do.
5. [EU5]: General using SPSS is simple in understand.

Intention to Use SPSS (1U)

1. [IU1]: I intend to use SPSS more in the future.
2. [IU2]: 1 will use SPSS for analysis more than other statistical information support.
3. [IU3]: I will share my knowledge of SPSS and recommend others to use the SPSS.

*khkkkkikkk
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ABSTRACT

In the overall tourism accommodation offer, camping offer presents an important segment of
many European tourist destinations' carrying capacity. One third of the commercial offer in
Europe is supplied by campsites, while in Croatia these capacities account for a quarter of all
commercial accommodation units. The paper explores Croatian and European systems of
campsites quality evaluation due to their extraordinary importance for the competitiveness of
the camping product as well as their role in increasing the level of tourist consumption. The
aim of this paper is to explore the relationship between quality and prices of camping services
that encourage guest satisfaction as well as high performance and competitiveness of the
camping offer. The authors wish to prove the thesis that higher quality camping product has a
higher price, thus increasing the quality of camping demand, which implies both improved
financial performance and competitiveness of camping accommodation as a special form of
tourist accommodation. It is expected that the research results will confirm the thesis of the
interdependence of quality and price of camping services, which encourages increased
quality performance of camping facilities, but also contributes to the overall success and
competitiveness of tourist destinations.

Keywords: camping offer, competitiveness, management, performance, quality

1. INTRODUCTION

In the overall tourism accommodation offer, camping offer represents an important segment
of many European tourist destinations' carrying capacity. The issue is to which extent is the
quality of camping offer related to the camping services quality measurement system offered
on the tourist market. It is commonly known that the quality of accommodation facilities in
Europe is mostly measured by national regulations and that it still greatly varies among
countries. Camping service is an important segment of the overall European tourist offer. It is
an important and, in some tourist destinations, often the basic form of accommodation offer.
The European camping offer still doesn’t have an unified classification system; systems of
individual countries differ even in both the formal and the market system of evaluation of the
quality of services offered in camping accommodations. The aim of this paper is to explore
classification systems in European campsites as well as to compare them with the Croatian
camping offer.

The research objective stems from common facts as well as from the notion that the aim is to
prove which quality evaluation systems in European and Croatian campsites are measurable
and nominal. The aim is to prove that the quality of camping service is related to the price and
success of camping facilities and their overall service offered on the tourist market. The
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authors aspire to prove that quality benchmarking of the best Mediterranean camp sites is a
basis for the evaluation of camping offer quality and Croatian campsites.

In addition to the analysis of secondary data from available literature, the authors conducted
primary research with the intention of setting up a benchmarking system between European
and Croatian campsites. Methods of work and those used to reach the set objectives include
analysis and synthesis, as well as the system of statistical data interpretation, and
measurement of quality and prices by means of correlation. The research model in the process
of reaching the paper’s objectives are Croatian camping facilities and their accommodation
services offered to camp guests. The comparison model includes campsites in the
Mediterranean region and the majority of comparable camping facilities at the best known
tourist destinations in Europe.

The complex task of elaborating the set objectives leads to research which should prove the
claim that quality and the price of a camping service are mutually related, which encourages
increased quality of a camping facility, but also contributes to the overall success and
competitiveness of a tourist destination. Following the introductory general observations, the
authors develop a quality comparison system in the European and Croatian camping tourism,
try to prove that camping is a strong economic industry in Europe that reaches almost 400
millions of overnight accommodations and that in some countries makes up for the majority
of accommodation capacities. Further in the research the authors aspire to prove that the
European and Croatian systems of camping quality evaluation are recognizable and that they
are a base for developing the quality of camping offer. They strive to prove the relevant
relation between quality and average camping price. The paper tries to prove the mutual
correlation of quality and price in camping tourism by using the model of Mediterranean
campsites, the majority of whose market comprises European and Croatian campsites. It aims
at proving that increased quality enables the formation of competitive prices that have crucial
impact on the overall competitiveness of camping tourism and successful performance of
camping facilities. Quality and price are the two most important components of
competitivenesss of an industry and they have a crucial contribution to the overall success and
competitiveness of a destination.

2. QUALITY IN EUROPEAN AND CROATIAN CAMPING TOURISM

Quality management is one of the fundamental determinants of firm performance (Nair, 2006,
p. 948), development and competitiveness (Butnarua and Millerb, 2012, p. 375). In Europe
tourism has been recognized as a competitive advantage of European economy with one of
the main projects being the formation of a European tourist quality label (European
Parliament, 2007). The aim of quality defining and testing is quality ranking. Bringing quality
to the fore is the basis of competitive advantage that leads to prosperity and advancement, as
well as to increased quality (Milohni¢ and Grzini¢, 2010, p. 44).

The quality of accommodation facilities — as one of the most significant predictors of holiday
destination travel choices (Kozak and Rimmington, 1999.) in Europe is mostly regulated by
national regulations and it still greatly varies among countries (Trend, 2009)" Unlike hotels, in
European camping there still doesn’t exist a unified classification system, so the systems in
individual countries differ even with regard to their obligatoriness. As far as it is known, not a
single European country has a classification system that at the same time serves as a work
permit, which is the case in Croatia.

In line with the EU’s parliamentary resolution, in September 2011 the European Commission
has adopted the Strategic Proposal for the Implementation of a common European Tourism
Quality Label: ETQ Label - European Tourism Quality Label. The objective is to foster trust
in high quality in comparison with non-certified hospitality facilities in Europe and
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worldwide. Principles of the implementation of the new European Tourism Quality Label will
be 3Cs: Clarity, Credibility, and Comparability (European Commission, 2012 .

EFCO&HPA (European Federation of Camping Site Organisations & Holiday Parks
Associations), representing the European camping and holiday parks industry from 23
European countries with a total of 26,000 campsites, has expressed its opinion about this
initiative and has made a number of additional proposals.

Camping service is an important segment of the entire European tourist service and more than
15 % of overall European overnight stays is in the so-called "joint accommodation” or 353
millions of overnight stays (Eurostat, 2013) have been realized precisely in campsites
(Eurostat 9. At the same time, European Union residents have undertaken 23 millions
camping travels, almost one third of which has been realized precisely in their own countries
(Eurostat, 2010’. The number of campsites in 27 European countries was 26,344 campsites.
Keeping in mind that one accommodation facility in a campsite can accommodate 4 persons —
beds, the number of "beds" in European campsites is approximately 10 millions beds. The
largest number of campsites is situated in France - 7,981, followed by the United Kingdom
with 4,701 campsites, Germany with 2,718, Italy with 2,595 and Netherlands with 2,358
campsites.

From the bed capacity perspective (Eurostat, 2010), France is in first position with 3.7
millions beds (36.2 % of the EU-27 beds) followed by Italy with 1.4 millions (13.3 % of the
EU-27 beds), and the UK with 1.1 millions (10.7 % of the EU-27 beds) and Germany with 0.8
millions or 8.2 % of the EU-27 beds. These four countries comprise over two thirds of the
overall European camping capacities in 2008.

Western Europe has developed a particularly strong camping product which is joined by
Eastern Europe in which Croatia has the strongest camping product. Camping is extremely
important for Croatia because of the high share of capacities and overnight stays in the overall
accommodation capacities and overnight stays in a country as a whole. According to the
Croatian Bureau of Statistics (DZS, 2013), in 2013 in Croatia there were 219 medium large
campsites with the accommodation capacity of 230,730 persons and 305 small campsites in
(rural) households and campsites with a capacity of 8,314 persons (www.camping.hr).

The overall accommodation capacity of Croatia in campsites in 2013 was 239,044 persons in
523 facilities (campsites) in total. In 2013 campsites have realized 16,628,119 overnight stays
(2,441,492 arrivals). Compared to 2012, it represents an increase of +2.4 % in overnight stays
and of 2.2 % in arrivals. Compared to other accommodation facilities in Croatia, camping
accounts for 28 % of capacities and realizes 25 % of overnight stays.

Regional distribution of camping capacities in Croatia is concentrated in five coastal counties
which take up 98 % of the country’s camping capacities. The largest capacity has been
concentrated in Istria (51.2 % of Croatia’s capacities).

Camping, which has realized 25.6 % of all overnight stays in Croatia in 2013, is predominant
in certain counties. For example, in Istria, Croatia’s most developed tourist county, camping
comprises 46.5% of all overnight stays, in Zadar County it comprises 26.9 % and in
Primorje-Gorski kotar county 26.8 %. The majority of guests in Croatian campsites comes
from Germany (33.2 %), followed by guests from Slovenia (17.3 %) and the Netherlands
(10.5 %).

To conclude, camping is a strong economic industry in Europe that realizes nearly 400 million
overnight stays and which comprises the majority of accommodation capacities in certain
countries. Camping takes up 15.4 % in overall overnight stays in Europe. A turnover of nearly
30 billions of Euro is realized in campsites, other economic entities offering services to
campists and in accompanying industries.
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3. EUROPEAN AND CROATIAN SYSTEMS OF CAMPING QUALITY
EVALUATION

A common system of camping quality evaluation, classification and control still does not exist
in Europe. The implementation of a quality system falls within the domain of national state
institutions, while the role of the protector of consumers-campists was taken up by automotive
organizations, publishers and travel organizers. ADAC and ANWB have developed a
particularly strong and consistent evaluation system in Europe which is reviewed annually.
The most widely known systems of testing camping quality are performed by:

« ADAC/ANWSB - results are published in the ADAC Camping& Caravaning guide ,

+  ADAC/ANWSB - results are published in the ANWB Camping Gids guide,

* ACSI - results are published in the Camping fiihrer Europa guide.

In addition to the mentioned evaluation systems, there is a number of marketing evaluation
endeavours by publishers, including the following: Alan Rogers and his classifications such
as "The best campsites in Europe” (Rogers, 2013) or "The best French campsites”, as well as
numerous other thematic publications such as "The best campsites on a beach”, “The best
campsites for dog-friendly vacation” etc.

In 2013 ADAC and ANWB consolidated the European campsites evaluation system which
has been parallely published in both ADAC’s and ANWB’s guide. The common system also
includes the consolidated system of inspectors’ inspecting campsites. It is a starting point in
the creation of common criteria for camping quality in Europe.

According to ADAC’s/ANWM’s guide for 2013, ratings of the European camping quality are
as follows:

Table 1: Ratings of certain elements of quality in European countries according to the results
of ADAC ’s/ANWB'’s inspection in 2013 (ADAC Verlag GmbH & Co. KG, Munich, June 2014)

z gz e > 2z | 5.z z
S.| 25|84 |258|8.| 22|84 28,  28|8.| 23
NL 7 NL 8,13 NL 8,08 NL 5,56 NL 5,82 | 4,51
F 6,13 A 7,77 F 6,66 HR 5,39 F 4,13 E 4,33
HR 5,8 FIN 7,63 A 6,62 E 5,26 HR 4,04 F 4,19
| 5,72 D 7,32 DK 6,58 | 5,04 | 3,99 GR 3,75
A 5,65 DK 7,16 IRL 6,44 GR 4,57 DK 3,81 HR 3,63
E 5,57 GB 7,06 HR 6,4 P 4,35 E 3,11 NL 3,52
DK 5,53 HR 6,77 GB 6,35 F 3,8 S 2,97 H 2,73
D 5,43 CH 6,66 D 6,33 CH 3,53 A 2,86 S 2,32
GB 5,05 | 6,57 E 6,15 D 3,5 D 2,85 DK 2,24
CH 4,84 E 6,45 | 6,14 S 3,31 FIN 2,63 P 2,03
GR 4,79 IRL 6,41 S 6,03 H 3,12 H 2,22 FIN 1,85
S 4,75 GR 6,13 HR 5,84 A 3,12 CH 2,09 A 1,81
H 4,65 N 6,09 CH 5,56 DK 2,71 GB 1,99 D 1,8
IRL 4,6 H 5,64 FIN 5,28 GB 2,45 N 1,89 CH 1,5
N 4,21 S 5,62 GR 5,21 FIN 2,2 P 1,83 N 1,29
P 4,04 FIN 4,84 P 4,86 N 1,95 IRL 1,75 GB 1,22
FIN 4,04 P 4,77 N 4,76 IRL 1,06 GR 0,93 IRL 0,8
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According to the above table, it can be observed that campsites in the Netherlands are the best
according to all criteria except for the category "swimming and beach™ where Italy holds the
first position. France is second in Europe and Croatia third.

ADAC’s and ANWB’s guide annually collects and publishes average camping prices.
Average price - the so-called "parallel price" (German: Vergleichpreis) refers to the season’s
peak, to two grown-up persons and one child on an average plot. Average camping prices in
Europe in 2013 per country are as follows:

Table 2: Average camping prices in Europe in 2013 (/www.reisenews-
online.de/pics/campingpreise-in-europa-2013)

COUNTRY | PRICE (€)
Switzerland 46.27
Italy 41.49
Denmark 37.91
Croatia 34.19
Spain 32.89
Sweden 32.51
France 32.09
Netherlands 31.24
Austria 31.2
Germany 27.9
Poland 22.94
Hungary 22.22

Europe’s best campsites are presented with ADAC’s/ANWB’s award "Best". In 2013 the
award was presented to 70 campsites in total, and in 2014, due to the consolidation of
evaluation with ANWB, 144 European campsites received the BEST award. Among 144
campsites with the BEST title, awarded by ADAC/ANWB to the best campsites in Europe, 75
of them are located in Southern Europe.

Table 3: The number of campsites, average rating and average price of the best campsites in
Southern Europe (ADAC guide Suedeuropa 2014, ADAC Verlag GmbH & Co. KG,
Miinchen, June 2014)

Number Average | Average

COUNTRY of rag erag

. rating price (€)

campsites

Austria 7 22.3 45.5
Croatia 5 23.7 47.1
Switzerland 1 23.0 51.0
France 18 23.7 49.8
Italy 28 24.1 60.1
Spain 15 23.7 51.2
Hungary 1 23.0 27.2
TOTAL 75 23.7 53.1

Italy has both the largest number of best campsites and the highest average quality rating. It
can be observed that Europe’s best campsites realize an average price that is significantly
higher than the average price of all campsites. For example, when it comes to quality of
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campsites in Europe, Italy is in fourth position with an average price of EUR 41.49 for a
family. Best Italian campsites achieve an average price of EUR 60.1.

109 Croatian campsites were reviewed in ADAC’s guide. Below is the overview of the
camps’ quality and prices:

Table 4: The overview of the Croatian camps’ quality and price (ADAC ’s/ANWB’s guide
2014 , ADAC Campingfuehrer 2014 Suedeuropa, ADAC Verlag, Munich, January 2014)

Numbgr of ADAC/ANWB* Average price
campsites ©
5 5 47.11
18 4.5 44,58
24 4 40.60
15 3.5 37.52
15 3 36.28
18 25 28.57
12 2 3291
2 15 25.30
109 3.2 36.62

Of the 109 reviewed campsites 5 have 5*, and most campsites are on a 4* level. The overview
clearly shows that, according to ADAC’s/ANWB’s guide ratings, the price level is directly
proportional to quality. The average camping price in Croatia is EUR 34.19 per family, while
top 5 campsites achieve an average price of EUR 47.1 per family.

Discussions and data lead to the conclusion that there is a connection between the camping
service quality and the price realized on the camping market. The European and Croatian
examples of the evaluation of quality of average and top campsites show a significant
connection between camping quality and average camping price.

4. QUALITY BENCHMARKING OF THE BEST MEDITERRANEAN CAMPSITES
Defining quality in tourism (Muskat, Muskat, and Blackman, 2013) implies continuous
monitoring of market trends. Thus, there is a need for continuous comparison with the best
competitors on the tourist market - benchmarking (Assaf and Dwyer, 2013, p. 1233). The
notion of benchmarking in management theory and practice is related to research and studies
of best practices among competitive economies. Benchmarking represents a quality standard
that serves as a basis for comparison of one’s own performance with competitive firms or
destinations that have better results (Jovi¢i¢ and Ivanovi¢’ 2006, p. 124, In other words,
benchmarking is recognised as an essential tool for continuous improvement of quality
(Dattakumar and Jagadeesh, 2003, p. 176). The quality of accommodation facilities in a
certain destination forms a basis for the evaluation of the tourist destination. Similarly, the
ranking of accommaodation facilities can be related to the destination quality. According to the
model of calculating the average quality rate (Avelini-Holjevac, 2002, p. 123), the calculation
for 293 Croatian campsites by their official categorization indicates that the average quality of
Croatian campsites is 1.7 stars. At the same time, average quality of 109 campsites published
in ADAC guide is 5.8 points in 2013 and Croatia is third in Europe. The difference in quality
based on national and international evaluation, international being significantly higher than
the national, is due to the fact that a large number of Croatian campsites is not aligned with
the Ordinance on Categorization because there is still unsolved issues of national land.
Therefore, reasons are political, not qualitative (Croatian Official Gazette, 2009).

75 best campsites in Southern Europe, that were awarded the BEST award for 2013 by ADAC
and ANWB guide, were benchmarked for the purposes of this paper.
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Out of 25 possible stars those campsites have an overall average rating of 23.7 stars. The
average toilet facilities rating is 5 stars, for campsite area 4.9, for supplies and gastronomy
4.7, for additional facilities and animation 4.8 points, and for the quality of swimming
facilities 4.3 stars. In order to join the exclusive club of leading European campsites, a
campsite must receive at least 4 out of total of 5 stars in each category.

Table 5: Ratings of respective quality elements of 75 top campsites in Southern Europe in
2013 (ADAC Campingfuehrer 2014 Suedeuropa, ADAC Verlag, Munich, January 2014)

ADDITIONAL
counay | JOILET | CAVESITE | SUPPLIES AD | EciLimiss | SWIMMING | rora,
Austria 5.0 4.9 44 44 3.6 22.3
Croatia 5.0 5.0 4.8 5.0 3.9 23.7
Switzerland 5.0 5.0 5.0 5.0 3.0 23.0
France 5.0 4.7 4.6 4.9 4.4 23.7
Italy 5.0 5.0 4.8 4.7 4.6 24.1
Spain 5.0 4.8 4.9 5.0 4.0 23.7
Hungary 5.0 5.0 4.0 4.0 5.0 23.0
Average 5.0 4.9 4.7 4.8 4.3 23.7

A guest holds the label BEST to be a guarantee of a wide range of top quality offer, while a
campsite sees it as an obligation to provide the best possible service during the entire season.
Average values of a respective competitive advantage qualitative elements of top European
campsites on the Mediterranean are analysed below.

Table 6: Elements of quality and competitive advantage of the best Mediterranean campsites
(ADAC Campingfiihrer 2014, ADAC Verlag Munich, January 2014)

COMPETITIVE ADVANTAGE F (OF 75) | PROPORTION
Child-friendly conditions 63 0.84
Wellness 40 0.53
Pets 56 0.75
Pleasant location 57 0.76
Wi-Fi in entire campsite 54 0.72
Plots with drainage in relation to total number of plots 58 % 0.58
Green leaf - environmental friendliness 19 0.25
Number of mobile homes 26% 0.26
Toilet facilities quality 5.0 1.00
Accommodation units quality 4.9 0.97
Supply and gastronomy quality 4.7 0.95
Quality of sports and recreation facilities and programs 4.8 0.96
Swimming, sea and pool quality 4.3 0.86

The most important quality elements of campsites in Southern Europe are child-friendly
conditions, the quality of toilet facilities, accommodation units, and the quality of supply and
gastronomy. Only then the quality of sea and swimming pool, and sports and recreation
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facilities, are observed. Environmental friendliness is relatively low on the scale, as well as
the number of mobile homes and the number of plots with drainage.

Pricing levels of selected campsites are additionally analysed. Standards in campsites set by
ADAC play an important role in the creation of service quality. They define (regulate) quality
and measure the achieved quality (Milohni¢ and Grzini¢, 2010, p. 49). Top rated campsites
have the highest standard and ensure the best service and the highest prices.

In order to determine a connection between campsite quality and price, Pearson’s correlation
coefficient has been calculated. The campsite quality rating is presented with the total number
of stars, the maximum number being 25, i.e. evaluation is conducted in 5 columns with a
maximum of 5 stars (toilet facilities, plot, supply, recreation facilities, programs). The
standardised comparison price of camping equals the peak-season price for a family with two
adults and one child under 10, including all camping costs.

The calculated coefficient of correlation between Croatian campsite quality and the average
camping price in 2012 is 0.5220. The above correlation indicates a strong and positive link
between the two variables. Therefore, it can be concluded that a higher quality of camping
services implies a higher range of prices the camp can realize on the market.

An identical research of the Croatian campsite quality and price relation was conducted in
2013. The research examined the correlation of quality with regard to standard prices
according to the ADAC guide (2013, p. 957-1014). The research included a total of 104
campsites published in the ADAC camping guide.

The calculated coefficient of correlation between Croatian campsite quality and the standard
average camping price in 2013 is 0.5131. Although the coefficient value is somewhat lower
with regard to the previous year, it can still be concluded that the correlation is positive and
strong; in other words, the increase in camp quality, represented with the number of stars,
implies an increase of the camping price.

Research related to price formation indicate the importance and strategy models of price
formulation as a powerful management tool in obtaining a competitive position of a campsite.
The relation between quality and price leads to success and competitiveness. Earlier research
show that a camping product of higher quality has a higher price, which implies increased
income and improved financial results and competitiveness. Quality and price are the two
most important components of an industry and they have a crucial contribution to the overall
success and competitiveness of a destination.

The relation between competitiveness, quality and price in camping tourism is proven, and it
can be concluded that improved quality enables the formation of competitive prices that have
a crucial effect on the overall camping tourism competitiveness. It can be concluded that
important elements in determining campsite quality in Southern Europe include child-friendly
conditions, the quality of toilet facilities, accommodation units, and the quality of supply and
gastronomy.

5. CONCLUSION

The camping offer in Croatia, Europe and worldwide is an important form of accommodation
offer in most tourist destinations. In the overall tourism accommodation offer, camping offer
represents an important segment of many European tourist destinations' carrying capacity.
The quality of camping offer is related to the quality measurement for camping services
offered on the tourist market. Camping accommodation services are an important economy
industry in European, Mediterranean and Croatian vacation destinations which realizes almost
400 million overnight stays and which constitutes a predominant part of accommodation
capacities in some regions and tourist destinations. Camping takes up 15.4 % in overall
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overnight stays in Europe. A turnover of nearly 30 billion Euro is realized in campsites, other
economic entities offering the services to campists and in accompanying industries.

The European and Croatian systems of campsite quality evaluation are transparent and
formally defined; the market system of campsite accommodation quality evaluation is not
always in line with actual and formal quality ratings. Campsite service quality and price
realized on the camping market are mutually related and influence each other. The European
and Croatian examples of the evaluation of quality of average and top campsites show
significant connection between camping quality and average camping price, and all services
offered in campsite facilities. Defining quality in tourism implies continuous monitoring of
market trends of tourist offer and demand. Continuous comparison with the best competitors
on the tourist market (benchmarking) is a model that allows campsite management to monitor
tourist market changes in the best possible manner. Campsite management has to
continuously monitor changes in competitors’ offer quality, as well as monitor changes
among potential guests; observing their wishes and motives is the core task of the
management directing development of campsite offer quality. Management programs related
to campsite services price formation are an important activity in the strategy of price
formation as a powerful management tool in obtaining a competitive position of a campsite
and increasing competitiveness on the tourist market of campsite services.

Appropriate relation between the campsite service quality and price leads to success and
competitiveness. A camping product of higher quality has a higher price, which implies
increased income and improved financial results and competitiveness. Quality and price are
the two most important components of an economy industry, including campsite offer, that
have a crucial contribution to overall success and competitiveness of a destination. Important
elements in determining campsite quality for campsite management, especially on the
Mediterranean and in Croatia, include child-friendly conditions and children programs, the
quality of toilet facilities, accommodation units, and the quality of supply and gastronomy.
With its activities related to the improvement of service quality and continuous monitoring
measures for both formal and market quality, management increases the competitiveness of
the campsite facility it manages. Quality and prices in camping tourism — the offer are
mutually related; improved quality enables the formation of competitive prices that have a
crucial effect on the overall camping tourism competitiveness. Important elements in
determining campsites quality in Southern Europe include child-friendly conditions, the
quality of toilet facilities, accommodation units, and the quality of supply and gastronomy.
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ABSTRACT
The main function of local self-government is satisfaction of municipality’s population needs.
The essence of local self-government is to resolve issues of local importance by population of
municipality directly and local authorities under its own responsibility. Thus, need to
implement three main principles for effective solution of local issues: 1) principle of economic
independence; 2) principle of organizational independence; 3) principle of functional
independence. Research has shown that sometimes these principles are not implemented.
According to the Russian Accounting Chamber and Russian Ministry of Regional
Development only 2% of municipalities are economically independent. The revenue part of
local budgets is composed of tax incomes (40-50%), of which only 3-15% is local taxes (the
rest of the incomes are deductions from federal and regional taxes — 35%). And only 10-15%
is incomes from using of municipal property, entrepreneurial activity. The rest of local
budgets revenues are composed of interbudgetary transfers (grants, subsidies — around 35-50
%). Implementation of principle of organizational independence in many municipalities is
also distorted. It means that in municipalities state authorities can intervene in process of
formation (dismissal) and functioning of local self-government bodies. For example, a
representative body of local self-government may be dissolved by Regional Law. Head of
municipality may be resigned by Head of regional authorities. Such examples are very much.
In 1998 Russia ratified the European Charter of Local Self-Government, therefore, this
international treaties have priority over national legislation. Thus, Congress of Local and
Regional Authorities of the Council of Europe conducts annual monitoring of the
implementation of this Charter’s norms. European Club of Local Government Experts
annually informs Russian authorities about non-using the recommendations of the Congress
of Local and Regional Authorities of the Council of Europe. These recommendations are
aimed at improving the economic, organizational and functional independence of local self-
government, as well as improving the quality of municipal democracy and it’s social and
economic development. The article examines these and other issues related to the
implementation of principles of economic, organizational and functional independence of
local self-government.
Keywords: local self-government independence, local budgets, local issues.

1. INTRODUCTION

The main function of local self-government is satisfaction of municipality’s population needs.
Social and economic development of local self-government depends on the efficiency
accomplish of local issues. The essence of local self-government is to resolve issues of local
importance by population of municipality directly and local bodies under its own
responsibility. The Federal Law of the Russian Federation "On General Principles of Local
Self-Government in the Russian Federation”, dated October, 6, 2003 defines the local self-
government as form of democracy providing solving of local issues by the population directly
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and (or) by local authorities independently and under their own responsible in the interests of
the population, taking into account historical and other local traditions.

Thus, need to implement three main principles for effective solution of local issues: 1)
principle of economic independence; 2) principle of organizational independence and 3)
principle of functional independence. Moreover the principle of local government
independence is proclaimed by the Russian Constitution, 1993 (Article 12 determines that
“Local self-government within their powers independently”).

However research has shown that these principles sometimes are not implemented. European
Club of Local Government Experts annually informs Russian authorities about non-using of
the recommendations of the Congress of Local and Regional Authorities of the Council of
Europe. These recommendations are aimed at improving the economic, organizational and
functional independence of local self-government, as well as improving the quality of
municipal democracy and it’s social and economic development.

2. CHAPTER 1

Principle of economic independence

Based on the analysis of the Russian Constitution norms, we can conclude that the principle
of economic independence is fixed in Constitution. Thus, in accordance with Article 130
“Local self-government in the Russian Federation provides solving of local issues by
population independently and also possession, use and disposal of municipal property”.
“Local self-government bodies independently manage municipal property, form, adopt and
implement the local budget, establish local taxes and fees, ensure public safety, as well as
resolve other issues of local importance”, Article 132. Analysis of the practice of local self-
government functioning shows that these Constitution norms are not always implemented.
According to the Russian Accounting Chamber and Russian Ministry of Regional
Development only 2% of Russian municipalities are economically independent. The revenue
part of local budgets is composed of tax incomes (40-50%), of which only 3-15% is local
taxes (the rest of the incomes are deductions from federal and regional taxes — 35%). And
only 10-15% is incomes from using of municipal property, entrepreneurial activity. The rest
of local budgets revenues are composed of interbudgetary transfers (grants, subsidies — around
35-50%). Only 7% of all municipalities receive less than 10% of interbudgetary transfers, but
85% of municipalities receive over 30%. The huge number of interbudgetary transfers leads
to full financial and economic dependence of local self-government from state authorities.

In accordance with the Federal Law "On General Principles of Local Self-Government in the
Russian Federation™” all these sources (local taxes and deductions from regional and federal
taxes, interbudgetary transfers, incomes from using of municipal property and municipal
entrepreneurial activity) are considered as own incomes of local self-government. However,
the European Congress of Local and Regional Authorities gave the definition of "own
resources”, "own incomes" — the structure of own resources (incomes) should only include
funds received as a result of local self-government independent decisions. Proportion of
interbudgetary transfers shall be such that not to restrict the independence of local
government. This position of the European Congress of Local and Regional Authorities was
formulated in the recommendations on the VII session, 2000.

Thus the deformed system of interbudgetary relations makes budgets of many municipalities
deficient, and the dependence on interbudgetary transfers does not stimulate municipal
economic development. The problem of deformed system of interbudgetary relations can be
solved as follows: establish a local tax on property, fix deductions from other federal and
regional taxes, increase the percentage of deductions from federal taxes. Analysis of the
Russian Budget Code changes of 2013 allows to conclude: on the one hand the percentage of
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deductions is increased (for example, agricultural tax — from 35% to 50% and from 70% to
100% depending on the municipality), on the other hand, on the contrary, the percentage of
deductions is reduced (for example, tax on personal income — from 15% to 5% and from 20%
to 15% depending on the municipality). Recommendations of the Congress of Local and
Regional Authorities of the Council of Europe relate to change the structure of local budgets
revenues.

At the same time, financial provision and financial independence should be determined not
only by tax redirection to local budgets, but the efficiency of municipal business and
entrepreneurial activity. Especially because in economic sphere local authorities have the
following powers: 1) to establish municipal enterprises; 2) to support the agricultural
production development; 3) to create conditions for small and medium-sized businesses
development.

3. CHAPTER 2

Principle of organizational independence

Principle of organizational independence fixed in many articles of the Russian Constitiution.
Thus, in accordance with Article 12 “Local self-government within their powers
independently. Local self-government bodies are not included in the system of state bodies”.
Article 130 of the Russian Constitution sets, that “Local self-government in the Russian
Federation provides solving of local issues by population independently”. Article 131
establishes that “The structure of local self-government bodies is defined by the population
independently. Changing the boundaries of the municipality is allowed with the consent of
their population”.

These rules mean that local self-government bodies is formed (removed from office) by the
population of municipality independently and the state bodies should not interfere in decision-
making process of local self-government. It also means that population of municipality should
be involved in process of solving local issues.

3.1. Subchapter

Implementation of principle of organizational independence in many municipalities is
distorted. It means that state authorities can intervene in process of formation (dismissal) and
functioning of local self-government bodies. For example, a representative body of local self-
government may be dissolved by Regional Law. Head of municipality may be resigned by
Head of regional authorities. The Head of local administration may be appointed under the
contract on competition basis (City Manager). In this case, the one-third competition
committee is appointed by legislative (representative) body of subject of the Russian
Federation. In addition, the Regional Laws may establish additional requirements for
candidates for the post of Head of local administration. That is, the state bodies intervene in
this process again.

So, how can we say about the organizational independence of local self-government.
Obviously, this is vivid example the presence of the principle of organizational interaction
between Local self-government and State.

However, we have the Council of Europe’s recommendation to provide organizational
independence of local self-government — cancel the right of state authorities to intervene in
process of formation (dismissal) of local self-government bodies. Russia needs to make a
choice between the Council of Europe’s recommendations and emerged principle of
organizational interaction between Local self-government and State.
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3.2. Subchapter

The main purpose of local self-government — the satisfaction of municipality’s population
needs due to economic development and through the furtherance of democracy. Involvement
of the population in decision-making process on local issues independently through forms of
direct democracy — the most important aspect of the principle of organizational independence.
However, the Russian Constitution puts direct democracy in the first place: “Bearer of
sovereignty and the only source of power in the Russian Federation shall be its multinational
people. People exercise their power directly and through state bodies and local self-
government bodies. Supreme direct expression of the multinational people power is
referendum and free elections” (Article 3). Next article 130 proclaims that “Local self-
government in the Russian Federation provides solving of local issues by population
independently. Local government is exercised by citizens through a referendum, elections and
other forms of direct expression...”. The Federal Law "On General Principles of Local Self-
Government in the Russian Federation” also puts direct democracy in the first place: “Local
self-government — form of democracy providing solving of local issues by the population
directly and (or) by local authorities independently and under their own responsible...”.
Theoretically the direct democracy is system of legal relations between population and
authorities, allowing people to participate in decision-making process, to perform these
decisions and control over their performing. The Federal Law "On General Principles of
Local Self-Government in the Russian Federation™ fixes a few forms of direct municipal
democracy: local elections, local referendum, revocation of local government elected
officials, public hearings, lawmaking initiative, territorial self-government, citizen survey,
appeal to local self-government bodies and other. One of the problems in implementation of
all forms of direct municipal democracy is weak interaction between population and local
self-government bodies. Only solutions on elections, referendum, recall of elected officials of
local self-government bodies, voting on changes in boundaries (transformation) of
municipality shall be binding upon (compulsory). The rest forms of direct municipal
democracy (public hearings, lawmaking initiative, citizen survey) are optional
(recommendatory). In connection with this there is problem the lack of consideration of
population’s opinion. Also most significant is that no one forms of direct democracy, which
would allow the population to exercise control over activities of local self-government bodies.
However, there is a very relevant form of direct municipal democracy for interaction of
population and local self-government bodies — “Recall of elected officials”. Elected
authorities cannot be considered truly democratic, if voters don’t have the right to recall
(revoke) deputies and (or) other elected officials. The Federal Law "On General Principles of
Local Self-Government in the Russian Federation™ establishes ground for “Recall of elected
officials” — “specific wrongful acts, confirmed by court”. In this case a court decision on
unlawful actions of elected officials is required for Recall initiation. Such decision is not
always available. Thereby the criteria for recall of elected officials which are close to voters
should be fixed in the legislation. It seems that the ground for “recall” should be — “loss of of
voters’ trust” (for example, non-execution of powers, refusal to meet with voters, etc.).
Formula “loss of voters’s trust” accurately reflects the responsibility of deputies and other
elected officials before voters (electorate).

4. CHAPTER 3

Principle of functional independence

Principle of functional independence of local self-government means that there is a sphere of
local issues that are autonomous from the issues state importance and that the local self-
government can independently solve them. Analysis of local issues leads to the conclusion

75



Economic and Social Development, 7™ International Scientific Conference, New York City

that they are not autonomous from the issues state importance (road work, fire safety,
mobilization training, civil defense, prevention of terrorism and extremism, prevention and
liquidation of emergency situations, communication services, conservation objects of cultural
heritage and others). We see a lot of issues of joint jurisdiction, although Russian legislation
does not contain the term "issues of joint jurisdiction of Local self-government and State". In
practice we again see the existence of the principle of interaction between local self-
government and State.

We have two conclusions: 1) a clearly define the competence of Local self-government and
State; 2) to recognize the existence of the principle of interaction between Local self-
government and State and fix joint jurisdiction of Local self-government and State.

5. CONCLUSION

Cursory analysis of the practice of local self-government functioning showed that the
principle of independence, fixed in the Russian Constitution is not always realized. You can
make 2 output: 1) to recognize that there is an objective principle of interaction between local
self-government and state and fix it. Seems that it is right, as in the modern period the local
self-government cannot operate without the state and its institutions. 2) lo recognize that
principle of independence is violated and lead all legal relations in accordance with content of
this principle.
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ABSTRACT
In conditions of formation of innovative system of development of the regions the intellectual
function of the higher education and increase of the role of higher education institutions in
innovative process becomes more obvious and demanded. The high education level is
necessary background of movement to innovative economy. Extension of access to the higher
education is the background for social progress and economic development.
The work in conditions of open market economy makes new requirements to knowledge of
experts having higher education. The situation analysis in the Russian professional education
shows that the majority of higher education institutions carry out training of specialists in the
fields of economics, management and law, and these directions are very popular among
applicants. Crisis of the real sector of economy has undermined essentially the prestige of
engineering specialties. The huge intellectual potential that has been gained in technical
colleges, is unclaimed in the market economy.
The problems of the higher school can't be solved separately from the problems of the social
and economic development of the state and its territories. The priority rele-in formation and
realization of innovative strategy of development of Russia and its regions has to be at the
higher school as only the higher school has necessary for the solution of so major problem of
the intellectual potential now. However, the coordinated efforts of the educational institutions
are necessary for its effective use. The creation of the federal universities that allow to group
necessary resources for modernization of the higher education has to be the effective tool,
and turn such universities from the traditional scientific and educational organizations into
the innovative centers of development of the regions.
Keywords: university, innovative system, development of education, economic development

1. INTRODUCTION

In conditions of formation of innovative system of development of the regions the intellectual
function of the higher education and increase of the role of higher education institutions in
innovative process becomes more obvious and demanded.

Effective management of formation and development of the intellectual potential in country
scales, is possible only by means of sufficiently large strategic projects where the whole
layers of national economy are involved.

Increase of the role of human capital as major factor of economic development is connected
with the level of competitiveness of the modern innovative economy is defined by the quality
of professional staff. Today the states can't support in the long-term period the competitive
positions in the world economy due to the low cost of labor and economy in the development
of education.

The work in conditions of open market economy makes new requirements to knowledge of
experts having higher education. The situation analysis in the Russian professional education
shows that the majority of new higher education institutions carry out training of specialists in
the fields of economics, management and law, and these directions are very popular among
applicants. Crisis of the real sector of economy has undermined essentially the prestige of
engineering specialties. The huge intellectual potential that has been gained in technical
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colleges, is unclaimed in the conditions of transition to market economy. During the years of
reforms in technical colleges there are many problems, for example, faculty aging,
obsolescence of the material and technical base; difficulties with the practice organization at
the enterprises for students. (The theory of innovative economics: textbook / ed. by
Belokrylova O.S. — Rostov-on-Don: Feniks, 2009.)

The problems of the higher school can't be solved separately from the problems of the social
and economic development of the state and its territories.

The priority role in formation and realization of innovative strategy of development of Russia
and its regions has to be at the higher school as only the higher school has necessary for the
solution of so major problem of the intellectual potential now. However, the coordinated
efforts of the educational institutions are necessary for its effective use. The creation of the
federal universities that will allow to group necessary resources for modernization of the
higher education has to be the effective tool of the solution of this problem, and turn such
universities from the traditional scientific and educational organizations into the innovative
centers of development of the regions. of the location.

The high education level acts as the necessary prerequisite of the movement to the innovative
economy. Expansion of access to the higher education is the prerequisite for social progress
and economic development.

2. CHAPTER

Strategic mission of the federal universities is formation and development of the competitive
human capital in the federal districts on the basis of creation and realization of innovative
services and development. Realization of this mission means "the organization and the
coordination by the federal university of works on the balanced providing of large programs
of social and economic development of the territories and the regions in its structure by
qualified personnel, and also with scientific, technical and technological solutions, including
by bringing results of intellectual activity to practical application” (The concept of creation
and the state support of development of the federal universities. M, 2009. — 11 p. — URL:
http://mon.gov.ru)

The analysis of experience of the most successful western universities defining substantially
economic and social prosperity of its countries allows to formulate the main requirements that
have to be shown to the federal universities. First, the leading domestic universities must
become modern scientific and educational centers capable to carry out training of competitive
experts on the basis of close integration of educational activity with fundamental and applied
researches. Secondly, federal universities must become scientific and educational centers of
enterprise type open for external community and reacting sensitively to its inquiries that is
provided with inclusion of the teachers and the students into a joint practice activity really
capable to satisfy the current needs of the personality and society. And, at last, universities
must provide possibility of realization of the individual educational trajectories, capable to
satisfy educational requirements of everyone at the actual level (the paradigm "education
during all life™). It is a basis of the innovative thinking and there is no and can't be innovative
economy without it. (Kiroy, V. N. Modernization of the system of the higher education: the
experience of the Southern federal university and logics of development / V. N. Kiroy
//University management: practice and analysis. — 2009. - No 1 (59). — p. 31 —44.)
Implementation of all listed requirements will allow to occupy one of the leading positions in
management of the development of intellectual potential of the region to the federal
university. The educational potential, being the most important component of the intellectual
potential of the region, participates in creation and use of knowledge. Thus training and
preparation represents the main component of the process of formation of personnel capacity
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of the region which defines the subsequent efficiency of its use. Till the end of the XX
century traditional universities were the structures uniting two types of basic processes -
educational and research, and now the modern university must become the center of
innovative processes. Such diversification of the types of activity at the university has to
correspond to the main tendencies of post-industrial transformation of social development. At
the result of association of higher education institutions in the university the part of
administrative personnel was released and its efforts were directed to the implemented
structures, such as the centers of consulting or the centers of a transfer of technologies. There
are also the same the structural divisions involving students into the scientific researches and
introduction: the student business incubators or preinkubators. There is also the joint structure
organizing employment of students and graduates, their adaptation to a regional labor market
at the federal university. It is possible to notice here that for the modern effective
development of the territories of the region not only production technological innovations are
necessary, but also the social innovations, that emergence is possible only in the heart of the
versatile university. One more advantage of the joint federal university is the opportunity to
accumulate additional budgetary appropriations for strengthening of material resources,
hardware, software and methodical ensuring of educational, research and innovative activity.
The experience of the first two federal universities showed that their consolidated budgets
have increased not by percentage, but by many times. Thus additional budgetary financing has
created multiplicative effect because it has stimulated joint financing of the universities from
the private business structures. (Sinitskaya N. Y. Stepanova V. V. The creation of the North
European federal university as the factor of innovative development of the higher school //
The Basic Researches. — 2008 . — No. 8 — p. 91-92

3. CHAPTER

The university in its activity has to be guided by the program of social and economic
development of the region and provide personnel and scientific and technical maintenance of
this process. Also it has to be the instrument of support of national and regional economies
because they are the places where has to be formation and development of new ideas, carrying
out researches that conducts to the creation of new products and services.

University is a basis for formation of the modern sociocultural environment in the region.
Federal universities are based on rich sociocultural traditions, they are the most important
element of social infrastructure, act as indicators of scientific, technical, social and cultural
development of the region. The university role in the region is not limited by the training of
specialists. It is possible to consider the universities as the social phenomenon, being
characterized a duality of manifestation of the forms.

On the one hand, the universities continue to remain the productive organizations, which
function was defined by the state as the production of educational products (scientific and
educational goods and services). On the other hand, universities more and more turn into a
subject of social and cultural development of the region, acting as the center of scientific and
production and educational capacity of the region, the center of continuous education,
providing the quality of presented educational services. The opportunity not only to be guided
by requirements, first of all, the regional enterprises and the organizations of various branches
of economy, but also to form the demand for the training of specialists of certain directions of
science exists mainly at the federal universities realizing programs of the higher and
postgraduate professional education for many specialties which are carrying out basic and
applied researches on a wide range of sciences. The federal universities are constantly in
search of the best way of development for the future and opportunities to be competitive in a
system of the higher education of the region.
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4. CONCLUSION
However, it is obvious that the fact of creation of the federal university in the region won't be
able to have the positive impact on the development of intellectual potential and formation of
innovative economy at once. The analysis of the first years of activity of the existing federal
universities shows "underfulfilment™ of the planned indicators on many positions. Among the
main reasons it is possible to notice the financial crisis owing to which it was difficult to
provide joint financing of programs to higher education institutions, insufficient efficiency of
control systems and weakness of the high school management, underestimation of many risks
which had essential impact on the course of implementation of the Program, including
insufficiently established partner relations between business, science and education at the
level of the region.

There are also the problems of development of master preparation: the absence of the target

order for the development of advancing master programs and for training according to these

programs, and also disinterest of employers in the development of joint master programs (or
network master programs)

It is possible to tell about one more problem, the obstacles for effective employment of the

graduates, such as:

» The absence of medium-term personnel policy at the enterprises and the organizations
and, as a result, the decrease of orders in higher education institutions on target training of
specialists.

« Rather low level of initial salary for the young specialists, bringing to outflow of the
employees from the regions.

« The absence of its own (office) housing for young specialists at the majority of the
enterprises and the organizations.

« The absence of motivation at graduates to go for work to the countryside, bringing to
employment "not on a profession profile™ in the urban areas.

 Insufficient stimulation by employers (nominal grants, competitions, grants, training and
so forth) of the students during their study.

Thus, increase of the role of the universities in development of national economies is caused

by the objective factors, and it imposes community additional responsibility on improvement

of quality of educational, scientific and innovative activity on the university.
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ABSTRACT

For several years, observable are processes of simplification IT systems and collectivization
of network services. An example is the simplification of Linux operating system, which in first
versions from clumsy, based on the command line and virtually devoid of the graphical
elements evolved towards an open and user friendly operating system. The same applies to
the posting of data on the Internet - work in cloud computing, building web pages. In
addition, it is difficult not to agree with the fact that information is now one of the key
consumer goods, and dynamic scientific and technological development in the twenty-first
century civilization fosters referred to as a knowledge society. These considerations seem to
indicate an increase simplification of communication systems and collective web services with
the idea of the knowledge society. Undoubtedly, this issue deserves deeper consideration, and
this article is a contribution to reflect on the issue of dissemination and simplify the network
in the perspective of the knowledge society. Reflection locates on the border of sociology,
economics and computer science.

Keywords: simplification, internet services, knowledge society.

1. INTRODUCTION

Jirgen Habermas noted that each generation stands on the shoulders of the previous
generation, and with the passage of time accumulates resource of scientific and technical
measures (1983b, p 423). What's more: "the direction of technological progress today is
largely determined by social interests yet to emerge naturally from the need to reproduce
social life and as such are not subject to reflection or self-understanding confronted with the
declared political groups. Therefore, the new technical skills suddenly penetrate the existing
forms of practical life" (Habermas 1983a, pp. 367-368). Cited above the thought of Habermas
clearly shows the importance of technological development and its cumulative nature. It
should also be noted that subsequent inventions and new technical solutions are used to
facilitate human functioning in the new reality, and their development is dominated by the
needs of the people, or more precisely, their interests. This thought is a smooth transition to
the theme of simplification of computer systems and network services in the society of
information/knowledge .

2. THE IMPORTANCE OF INFORMATION. THE DIFFERENCE BETWEEN THE
INFORMATION SOCIETY AND THE KNOWLEDGE SOCIETY

History of the socio-economic thought includes a wide variety of theories of social change.
Among them is an interesting proposal of modernization theory, which shows the transition
from a traditional to a modern society. The clearly illustrates the cycle of modernization
comprising the following steps of evolution of human communities:

e traditional society (pre-industrial);

semi-industrialized society;

industrial society (modern);

post-industrial society (postmodern);

Information Society (postmodern) (cf. Krzysztofek, Szczepanski 2002, p. 36).
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The information society is not only the result of profound social structure, but also the rapid
technological development. In contemporary society, neither important in the economy
Frederick W. Taylor's determination (intensification of work on the effective use of time and
minimize costs; the engagement time worker of his wage), nor the transition from Fordism
(multisession mass production of standard components based on the technology of the
production line) to post-Fordism (transition towards flexible specialization providing product
differentiation) turns out to be insufficient for the needs of a modern economy and the world.
In Western society there has been a clear shift away from industrial production, which seems
to be a harbinger of the end of industrialism (cf. Dobrowolski 2006, p 11). Currently, you can
not talk about simple logical connection - information leads to knowledge, and knowledge to
cognition - because it combines information from a network of heterogeneous knowledge
relationships that no longer serve cognition (as was the case in the classical idea of science),
but try to meet the expectations of market (Ibidem, p 10). Today, information has become one
of the key consumer goods, and dynamic scientific and technological development in the
twenty-first century civilization fosters referred to as a knowledge society. The importance of
information even more stress appearing assertion that everything that exists in the world can
be reduced to information (cf. Jacyna-Onyszkiewicz 2002, 2013). In such vision information
becomes the highest value and the ability of its discovery, selection, interpretation, evaluation,
application or processing (Jaskuta 2009, p 183). Currently, these activities have become
almost a requirement because, as noted by Grzegorz Kotodko, saturated data broadcasting
time, acres of paper as well as the vastness of the Internet is often filled by the content of
insignificant value (Kotodko 2009, p 12). However, a distinction should be made aware of the
information society of the knowledge society, which takes the German sociologist Ulrich
Beck. Information society puts on a pedestal goal of building the information infrastructure.
In this type of society, it is important to continuously update the ownership information
resource, because it is not based on it is possible to navigate the slippery surface of the
modern world. The most important is access to information, and who possesses it has the
power. In turn, the knowledge society is an alternative to that outlined above vision. While
universal access to information and the development of information technology will
accelerate the development of the information society, with so much knowledge can be used
in the opposite direction - to maintain the status quo (cf. Dobrowolski 2006, p 23-25).

3. THE PROCESS OF SIMPLIFICATION OF IT SYSTEMS AND NETWORK
COLLECTIVES - SELECTED EMPIRICAL EXAMPLES

The development of the information economy about which, among others wrote Manuel
Castells, runs along the plane of the commercial, financial, organizational, business and labor
(Stalder 2012, p 76). Castells also speaks about capitalism information, which consists of:
global reach, network structure and the nature of the information (Ibidem, p 76). At this point
I would like to explain this network structure, to be more precisely, further reflection will
refer to the process of simplification, and thus simplify IT systems and network services. The
analysis below includes some examples of empirical evolution of solutions to the IT industry
with at first was "clumsy" and "dedicated exclusively for professionals” towards "user-
friendly graphics solutions.”

@ The first case concerns the evolution of the Linux operating system, which underwent
a complete transformation of the system of the text-based command line (terminal) to the rich
in complex visual effects functional system. Similar transition took place also in the
production of Microsoft Windows, but there work in text mode (MS-DOS) lasted a relatively
short time, Windows 95/98/2000/ME constituted a hidden sub-system, and in the distribution
of Windows XP its dimension was rudimentary to the entire system. What's more, the
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evolution of Linux is so interesting that in the public consciousness still appears stereotypical
belief that Linux is not for everyone and you have to be a computer scientist to be able to deal
with it. The origins of the system associated with the project Unix (then called Unics) which
was established in 1969, when AT&T Bell Labs by a team composed of Dennis Ritchie, Ken
Thompson, Rudd Canaday and several other developers®. K. Thomson and D. Ritchie for the
first time presented a project for Unix Systems Symposium on Operating Principles in Purdue
University in November 1973°. However, the real system Linux was created in 1991 with the
work of the Finnish science Linus Torvalds who developed the system kernel”. In time Linux
has become a full-scale operating system based on the text interface. Without knowing the
syntax was not possible to operate the system. In addition, you have to know the principle of
operation of the software, because in case of failure of software programs do not ,,tell” what's
the problem. In the initial phase of development of the whole world of the IT system was
designed for enthusiasts rather than unrelated to this industry of ordinary people.

Atlcles ; bash — & X

wrishti fatl# pwd
/1ib/modules/2.6.33.7-desktop-2mnb/kernel/fs/fat
[lootﬁshllshtl fatl# 1s
msdos.ko.gz vfat.ko.gz
ishti fat]# gunzip fat.ko.gz vfat.ko.gz
ot@shrishti fat]# 1s
msdos.ko.gz vfat.ko
@shrishti fat]# insmod vfat.ko
rror inserting 'vfat.ko': -1 Unknown symbol in module
pot@shrishti fat]# dmesg | tdll -3
at: Unknown symbol fat_add entries
: Unknown symbol fat_sync_inode
: Unknown symbol fat_detach
@shrishti fatl]# insmod fat.ko
hrishti fat]# insmod vfat.ko
G i i fat]# lsmod | head -5
Size Used by
8513 0
47218 1 vfat
2271 ©
9891 1 iptable_filter
i fatl# rmmod vfat fat
i fatl# gzip vfat.ko fat.ko
fat]# modprobe vfat
fatl# i

+ B public_htmi - bash | (@ et L Lo - . - ™ LT ] B Atticles bash

Figure 1. The command line (terminal) on Linux. The first distributions have only a text
interface. Retrieved 04.01.2014 from http://www.linuxforu.com/wp-
content/uploads/2010/12/figure_5_linux_module_operations.png.

Really big change was the introduction of Graphical User Interface (GUI), which allows
Linux has become more accessible to novice users. The first work began to Unix in 1984 at
the Massachusetts Institute of Technology (MIT) - a project of X-Window. Then, in 1996,
work started on KDE (Figure 2), while in 1997 the Gnome and Xfce.

5 Unix/Linux history. Retrieved 04.01.2014 from https://digital-domain.net/lug/unix-linux-history.html.
6 McKusick M.K., Twenty Years of Berkeley Unix. From AT&T-Owned to Freely Redistributable. Retrieved
04.01.2014 from http://oreilly.com/catalog/opensources/book/kirkmck.html.
This article based on: DiBona Ch., Ockman S., Stone M., Open Sources. Voices from the Open Source
Revolution. January 1999.
7 Introduction to Linux. Retrieved 04.01.2014 from http://www.tldp.org/LDP/intro-
linux/ntml/sect_ 01 01.html.
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Figure 2. First KDE GUI v1.0 (1998). Retrieved 04.01.2014 from http://sumolari.com/wp-
content/uploads/2009/08/KDE_1.0.jpg.

Subsequent editions of Linux distributions are increasingly filled with graphic elements and
mechanisms to facilitate the user to operate the system. You can even say that the operating
system started to operate in the background while the user only plane on which he can work.
Transparency of the system allowed the user to redirect energy to work using their own tools
(programs). This is undoubtedly good progress. Modern operating systems to the maximum
extent focused on the user (generally for the novice user), because it does not require the
knowledge of IT. The system is designed so that after installing a package of essential
utilities, so that you can immediately use its features to the fullest. In addition, the deployment
of applications and features are intuitive, and most of the processes running in the background
(without the user's knowledge). It looks aesthetically pleasing and functional. However, more
advancgd users would expect the possibility of interference with the "subcutaneous™ the
system®.

(2)  Also downloading and uploading data on the Internet has been simplified. It is based
on Cloud Computing technology, which is a "model allows versatile, convenient, on-demand
network access to a shared pool of configurable computing resources (...), which can quickly
provide and share with minimal effort in terms of management or with minimal interaction
service provider"®. The entire burden of providing IT services is here transferred to the server,
which allows continuous access to data by client computers®®. The architecture of Cloud
Computing presents the picture below (Figure 3).

8 Linux gives you the opportunity, mainly because of the open source license (GNU/GPL). Unfortunately, this
issue belongs to the minority of operating systems.

9 NIST (2009), Krajowy Instytut Standaryzacji i Technologii w Stanach Zjednoczonych; by: Komunikat
Komisji do Parlamentu Europejskiego, Rady, Europejskiego Komitetu Ekonomiczno-Spotecznego i
Komitetu Regionow pt. Wykorzystanie potencjatu chmury obliczeniowej W Europie from day 27.09.2012, p.
3, note 5.

10cf. SmartCloud Enterprise. Moc obliczeniowa na Zzgdanie. Retrieved 04.01.2014 from http://www-
05.ibm.com/pl/cloud/.
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Figure 3. The architecture of Cloud Computing. Retrieved 04.01.2014 from
http://www.manjrasoft.com/images/aneka cloud computing schema.png.

3 Combined with the above issue is to build websites. Initially required a knowledge of
HTML (HyperText Markup Language) (Figure 4) and knowledge about the web browser and
operating system users to adjust the code page to display hardware capabilities by users.

01 </--html code starts here -->

02 <html>

03 <head>

04 <title>Video Library </title>

05 </head>

06

07 <body bgcolor="#DEDEDE">

08

08 <div align="center">

10 <h2>Media Streaming : Video Library Project</h2>
11 <h3>If you are viewing videos from this collection

12 for the first time, please download

13 <a href="http://localhost/videofiles/StreamingMediaP layer.msi”>
14 Streaming Media Player</a>

15 <br />

16 <a href="ums:\\TCP: localhost:5119\videofiles\ hri.mpg">
17 Introduction Human Resource MNanagement</fa>

18 </h3></div>

18 </bhody> </html>

20 <!--html code ends here -->

- Figure 4. HTML code fragment. Retrieved 04.01.2014 from
http://wiki.greenstone.org/lib/exe/fetch.php?cache=&media=en:html_code.jpg.
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Currently, in order to build a website and put it on the Internet does not need to be a computer
scientist. This can be done for each user using simple tools such as Wordpress even. Literally
just a few clicks arises site design, and you can also use ready-made templates. The whole
encoding process is invisible to the user.

4. CONCLUSION

Nowadays, the importance of technology is so pervasive that you can say by M. Castells
about the phenomenon of techno-meritocracy. It is characterized by several distinguishing
features. Firstly, technical discovery related to the programming of computers in a networked
environment is considered to be the highest value. Secondly, it just expertise used to improve
the technical work. This means nothing less than the devaluation of knowledge per se and its
instrumentalization. Rating technical discovery depends on community members,
professionals in the field of network and the Internet. Project coordinators are appointed by
the authorities, which also have control over the resources (basically hardware). Members of
the community can not use the network only for the personal benefit (excluding the
development of their own, which is treated in terms of the common good). However, the most
important feature of techno-meritocracy in terms of Castells is open to the transmission of the
software and any improvements identified through networking. Without this openness of the
community would be completely only individual projects, taking care of special interests and
intensifying competition (cf. Castells 2003, pp. 50-51). Putting together the two above
outlined areas - the importance of information and the simplification - it can be concluded that
in the modern society, the emphasis has not been placed on extensive knowledge, or the
ability of critical and logical thinking. This, what is currently important is the ability to use
information and the ability to make use of modern technology. At the same time the
information is reduced to a kind of "already digested slurry™ (unfortunately not by the user),
which instead of user generate simplified services of the IT industry. To paraphrase McLuhan
aphorism that the medium is the message Castells proposes a new look - the network is the
message. In this vision of the network is understood specifically as a higher way of organizing
social action, regardless of its purpose (Stalder 2012, p 38).
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ABSTRACT

Although Croatia is not an Alps country, around 21% of its surface is 500 meters above sea
level, and it has developed several winter sport destinations. All winter sport destinations
have no more than 30 kilometres of ski trails, and are mostly intended for domestic visitors.
The aim of this paper is twofold. First aim is to discuss the possibilities for development of
winter sports tourism in Croatia, and second is to research into the opinions of domestic
visitors about Croatia’s winter sport destinations. For that purpose, a secondary data
analysis was employed, and a primary research was conducted. A questionnaire was a part of
a broader research conducted to find out characteristics of Croatian skiing market. In total
744 questionnaires were collected, but 291 interviewees stated that they do not go skiing and
were therefore excluded from the analysis. Out of 422 analysed questionnaires, 48% of
interviewees did not visit Croatian ski destinations. The research has shown that the most
important shortcomings of Croatian skiing destinations are their size, lack of snow and poor
quality of trails. Their biggest advantage is their proximity, and skiers are most satisfied with
the quality of skiing schools. The results of this research can certainly help winter sports
destinations improve their position at the market.

Keywords: Croatia, satisfaction level, skiers, winter sport tourism

1. INTRODUCTION

One of the basic characteristics of tourism is its seasonality caused mostly by the fact that
tourists travel during holidays, weekends and their vacation time. As a result, the majority of
tourism travel is generated during summer and/or winter months. Travel during winter season
is generally oriented towards mountain destinations and motivated by sports and physical
recreation-related activities on the snow, mainly, skiing, cross-country skiing, skating, etc.
(Bartoluci, 2004, p. 22). Skiing, namely alpine skiing is truly the most popular form of winter
sports tourism, which is supported by the fact that these destinations are usually referred to as
alps skiing destinations or resorts.

However, snowboarding and some other activities like heli skiing, etc. are also present. These
activities are conducted in winter sports resorts, i.e. the destinations which can be defined as
“geographical, economic and social units consisting of all those firms, organisations,
activities, areas and installations which are intended to serve the specific needs of winter
sports tourists” (according to Bieger, 1996 and WTO, 1993, quoted in Flagestad, Hope, 2001,
p. 449). The development of winter sports tourism is connected with the development of
skiing. Although the traces of the first skies dated back to Stone Age were found in the form
of cave writings in Norway, a great boom in the development of skiing in Europe happened in
1960s. It can be attributed not only to better general conditions (higher purchasing power,
good road infrastructure, and more vacation time) but also to improvement of skiing
equipment (Vrdoljak-Salamon, 2006, p. 243).

The aim of this paper is twofold. First aim is to discuss the possibilities for development of
winter sports tourism in Croatia, and second is to research into the opinions of domestic
visitors about Croatia’s winter sport destinations.
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2. THE DEVELOPMENT OF WINTER SPORTS TOURISM IN CROATIA
The possibilities for the development of winter sports tourism are determined by natural and
geographical conditions, and generally cannot be developed if adequate geomorphological
and climate conditions are not met. Note that we used the term “generally cannot be
developed” since the development of various technologies made it possible to build ski resort
in places that do not have necessary natural or geographical conditions, like for example in
Dubai (see Ski Dubai, 2009). However, this is extremely rare due to significant costs
associated with this type of winter resorts development.
The history of skiing in Croatia dates back to the end of 19" century and the town of Rijeka,
which is actually a maritime town. An engineer Ferdinand Brodbeck brought the first skies to
Rijeka from Vienna in 1885. He founded the first sport association called CAF (tal. Club
AlpinoFiumano) for people who wish to pursue mountaineering and skiing (Vrdoljak-
Salamon, 2006, p. 246). However, Franjo Budar did the first teachings of skiing technique in
Zagreb when he came back from his studies in Stockholm in 1894 (Matkovi¢, Ferencak and
Zvan, 2004, p. 20). Nevertheless, a significant number of years passed before the first
cableways were built. The first infrastructure in the form of cableways was built in 1961 in
Petehovac and in 1965 in Mrkopalj. This actually represents the moment when the
exploitation of the mountains for the purposes of winter sports tourism development began.
Before 1960s mountains were visited mostly during summer months. In general, the
development of tourism in mountain areas of Croatia can be divided in these periods:
o firstly, until 1930s this area was visited because of untouched nature and was mostly
interesting for explorers;
e since 1930 until 1960s this area was used for treating people with pulmonary problems
because of favourable climate;
e finally, in 1960s, snow became dominating resource for further tourism development
(Knezevi¢, 1998, p. 180).
Nowadays in Croatia there are in total about 10 skiing resorts in the areas of Gorski kotar and
Lika. Not one of those ski areas is in the altitude higher than 1500 meters. In addition,
majority of them cannot even be called a resort since some of them only have one skiing trail,
and no additional offer or accommodation capacities. In total, there are about 27 km of trails
for alpine skiing and some 40 km of trails for Nordic skiing. However, this information is not
precise because some skiing places do not give specific information. For example, they
advertise that you can practice Nordic skiing but do not say how many trails there are. It is the
same with information on cableways. According to available data, there are about 19 of them:
12 surface lifts (mostly T-bars, 2 baby lifts) and 6 aerial lifts (chairlifts). Although winter
sports tourism (skiing tourism) is mainly developed in mountain part of Croatia, there are also
two skiing resorts near large cities. The first one, called Sljeme situated at the mountains of
Medvednica in the capital of Croatia — Zagreb. This is where the competition called Snow
Queen (slalom race for women) is held since 2005 and since 2008 the slalom race for men as
well. Platak is skiing place in the mountains of Risnjak and near town Rijeka that is actually
situated at the coastline. This skiing area is mostly used for recreational skiing by the citizens
of the town Rijeka and surrounding area. Some plans that include expansion of skiing trails
and development of new all season resorts do exist, but the future of winter sports tourism in
Croatia does not seem bright. Those plans exist for years and nothing has yet happened. Some
of the reasons are quite objective in their nature. For example, in some areas it is still not safe
to do any building since there is still possibility that bombs from the independence war in
1990s can be found. However, some reasons, such as administrative problems connected with
obtaining licences and incorporating those centres and trails in space plans of towns and
municipalities, should have already been solved, but are not. The question remains whether
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Croatia has adequate geomorphological and climate conditions needed for the development of
winter sports tourism. Well, around 17% of Croatia’s surface is 500 meters above sea level,
but only 4% is above 1000 meters. The highest peak is called Dinara and it is 1831 meters
above sea level (CBS, 2013, p. 42). However “the highest mountains are on the crossings
between continental and maritime parts, which means that maritime conditions often change
the stability of the snow cover (for example, the snow cover at the same altitude in Tatras is
twice as more reliable)” (Knezevi¢, 2003, p. 126). At the same time, “the mean annual air
temperature in Lika ranges from 5°C to 9°C, and in Gorski kotar from 3°C to 11°C. The
lowest annual air temperatures, 2°C to 3°C, occur on the tops of Risnjak, Bjelolasica and
northern Velebit, at altitudes above 1700 m. At the highest meteorological station of Zavizan
(1594 m), the mean annual air temperature is 3.5°C”. (Zaninovi¢, 2008, pp. 29-30) The annual
air temperature reaches its minimum in winter in January (Zaninovi¢, 2008, p. 30). The
number of days with snow cover higher than 1cm in three most important stations can be seen
in Table 1.
Table 1. The number of days with snow cover higher than 1cm

2012 | 2011 | 2010 | 2009 | 2008
Zavizan 148 | 111 | 167 | 164 | 153
Puntijarka (Medvednica) | 86 69 | 116 | 98 71
Parg (Cabar) 74 | 75 | 117 | 75 | 63
Source: CBS (2013, p. 49), CBS (2012, p. 49), CBS (2011, p. 49), CBS (2010, p. 49), CBS
(2009, p. 54)

As can be seen from the table, the number of days with snow cover higher than 1cm very
much differs in five presented years. The winter of 2010 was richest with snow, but the
following winter of 2011 was exactly opposite. It is clear that the snow cover is not stabile.
Finally, the highest inhabited place is called Begovo Razdolje, it is at 1060 meters above sea
level and situated in the mountains of Gorski kotar. However, it only has 48 inhabitants out of
which the majority is older than 55 (66.67%), and 43.75% is older than 65 (CBS, 2014).
Without going into much more detail, based on data concerning skiing infrastructure and
natural resources, it can be concluded that Croatia does not have good prerequisites for greater
development of winter sports tourism. The existing infrastructure is rather poor and climate
conditions do not favour stabile snow cover. The data concerning tourism flows in mountain
areas confirm this statement (see Table 2).

Table 2. Tourist arrivals and nights in mountain resorts (in 000)
2013 | 2012 | 2011 | 2010 | 2009

Arrivals 319 | 299 | 278 | 273 | 273
% of total arrivals 2,6 25 2,4 2,6 25
Overnight stays 509 | 467 | 446 | 430 | 429

% of total overnightstays | 08 | 0,7 | 0,7 | 0,8 | 0,8
Source: CBS (2014a, p. 16)

As can be seen from the Table 2, only a small proportion of tourism flows in Croatia is
generated in mountain resorts: around 2,5% of total arrivals and around 0,7% of nights. On
average, tourists spend around 1,5 days in these parts of Croatia. However, perhaps more
important is data concerning the distribution of tourism traffic by months (see Figures 1 & 2).
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Figure 1. The number of tourist arrivals in mountain resorts by months in 2012
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Figure 2. The number of tourist nights in mountain resorts by months in 2012
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It is obvious that the majority of tourist arrivals and nights in mountain resorts are generated
in summer, and not winter months. It is quite clear that mountain resorts of Croatia are
excursion type of destinations, and represent additional offer during summer months for
tourists spending their vacation at seaside. At the same time, Croatian people are quite a
sporting nation, and skiing is rather popular recreational activity and sport. Each year it is
estimated that more than 100.000 of Croats go for a winter holiday (skiing holiday) and they
mostly go to foreign skiing resorts (most popular countries are Austria, Slovenia and Italy). A
research was conducted in 2009 (see Skori¢, 2010) in order to analyse the characteristics of
winter sport destinations’ domestic visitors and the results are presented in the following
section of the paper.
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3. CHARACTERISTICS AND OPINIONS OF WINTER SPORT DESTINATIONS’
DOMESTIC VISITORS

During winter of 2009 a questionnaire was created and 744 telephone interviews were
conducted. In total, 422 questionnaires were analysed (291 interviewees did not take winter
holidays, and the rest was not properly filled out). The sample was nationally representative
by sex, age and regions (central, northern, eastern, western and southern parts of Croatia). The
questionnaire consisted of 25 questions with 1 eliminating question and 3 filter questions. Of
interest for this paper are interviewees that visited Croatian skiing resorts and their opinions
about visited resorts. Around 52% of interviewees (219) visited Croatia’s winter destinations.
Majority of them are male (58%), are on average 31 years old, have finished high school
(55%), and are employed (53%). As can be seen from Table 3, the majority of interviewees
that visited Croatian skiing destinations characterize themselves as advanced skiers, and only
a small portion of them (13,7%) take winter vacations but do not know how to ski. On
average they skied for about 11,7 seasons. Majority of them ski for about 20 seasons (25
skiers), but there were some interviewees that have been skiing for more than 30 seasons (8
skiers). During the season they usually ski for about 12 days, but at the same time spend
around 6-7 days on their skiing vacation. This only confirms their statement that they visit
Croatian skiing destinations where they usually go skiing for one day during the weekend.
When traveling they prefer to make all the arrangements themselves (60,73%), rather than to
engage the services of a travel agency. Naturally, this means that they get most of their
information regarding the chosen destination from internet (49,77%) or from friends and other
family members (35,62%). They mostly travel with their friends (52,05%) or family
(42,01%), and ski in Austrian destinations. The most popular period for taking skiing
vacations is from 20" December until 15" January, which corresponds with holidays in
Croatia, and time when kids do not go to school.

Table 3. Skiing habits and travel

Advanced skier 35,62 %
Number of ski seasons 11,7
Number of ski days per season 12,4
Number of ski hours per day 55
Period of skiing vacation: 20" December till 15" January | 54,79%
Number of days spent on skiing vacation: 6-7 49,77%
Individual arrangement of their stay 60,73%
Travel with friends 52,05%
Preferred destinations: Austria 30,59%
Source of information: internet 49,77%

Let us know move to the question of domestic skiing destinations. Majority of interviewees
visited skiing destinations near Zagreb called Sljeme (39%), Sljeme and Bjelolasica (21%) or
just Bjelolasica (15%) which is Croatia’s Olympic centre (this centre is not in function since
January 2011 due to a fire that destroyed the main building). Their satisfaction with various
elements of the offer in visited skiing destinations can be seen in Table 4.
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Table 4. Satisfaction with various elements of the offer

Average grade
Quality of skiing schools 3,90
Courtesy of the staff 3,72
Quality of the accommodation capacities 3,19
Safety 3,14
The price of the accommodation capacities 3,00
Possibilities for family vacation (activities for children) 2,96
Maintenance of skiing trails 2,88
Possibilities for other outdoor activities besides skiing 2,78
The quality of cableways 2,63
Possibilities for fun (coffee places, night clubs, etc.) 2,53
The price of skiing tickets 2,44
The size of the skiing trails (number of kilometres and latitude) 2,35
Additional offer (wellness, swimming pools, etc.) 2,06

The grade 5 meant that they were completely satisfied, and grade 1 that they were completely
unsatisfied with element in question. As stated in Table 4, five elements of the offer received
grades higher or equal to 3 which meant that they were neither satisfied nor unsatisfied. Those
elements are quality of skiing schools and courtesy of the staff (i.e. human factors) which
received the highest grades, then quality of accommodation capacities, safety and price of the
accommodation capacities. Although there is room for improvement in five previously
mentioned elements, the ones that received the grades bellow 3, need immediate attention.
This is especially true if we consider what the most important factors when choosing their
skiing destination are, and what the interviewees find to be the most important shortcomings
of Croatian skiing destinations (see Tables 5 and 6).

Table 5. The most important factors when choosing skiing destination

% of answers
The price of the accommodation capacities 50,68
Proximity of the skiing destination 39,27
The size of the skiing trails 38,35
Maintenance of skiing trails 37,89
Enough snow cover 36,53

Table 6. The most important shortcomings of Croatian skiing places

% of answers
Skiing places are too small 61,2
Not enough snow 48
Poorly arranged skiing trails 43
The price of skiing tickets is too high 21
Lack of possibilities for other outdoor sport and recreational activities 11,9
The price of accommodation is too high 10,5
Lack of additional offer (wellness, swimming pools, etc.) 10,5
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It is obvious that the “technical elements of ski resorts” received the lowest satisfaction level,
and are found to be one of the shortcomings of Croatian skiing destinations, and at the same
time, some of those elements are of great importance for skiers when choosing their
destinations (the size and maintenance of skiing trails, durability and quantity of snow cover).
It seems interesting and important to point out that for interviewees that did not visit any of
Croatia’s skiing places, top three reasons are more or less the same as shortcomings identified
by visitors. Those are:

1. not familiar with offer — 37%

2. not enough snow — 30,5%

3. skiing places are too small — 25%.

Finally, the majority of interviewees (87%) find that Croatian ski destinations cannot compete

with foreign ski destinations, and that Croatia does not have a “real” winter tourism centre
(74%).

4. CONCLUSION

Although skiing is rather popular in Croatia and Croatian skiers have achieved considerable
success in various competitions, natural and geographical conditions of a country do not allow
for better development of winter sport tourism, mainly skiing tourism. Maritime and other
conditions (like climate change) often change the level and stability of the snow cover which
makes it very difficult to plan and organize the business in ski destinations. These destinations
tend to be excursion destinations in summer months for tourists visiting seaside resorts.
Research has shown that as much as 48% of Croats that go on a winter holiday did not visit
domestic ski resorts. The main reasons are marketing ones (37% of them are not familiar with
their offer), but “technical” ones as well — they find there is not enough snow (30%) and that
skiing places are too small (25%). If we compare these finding with the opinions of those that
did visit Croatia’s ski destinations we find the conclusions to be more or less the same. The
main identified shortcoming are skiing places are too small (61%), there is not enough snow
(48%) and ski trails are poorly arranged (43%). When asked to grade their level of satisfaction
with various elements of offer in visited ski destinations, the highest grades were attributed to
what can be called “human factor”, i.e. the quality of skiing schools which greatly depends on
ski instructors (3,90) and the courtesy of the staff (3,72). However, as can be expected,
elements identified as main shortcomings received rather low grades. Maintenance of ski
trails was graded with 2,88 and the size of ski trails with 2,35. In order to conduct their
business in a more sound way (financially and organizationally), some changes seem
necessary. It might be advisable for them to become an all year round destinations, since the
majority of their tourist traffic is already being generated in summer months. On the other
hand, winter business needs changes as well. Based on their natural and geographical
conditions, they are better suited for domestic clientele and those just beginning i.e. learning
to ski. Some joint activities with schools to organize ski seminars, as well as some other types
of “nature schools” for children seem logical.
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ABSTRACT

Innovation is identified as a key driver for strengthening of competitiveness and the central
element of today's konowledge-based economy. In EU, it has become one of the priorities
aiming at the modernization of the industrial base. In that sense, this paper is dealing with
innovation projects as a special project category that is getting high attention in innovation
and project management literature and practice. It can be said that quite recently the link
between innovation and projects has come under serious examination, leading to better
understanding of innovation in projects typology. This relation has generated much research
in recent years, showing the importance of this area. Consequently, the goal of the paper is to
give some more insight into concept and special characteristics of innovation projects and
above all, to present one possible classification expanded by some new types of recently
identified innovation categories. So far, conventional typologies have been mostly oriented
towards a product/service/process innovation projects. One of frequently mentioned
categories, not explicitly listed in Oslo Manual classification is that of eco-innovation. It
represents the modern concept in the innovation theory, explaining a remarkable impact of
innovations on the quality of life and environmental protection. Therefore, an overall and
comprehensive innovation project classification should be very important regarding their
clear contribution to economic and social development, as well as industrial and
environmental improvements.

Keywords: Innovation, Innovation project, Classification, Model

1. INTRODUCTION

The ability to innovate is shown to be a vital competency that must be possessed, in order to
build growing, profitable businesses. At the same time, managing innovation is one of the
most difficult processes to guide and shape, being a combination of high risk and high return,
mission-critical importance that makes innovation and innovation management so challenging
(Maital, Seshadri, 2012). It is widely recognized that innovation is one of the key competitive
elements of an enterprise and national economy.

Innovation is often defined as a specific form of change and novelty that enables the company
to gain competitive advantage based on capability to realize successful innovation projects. In
European Commission’s Green Paper on Innovation, innovation is defined as "the renewal
and enlargement of the range of products and services and the associated markets; the
establishment of new methods of production, supply and distribution; the introduction of
changes in management, work organization, and the working conditions and skills of the
workforce" (European Commission, 1995).

It is widely confirmed that innovativeness stands for the central element of knowledge-based
economy, with domination of information-communications technologies - ICT, as a key
strategic dimension bringing completely new ways of communication and business.
Innovations and innovativeness are said to be the basic enterprise development and
competitiveness factors, with increasing importance today, in the age of knowledge-driven
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economy as “directly based on the production, distribution and use of knowledge and
information”, OECD (European Commission, 2004). Innovation is given serious attention in
Europe, starting from the point that EU cannot compete in this new environment unless it
becomes more innovative (http://ec.europa.eu/enterprise/policies-/innovation). In other words,
today’s most developed and technologically advanced economies are actually knowledge-
based, with the innovation as the key success factor (Stosi¢, 2013; Stosi¢ & Milutinovié,
2014).

Since innovation is not a singular event, but a series of activities that are linked in some way
(Trott, 2005), it is significant to emphasize the importance of the relationship between
innovation and project management. While the relationship itself is obviously clear, the
earlier literature rarely finds some concrete definition of the innovation project and it is very
often equated with the innovative design of the new product development project.

Starting from this point, the paper is organized in two main parts, first related to theoretical
framework of innovation and projects, and the second related to suggested classification of
innovation projects according to proposed Oslo Manual typology, and research of selected
authors. The conclusion discusses the key elements mentioned in the paper, and suggests
possibilities for the future research.

2. THEORETICAL FRAMEWORK

The term innovation originates from Latin word innovo (Guest editorial, 2008) which could
be translated as to renew. Today, innovation is commonly accepted concept with a large
number of definitions. “Innovation is not a single action but a total process of interrelated sub
processes. It is not just the conception of a new idea, nor the invention of a new device, nor
the development of a new market. The process is all these things acting in an integrated
fashion” (Trott, 2005).

Bearing in mind the importance of the innovation in economic and social development,
governments have to make a big effort in order to ensure that all the innovation is translated
into new products/services that can be helpful for society. Considering major influence of
economic growth and performance in the globalised economy, the bond between innovation
and economic growth has been well studied. The bond has been examined through influence
of new technologies, new products, new ways of producing goods and delivering services on
enhancement of productivity, job creation and improvement citizens’ quality of life
(Fagerberg, Srholec & Verspagen, 2010; Torun & Cigekei, 2007).

From the theoretical point of view, both project management and innovation management
have evolved over time as two independent disciplines. On the other hand practice showed
just the opposite, namely, the most effective way to manage the life cycle of innovation, from
idea to commercialization, is with the use of project management. Nowadays the term project
is used in a number of different meanings - to signify a group or an organization, to demarcate
a particularly complex transaction, to refer to a visionary plan or idea. The term project
originates from Latin word projicere which means to throw something forward. On the other
hand, innovation is often used to signify something new, either a new product, service or
other output, and/or a new process and method (Guest editorial, 2008).

Taking all this into account, the fact that innovations are mainly developed by applying the
concept of project management is not surprising at all. Moreover, research has pointed out the
difficulties of moving from invention to innovation, from ideas to value creating products i.e.
the process where project management has a very important role (Fillipov, Mooi, 2010).
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At the company level, successful innovation management includes some basic elements
(Stosi¢, 2013):
e defining innovation strategy and coordination with other strategies - business,
technology, marketing, intellectual property;
¢ management and development of innovation models from idea to market;
e management of innovation portfolio (innovation projects);
e stimulating innovation and measurement of innovation performance.

When it comes to innovation classifications issues, lots of them can be found in different
literature, but the most significant is one given in the guidelines for collecting and interpreting
innovation data, well-known in innovation field as the Oslo Manual (2005), saying that
innovation represents the implementation of a new or significantly improved product (good or
service), or process, or a new marketing or organizational method. Having this in mind, there
are four types of innovations (Oslo Manual, 2005):

1. product/service innovations;

2. process innovations;

3. organizational innovations;

4. marketing innovations.

An interesting classification of innovation is that of Henderson and Clark (1990).They
divided innovation in four groups along two dimensions: knowledge of the components and
knowledge of the linkage between them, called architectural knowledge (Figure 1).

High impact on
architectural knowledge
4

Architectural Radical
Innovation Innovation
Low impact on . Highimpact on
component W component
knowledge knowledge
Incremental Modular
Innovation Innovation

b

Lowim pact on architectural
knowedge

Figure 1: Henderson-Clark innovation model (http://innovationzen.com)

When it comes to incremental innovations, they are developed within the existing architecture
and components. Modular innovations require new knowledge connected to components
knowledge, but the architectural knowledge stays the same. As opposite to modular
innovation, architectural innovation has significant influence on knowledge of relationship
between components, but the knowledge of the individual components stays the same. At the
end, when some innovation makes substantial change in both knowledge related to
components and knowledge concerning relationship between the components, it is radical
innovation (Henderson, Clark, 1990).

In today’s literature we can found a “new growth theory” that provides a way to understand
the central role of innovation in advanced economies. In new growth theory, the primary
drivers for economic growth are ideas which generate growth by reorganizing physical goods
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in more efficient and productive ways. The ingredients, such as natural, human, capital
resources, are not as important as the recipes, respectively the ideas about how to connect
ingredients together. The recipes are the product of the innovation process. The new growth
theory represents innovation as the recipe that is composed of four major ingredients
(Collaborative Economics, 2008):
e Expertise - New discoveries, new knowledge, and new insights come from all people who
are given the resources necessary for success.
e Interaction - Face-to-Face is still very important for the exchange of ideas and synergy
that creates new business models, marketing plans, or products.
o Diversity - Ideas will only get better when they are openly discussed and considered by a
mix of people with a variety of research fields, backgrounds, approaches, and mindsets.
e Application - Ideas are useless unless used.

3. INNOVATION PROJECTS - ATYPOLOGY MODEL

By its definition, a project is a temporary endeavor, or a temporary organization with a
specific purpose (Turner, Miiller, 2003). This temporary nature of projects might be in
contrast to functional organization in companies or public institutions where certain functions
are run as continuous processes on a daily basis (Filippov, Mooi, 2010).In order to identify
the right place of innovation projects in different projects typologies, we created our typology
model starting from the Oslo Manual, as well as from research agenda on innovation projects
management by Filippov and Mooi. Some more studies on this subject can also be found,
such as (Entekhabi, Arabshahi, 2012).

Firstly, innovation project revolves around certain criteria, and should include at least one of
them (Filippov, Mooi, 2010):
e aimed at development of an innovative (new) product or service (product or service
innovation);
e employ innovative methods and approaches (process innovation);
e lead to improvement of innovative and learning capabilities of the project executor
(organizational innovation);
e Dbe realized in a close interaction with the project owner (user innovation).

In addition, several characteristics can be taken into account when comparing innovation and
conventional projects (Stosi¢, 2013; Keegan, Turner, 2002):

e as opposite to the conventional projects, innovation projects start with poorly defined and
sometimes ambiguous objectives, which become more specific in the following phases of
the project;

¢ since the failure is one of the possible outcomes, innovation teams are more involved in
management of project risk, in sense of being proactive about it. They must quickly
overcome failures and orient on the new, more attractive options.

e project teams have to be made up of different people among whom exist high level of
confidence (their work does not always result in success);

e ideas presented in innovation projects have to be sold to sponsors (function in project
teams for innovation), which is not characteristics for conventional projects.
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On the following figure the differences between functional and project organized innovation
are displayed.

4 Creation of a
product or service | [nnovation project
which isnew to its | management —
owner, and may | development of a
not be unigue and novel

necessarily ;
TR R product or service

on the market

Project
management

Functional activity | Corporate R&D
in an organisation, | laboratories / public

Functional
organization/ processes

with minor research institutes
improvements
Innovation, Tnnovation,
unique and novel  unique and novel
for yourself for everyone

Figure 2: Positioning of innovation project management(adapted from Filippov, Mooi, 2010)

The horizontal axis shows an intensity of innovation and the vertical the way of organizing
innovation activities (project management, functional organization). The right side of figure
shows the innovations that bring new ideas to the market through new product and services
(high intensity). The left side represents weaker innovations (low intensity), developing new
product or services that are new to the experience of the business entity.
The intersection of these values creates four quadrants: (1) the upper-left quadrant display
projects with low intensity of innovation. It assumes temporary creative effort in order to
develop specific products or services that are not strictly innovative; (2) the lower left
quadrant represent traditional way of organizing and managing business activities, with low
innovation potential or little enhancement that are new only to the company; (3) the lower
right quadrant represents innovation as a continuous functional process, i.e. development of
new products or services in specialized departments in companies, or in specialized public
research institutes (R&D); (4) the last quadrant is related to the innovation project
management, respectively, development of a new product or services using project
management tools and methods.
It should be noted that despite the visibly clear distinction between the four categories, in
reality the borders are fuzzy (Filippov, Mooi, 2010).With regard to uncertainty, it is expected
that the radical innovation is associated with the highest level of technical, organizational and
market uncertainty. This is in contrast with imitation, where a lower degree of uncertainty is
expected. It is useful to take into consideration four levels of uncertainty that can be identified
according to the industrial sector (Table 1):

1. low technological uncertainty for low-tech projects;

2. medium technological uncertainty for medium-tech projects;

3. uncertainty for high-tech projects high technological;

4. super high technological uncertainty for super high-tech projects.

100



Economic and Social Development, 7™ International Scientific Conference, New York City

Table 1: Description of types of innovation projects (Filippov, Mooi, 2010)

“Intensity” of innovation

Imitation

Incremental innovation

Radical innovation

A temporary
endeavor undertaken
to create a product or
service, new to the
customer / owner, but
already existing

A temporary

endeavor undertaken

to create a product or
service, as a substantial
improvement of products
or services

A temporary
endeavor undertaken
to create a unique
product or service,
absolutely unique on

somewhere on the already existing on the the market

market market
Project goals Objectives Clearly defined More vague and
Uncertainties Lower level Medium level Higher level

Reverse engineering Improvements in

Breakthrough R&D in

S High-tech of an a_dvanced existing high-tech advanced high-tech

8 technological product products

(2]

= Imitation in low-tech

= sectors, low value _ . . . i

2| Low-tech added, minimum Slight improvement in Radical change in low-tech
£ low-tech products products

learning and
innovative potential

It should be interesting to point out the significance of the filed in Table 1, named reverse
engineering, considering that overall economic growth and success of the southeast countries
are based on imitation and high technology.

Characteristics, such as the budget of the project or constraints in the form of time, cost,
quality and scope, are not possible to generalize for a particular group of projects. In other
words, imitation can have a bigger budget than radical innovation project, and vice versa.
Consequently, it is very important to classify innovation given that classification provides
models for determination, identification and articulation of knowledge related to a variety of
innovations. For the purpose of this paper, we start from the position of innovation projects in
overall projects classification model given by Filippov and Mooi as in Figure 3.

/S
. Projects |
N y
(" Innovation ) (" Conventional )
\___ Projects ) \___ Projects )
(" Technology \ [~ N ( New Plroducts ( ! h
J Proiect \ JResearch Projects\ \ Devel t J \ Other IP \
L rojects ) L ) \_ Development ) S )

Figure 3: Classification of projects (Filippov, Mooi, 2010).

In line with previously stated, all projects can be separated into two major groups - innovation
and conventional projects. Conventional projects include the most frequently executed ones
connected to infrastructure, construction, operation, etc.

When it comes to innovation projects, a few project categories are distinguished: technology
projects, research projects, new product development projects and other IP.
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This approach has been further developed by (Entekhabi, Arabshahi, 2012), introducing one
more level of hierarchy (given in brackets):

e technology projects (low-technology, medium-technology, high-technology, super high
technology);

e research projects (exploratory research, constructive research, empirical research);

e new product development (advanced development projects, breakthrough development
projects, platform or next generation development projects, derivative development
projects).

Technology projects become important when the activities of R&D are presented as R&D
projects. Classification of technology projects is based on the level of technology uncertainty
at the time of initiation of the project (Entekhabi, Arabshahi, 2012). Research projects are
defined as scientific research of theories and hypotheses. They represent scientific studies that
require large capital investments, but also expected to provide significant results. These
projects produce knowledge which can be formally represented in the form of models,
patterns and patents. The innovation project class covers several project categories: new
product/service development, new process development, new marketing methods
development, new organizational methods development and eco-innovation projects.

New product development (NPD) is associated with introduction of product which is
completely new or significantly improved, considering its features and purpose. Such
innovation may include breakthrough technologies or can combination of existing
technologies with new application. Substantial product innovation can be defined as product
whose intended use, performance characteristics, properties, characteristics of design or use of
materials/components, differs significantly compared to previously implemented product
(Stosi¢, 2013). Service innovation becomes very important category, because services stand
for the most significant economic factor in most developing countries and wider. Taking
service characteristics into consideration is necessary (intangibility, simultaneity,
heterogeneity, perishability), because services cannot be examined before use such as
products, they are used simultaneously, vary from one implementation to another within a
certain category and cannot be stored (Leich, Gokduman, Baaken, 2010). Process innovation
suggests adoption of new or significantly improved production methods. These methods
encompass change in equipment, software, techniques, in production organization, or in all
this fields together. Essential element of the process innovation is the reduction of costs per
unit of output or process time reduction (Stosi¢, 2013; Davenport, 1993). The organizational
innovation represents implementation of new organizational method in business practice,
organization of working environment or external relations. Marketing innovation, firstly
introduced by latest Oslo Manual (2005), presents implementation of new marketing method,
which includes significant changes in product design and packaging, positioning, promotion
and price. Eco-innovation is the contemporary concept connected to changes toward more
sustainable economic and social models. Eco-innovation is defined as the introduction of any
new or significantly improved product (good or service), process, organizational change or
marketing solution that reduces the use of natural resources (including materials, energy,
water, and land) and decreases the release of harmful substances across the life-cycle (EIO,
2013). The aim of our research is to determine the possible position of innovation projects
together with indicating their specific categories. According to the aforementioned, we
propose a model of possible project typology, combining previous approaches and Oslo
standard (Figure 4). Second level stays unchanged, including two large project categories -
innovation projects and conventional projects, while innovation projects are decomposed in
line with Oslo typology, expanded by one specific subclass of innovation projects regarding
eco-innovation.
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Figure 4: An extended projects classification model

As for further decomposition of this particular subclass, we have adopted elements of the
latest classification (level 4, Figure 4) reported by European Commission and Eco-innovation
observatory (2013).

Eco-innovation products include both goods and services, with their minimized impact on the
environment. Eco-innovation processes are aiming to reduce material use, lower risk and
costs. Their main purposes are substitution of harmful inputs during production process and
optimization of production process. Organizational eco-innovations represent introduction of
organizational methods and management systems for dealing with environmental issues in
production and products. Marketing eco-innovations consider changes in product design and
packaging, product placement and pricing, looking for techniques that can be used for
pursuing people to buy, use or implement eco-innovations. Social eco-innovations request for
humans to be an integral element to any discussion on resource exploitation involving the
creative potential of society. System eco-innovations are about series of associated
innovations that improve or create entirely new systems with reduced environmental impact
(EIO, 2013).

4. CONSLUSION

Having in mind the overall importance and influence of innovation on economic and social
development and other spheres of life, on job creation, improvement of citizens’ quality of
life, it is important to clarify the proper place of innovation management, especially
innovation projects. In view of aforementioned, this paper addresses some basic elements of
the large innovation management field, with the key focus on innovation projects typology.
With the intention to identify the right place of innovation projects in different projects
typologies, we created our typology model considering Oslo Manual typology, as well as
typology given by Filippov and Mooi and some other authors. On the third hierarchical level
we introduced eco-innovation projects, introducing them as the new category in this model. It
is important to observe eco-innovation projects as particular innovation projects category,
bearing in mind that every venture in today’s world is in some way connected to
environmental protection.
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ABSTRACT
The article was devoted to the most important theme, which is taken up not only in Europe but
also in the world. The modern concept of financial policy, which is applied in various
countries, among others, in Poland, the United States and Europe, is characterised by the
difference, but it has to lead to one goal of economic development. Two different concepts
that were applied by the United States of America and the European Union have similar
indirect aims, but the approach of achieving them differs. The policy of the United States of
America consists in the additional printing of money, while the European Union policy is
based on signing the fiscal pact, according to which the European Union countries can not
bear too high costs. They even restrict expenditure and stabilise public finances as well as
save money and search for other sources of income.
In the thesis, the research on various stages of dealing with the economic crisis, as well as the
application of counteracting the economic crisis were made. Moreover, two different
financial policies, applied in the United States of America, the European Union and Poland,
and their impact on the Gross Domestic Product, were compared. The impact of the applied
financial policies on the financial results was examined. Furthermore, the ratios of inflation,
unemployment, industrial production and current turnover, were analysed. Additionally, the
evolution of the commodity prices and the exchange rate on the two sides of the Ocean,
during the use of various financial policies in America and Europe were compared.
The research aims to approximate which of the applied financial policies is more effective,
how it affects the financial results that should be achieved with its application, what an
impact it has on the inhabitants of a given region, and if it is characterised by the
effectiveness in counteracting the crisis and even results in the economic growth. The
research period that was emphasised in the thesis relates to the period of 01.2004-06.2014.
The research was conducted analysing the selected economic data of the United States of
America, the European Union and Poland.
Keywords: crisis, financial policy, Gross Domestic Product, inflation, interest rates

1. INTRODUCTION

A financial policy is an activity of an entity which, with the use of financial tools, strives for
the previously set objectives. It is mostly assumed that the financial policy is a domain of the
country due to the fact that the entities other than the country do not have full sovereignty in
relation to financial matters, such as the creation of money, determining interest rates, tax
rates, etc. According to this approach, it is possible to say that the financial policy expresses
the ability to collect and spend public funds for the implementation of social and economic
objectives. In other words, it is a conscious activity of organs and institutions of the country
which consists of determining an objective of its activity and optimal solutions (means) to
achieve these objectives. These activities include: preparing, planning and conducting of
money operations of any type, and then the implementation of these operations and a final
record and analysis of the course of similar operations in the future. In turn, among the
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objectives of financial policy, it is possible to distinguish: strategic (overriding) or staple
(secondary), short or long term, and also related to collecting (liabilities) or spending (assets).
They must also meet the following criteria: feasibility, consistency, clarity and acceptability.
The financial policy of a country may be divided into fiscal and budgetary policy being
developed by the government, as well as monetary policy, which the central bank is
responsible for, and which includes monetary and exchange rate policies.

The universal goals of financial policy and its functions should be mentioned.

The universal objectives of financial policy include:

e economic growth - the GDP growth in real terms,

« creation of new jobs,

 stabilisation of the economy - reduction of fluctuations of the business cycle,
e competitiveness of the economy,

 retaining the real value of money,

 internal safety of the system,

« external safety of the system,

The functions of financial policy include:

e supporting macroeconomic stability of the economy,
 increasing the efficiency of the economy,

« taking care of preserving the social justice.

The financial policy of the United States of America as well as Europe and Poland is slowly
evening out and heading for the same direction, however, a previous period demonstrates that
it differed on the approach, such as printing much money in the USA, and reduction of
finances, expenditure, in Europe.

2. STRATEGIES FOR A MORE DIRECT INFLATION TARGET

In the literature, it is possible to find a few strategies of the inflation target. It can be

concluded that central banks had begun to implement the strategy before it was analysed.

There is a lack of one universal model.

However, there are certain patterns and keywords of the direct inflation target strategy:

e regarding the price stability as an overriding objective of the monetary policy,

e taking into account a number of economic indexes, as well as forecasts of inflation in the
process of decision making,

e apublic announcement of the numerical target for inflation,

e democratic accountability of central banks allows the central bank's settlement of the
implementation of established objectives.

Therefore, a strategy of the direct inflation target constitutes an important element in the
financial policies of countries, not only of the European Union but also of the world, because
the economy of all countries is dependant on each other even in case of the currency
exchange, or import and export (Chen, 2009, pp. 3-23).

3. MONETARY POLICY OF THE USA

The monetary policy of the USA stopped the financial collapse in 2008, and the fiscal
simulation enabled to overcome the recession in 2009. However, it should be noted that the
economic revival is very slow. In 2004, the fiscal policy does not have a negative impact on
growth. Before the FED decided to modify its monetary policy by the introduction of the
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inflation target, it had long been considered if the benefits on this account would be connected

with the price stability, that is with greater reliability of the financial policy. Many

emphasised that the introduction of the inflation target (Mishkin F.) would guarantee keeping

of the price stability. Others postulated (Bernanke B.) that the introduction of inflation target

was associated with uncertainty related to the desired level of inflation by FED, and at the

same time, uncertainty connected with the future monetary policy which increased uncertainty

in the economy and financial markets (Bernanke, 2004, pp. 168-169).

However, in January 2012, The U.S. Central Bank (Federal Reserve System) changed the

monetary policy, which includes:

e the definition of inflation target,

e the start of publication of individual assessments of the Federal Open Market Committee
(FOMC) members on the future interest rate of the FED funds,

e the publication of the FOMC assessments regarding long-term nominal interest balance in
the United States.

Consequently, the idea that the inflation rate in a longer period is primarily determined by the
monetary policy began to be promoted. In this case, FOMC is able to determine the desired
level of inflation on the time horizon. So the inflation at 2.0%, measured by the PCE deflator
(household consumption expenditure) is the most consistent in the longer term with the FED
mandate. It promotes the stability of prices and moderate long-term interest rates, and also
facilitates conducting the full employment policy.

Thus, defining the inflation target at 2.0% in a longer period, FOMC used the term "longer
run goal for inflation”, and not as it was previously "inflation target" related to the direct
inflation target strategy (Rjrock, 2012).

Therefore, it can be concluded that FED joined a group of central banks which base their
monetary policy on the strategy of direct inflation target.

In the United States of America, the Federal Reserve System Mandate does not assume the
primacy of target of the price stability to other objectives recorded in it, so this mandate is not
hierarchical. It is also crucial to remember that all central banks apply the strategy of direct
inflation target, and in their case, it is the primacy of this objective (McCully, 2007).

In accordance with the documentation, the Federal Reserve System includes at least two
elements, such as full employment and a stable level of prices. In my opinion, we will never
achieve the full employment in every economy, however, the stable level of prices should
stimulate the economy to grow. The stability of prices is a primary goal of the United States.
The scope of the mandate of the Federal Reserve System, whether in literature, or in the
economists' statements reveals the duality of the FED mandate (dual mandate), that are, as it
was previously mentioned, two objectives of the monetary policy of the country, and thus full
employment and prices’ stability. However, the lack of indication of the primary objective
related to the prices’ stability makes it impossible to identify the United States as a country, in
which the direct policy of inflation target is executed. Despite of this fact and the policy
conducted in this way, | would classify the United States of America to the "fully-fledged
inflation targeters” group, just as Australia and Canada, which do not have the hierarchical
mandates, and which are in this group (Mishkin, 2004, pp. 117-127).

Thus, FOMC states that the full employment is determined by the factors of a non-monetary
character, which change over time and are not directly measurable.

According to the above interpretation, it is important to add that the Federal Reserve System
refers to the inflation measured by the PCE deflator, and adopts the target of 2% in a longer
period. However, all central banks execute the strategy of direct inflation target, defining their
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objective in relation to the CPI consumption prices index and execute this objective in the
medium period of time.

In the United States of America, FED adopted the PCE deflator as a size, which the inflation
target makes reference to. It was justified by the fact that unlike the CPI index, the PCE index
takes into consideration changes in the structure of consumption and is more significant for
households because it covers all expenditure on the health care and is not distorted by the
contractual rents, which are important in CPI, and do not constitute expenditure of the
households (Freedman, 2009, pp. 27-29). In contrast to the group of central banks, FED does
not publish a path of the future interest rate, but the point assessments of the "FED funds"
rate, which are formulated by the individual FOMC members. The FOMC members assess
the long-term balance rate, which other central banks do not do. In the United States, FED, by
buying assets and providing banks with capital, contributes to printing much money, which is
appropriate in the financial policy because it is not detrimental for the society and does not set
the frenetic pace of belt-tightening within the society, and contributes to slow recovery from
the crisis and stable economic growth.

4. MONETARY POLICY OF THE EUROPEAN UNION

The European Union has the many-year financial frameworks, also referred to as the financial

perspectives, which are an expression of a political agreement on the European Union's

financial priorities. These are inter-institutional agreements between the European Union

Council, the European Parliament and the European Commission. The primary objective of

the adopted financial perspective is to maintain discipline in expenditure made from the

general budget of the EU. The financial economy of the European Union is conducted within

the framework of the EU general budget and extra-budgetary funds including, among others,

the European Development Fund and the loans granted by the European Investment Bank.

National budgets are a tool to redistribute a significant part of GDP, and the expenditure

effected by the general budget of the EU account for about 1% of the European Union's GDP.

The revenues of the general budget of the European Union come from the so-called own

resources, which according to the treaty provisions and secondary legislation automatically

influence the EU budget, without the necessity of making any additional decisions by

authorities of the member states (Stawinski, 2011, pp. 120-147).

Four major sources of the own resources may be distinguished (Ostaszewski, 2010, pp. 356-

357):

1. Agricultural fees relate to the import of agricultural products, and fees for production and
storage of sugar.

2. Duties collected on imports from third countries on the basis of the common customs
tariff,

3. The income from the value added tax, VAT,

4. The income related to the participation of each member state in the European Union's
gross national income.

In fact, the European Union should be based on four pillars, such as:
e integrated financial framework (banking union),

e integrated budgetary framework

e integrated economic policy,

e ensuring the necessary democratic legitimacy.

In the face of such assurances, the European Central Bank, applying the monetary policy and
supervisory function, should watch over the financial situation that exists in the whole
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European Union. In common with the United States of America, the main priority is the
prices’ stability, however, the responsibility that was transferred to the European Central
Bank also applies to the financial stability. The European Central Bank quickly responds to
the financial turbulence by the use of non-standard monetary policy instruments within its
political system's limits. Then, the quantitative easing policy was applied. However, the so-
called belt-tightening, introduced within the European Union, does not have a great impact on
the society. It is significant for the financial policy and brings results in a macroeconomic
form, but the consequences can be large because the society pays the price for such policy
with the excessive depletion and financial belt-tightening.

5. POLISH FINANCIAL POLICY

The stable financial system in Poland strongly supports the implementation of the main

objectives of the central bank, such as maintaining a stable price level, thereby creating the

foundation for achieving long-term economic growth.

The stability of the financial system in Poland is understood as a condition in which the

system fulfils its functions in a continuous and efficient way, even in case of unexpected and

adverse disturbances on a significant scale. The disturbances of the financial system work and
efficiency of the financial intermediation services adversely affect the situation of companies
and households. Therefore, leading central banks, including NBP, perform analyses and
research in this field and publish reports on the stability. The aim of these activities is to
strengthen the stability of the financial system by providing information about risk factors for
the stability, and assessment of the resilience of the financial system to disturbances.

Dissemination of this knowledge is to promote the financial stability, among others, due to

better understanding of the scale and scope of risk in the financial system. In this way, the

possibility of spontaneous adjustment of the financial market participants' behaviours, taking
too much risk, without the necessity of interference of public entities in the market

mechanisms, increases (Grostal, 2011, pp. 3-6).

The financial system in Poland is stable. The surrounding condition of Polish economy is the

most important risk factor for the stability of the domestic financial system. The resistance of

Polish financial system to the turbulence in the European Union or world's economy is high

due to good financial condition of the banking sector. Perspectives of the relatively average

rate of economic growth and a continuing debt crisis in the euro zone result from the global
economic growth, trade and currency exchange, because Poland is not yet in the Monetary

Union. The economic growth in Poland should occur in the second half of 2014 and in 2015.

However, only in 2015, the employment will increase and the unemployment rate will

decrease.

The mandate of the National Bank of Poland on the stability of the financial system is

contained in both, the national and EU regulations. In addition to the primary objective of

maintaining prices’ stability, one of the tasks of the NBP is to promote the stability of the
domestic financial system.

In Poland, like in the United States of America, the Monetary Policy Council and FED have a

significant impact on the economy.

The Monetary Policy Council (Zalozenia polityki pienigznej na rok 2014, 2013):

o establishes annual monetary policy guidelines and submits them to the Sejm (the lower
chamber of the Polish parliament), with the submitting of a draft of the budget act by the
Council of Ministers at the same time.

e submits a report on the execution of monetary policy to the Sejm within five months after
the end of the financial year,

o determines the amount of the NBP interest rates,
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« establishes the rules and the banks' statutory reserve rates

o determines upper limits of the obligations resulting from taking loans by NBP in the
foreign banking and financial institutions,

« approves the NBP financial plan and report on the NBP activities,

« accepts the annual financial report of NBP,

« establishes principles of the open market operations.

The differences between the NBP and FED strategies should also be presented.

Table 1: The NBP and FED strategies
(own development based on the NBP and FED data, 2014)

Name Poland the United States of America
objectives NBP — maintaining the price FED — full employment, prices
stability while promoting the stability and moderate, long-term
economic policy of the interest rates

Government, unless it limits the
basic objective of NBP

Objective level 2.5% 2.0%

Date of the 2004 2012

objective's
adoption

Establishing Party The Monetary Policy Council Federal Open Market Committee

Measure of The CPI indexes The PCE indexes

inflation
Time Average period Longer period

Thus, similarities and differences, which occur in both systems of the United States of
America and Poland, are visible. In Poland, as well as in the United States of America, the
financial policy was based on the maintenance of a stable price level but in the United States
of America, the full employment is determined dually.

In Poland, the level of target does not differ much more, it is about 2.5%, however, in the
United States of America, it is only half a percent less, that is 2.0%. It is similarly established
by the Bodies like the Monetary Policy Council and FED. However, it is crucial to notice the
differences which are the measure of inflation that is the CPI index in Poland and the PCE
index in the United States of America. | believe that the PCE index is a better index of the
inflation measure because it accurately represents the value of inflation, does not distort it,
and allows for changes in the consumption structure, which is more significant for
households. In turn, the average period of application seems to be more accurate, because
nowadays, changes taking place in the world of finances should be taken into account
regularly.

6. THE MOST IMPORTANT FINANCIAL INDEXES IN THE UNITED STATES OF
AMERICA, IN THE EUROPEAN UNION AND IN POLAND IN 2004-2014
SUBJECTED TO THE COMPARATIVE ANALYSIS

The research was conducted by the comparative analysis over time. The most important
indexes include base interest rates, inflation, GDP and unemployment (Bureau of Labor
Statistics, 2014; Narodowy Bank Polski, 2014).

Interest rates in the United States are at a very low level of 0.25% and have maintained as
such since 2008, while interest rates of the Euro Zone are 0.15%, which is the lowest rate. In
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Poland, the interest rate is 2.5%, but it should be noted that Poland is not yet within the
monetary union. However, at such low rates held for several years in the United States of
America and in Europe, the economic recovery should take place in the coming years, starting
from 2014 (figure 1).
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Figure 1: The interest rate in percentage in 2004 - 06.2014 in the USA, the EU and
Poland(development based on the NBP, FED and ECB data, 2014)
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Figure 2: The inflation in percentage in 2004 - 06.2014 in the USA, the EU and Poland (own
development based on the NBP, FED and ECB data, 2014)

Inflation in the United States is currently 1.8% and is the highest in comparison to the Euro
Zone or Poland. It is 0.6% in the Euro Zone and Poland. This low inflation in all studied
countries and Euro Zone below 5.0% should stimulate the economic growth, which also
confirms that it should occur since 2014. The highest inflation might be observed during the
crisis in 2008 in Poland and Euro Zone, while in the United States, the inflation was the
lowest in this period (figure 2).

Gross Domestic Product shows that in the Euro Zone and Poland, with such low inflation, the
economic growth is possible and other factors contribute to this growth. This is reflected in
the GDP in June 2014 and estimated at the end of 2014 in the range of 2.5% - 3.7%.
However, in the United States of America, with such low interest rates, and such low
inflation, it is possible to notice that problems with the achievement of the positive GDP still
occur. Currently, at the beginning of 2014, they were estimated at 1.0% (figure 3).
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Figure 3: GDP in percentage in 2004 - 06.2014 in the USA, the EU and Poland (own
development based on the NBP, FED and ECB data, 2014)
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Unemployment in the United States of America is the lowest because the applied financial
policy treats the citizens of the country more liberal (figure 4).
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Figure 4: Unemployment in percentage in 2004 - 06.2014 in the USA, the EU and Poland
(own development based on the NBP, FED and ECB data, 2014)

There is no financial belt-tightening here but printing money, so to speak. In this case, society
loses less, but the country must control the budget. Consequently, unemployment here
amounts to 6.0%, while in the Euro Zone more than 10.0%, and in Poland even 12.0%, which
is twice the value in comparison to the USA. However, in the European Union, the emphasis
is put on the expenditure and charging the society with the financial policy, that is noticeable
because of limits of the expenditure, introduction of new taxes or increase of the existing
ones. However, the final user or the society loses because of it.

7. CONCLUSION

In the research, the inflation, unemployment, interest rate and GDP indexes were used. The
research covered the period from 2004 to 2014. Research shows that having regard to
different approach systems to the monetary policy and the direct inflation target strategy in
the United States of America as well as the Euro Zone, including Poland, it is possible to
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notice the similarities in activities and results in a form of indexes, such as inflation or interest
rates. The result of it is that each of the mentioned systems has the same objective to keep the
price stability, which is very crucial in both American and European zone.

However, analysing the GDP and unemployment indexes, significant differences can be seen.
It refers to the somewhat different financial policy conducted in the United States of America,
related to printing money and buying bonds, which shows that these are favourable conditions
for the society and the operation does not lead to the stratification and depletion (low
unemployment), while in the Euro Zone and Poland, there is the proverbial financial belt-
tightening, reduction of expenditure, the increase and introduction of new taxes in order to
stabilise the budget and its enlargement. According to the author, both applied financial
policies are correct and efficient. It is impossible to introduce an ideal order in economics and
finances because it will never be possible to eliminate unemployment or to reduce inflation to
zero, or to keep interest rates at very low levels because the accumulation will not be
profitable then. However, too high interest rates may pose a threat to the economic growth.
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ABSTRACT

The present study aims to analyze labor migration from Romania starting with 2005 until
present, the causes and effects of this phenomenon on short and medium term. The labor force
mobility is a component of contemporary society and equally adjustment tool imbalances in
labor markets. The dynamics of labor force mobility in Europe has been determined,
basically, by the political events from 1989. After the falling of the communist regime in
Romania, our country has faced the phenomenon of population migration and, implicitly, of
labor work mobility. The migration is still happening nowadays, but the intensity of migration
is no longer as strong as it was 10 years ago. Also, this study will present the measures taken
on the national level to counteract the migration phenomenon in Romania. Have these
measures failed to achieve their goal? The study will also analyze the problem of the
unemployment insurance, especially the costs incurred in terms of retraining and professional
reconversion of free movement of goods, persons and capital open with the accession of
Romania to the EU's economic and social valences. The study conclusions propose a set of
measures that each state should take to balance retraining costs of unemployment segment, a
mutual fund in this regard, so that countries with lower economic potential should not be
forced to bear much of these expenses.
Chapters:

1. The analysis of the migration phenomenon from 2002 to present. Causes and effects

2. Retraining programs of the Romanian labor force from 2005 to present

3. Demand and offer on the labor force market in Romania compared to EU

4. Conclusion

Keywords: labor force, migration, social protection system, unemployment insurance,
unemployment retraining.

1. INTRODUCTION

Every month, an important fraction of the population moves from one economic activity to
another. Some are laid off and must seek work, or they quit to take new jobs; young people
leave school and look for work; workers leave the labor force because of disability or duties at
home. The continual process of turnovers seems to be the characteristic of the modern
economy that distinguishes it from those of other developed countries, where the experience
of individual workers appears to be much more stable over time. Worker mobility plays a
critical role in market economies. Because the job of any market is to promote voluntary
exchange, society relies on the free movement of workers among employers to allocate labor
in a way that achieves maximum satisfaction for both workers and consumers. The flow
(either actual or threatened) of workers from lower-paying to higher-paying jobs, for example,
is what forces firms that are paying below-equilibrium wages to increase their wage offers.
The existence of compensating wage differentials, to take another example, also depends on
the ability of informed workers to exercise choice among employment opportunities in the
search for enhanced utility. Mobility, however, is costly. Workers must take time to seek out
information on other jobs, and for at least some workers, job search is most efficient if they
quit their current job first (to look for work in a new geographic area, for example). Migration
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represents both an opportunity and a challenge. While well-managed migration may foster
progress and welfare in origin- as well as destination countries, its mismanagement may put
social cohesion, security and national sovereignty at risk. Sound policy-making on migration
and related matters must be based on knowledge, but the construction of knowledge must in
turn address policy priorities. Because migration is rapidly evolving, knowledge thereof needs
to be constantly updated. Given that migration links each individual country with the rest of
the world, its study requires innovative cooperation between scholars around the world.

2. CHAPTER I - The analysis of the migration phenomenon from 2002 to present.
Causes and effects

Migrants are presumably more concerned about turnover in the labor market and would be
expected to pay much more attention to the rates at which hiring for new jobs is taking place,
currently-employed workers are losing or leaving their jobs, and the like. Furthermore, these
turnover variables are likely to be more sensitive indicators of differences in labor market
conditions than is the unemployment rate. Finally, recent labor market research has found that
the disaggregation of labor market information into component flows is helpful in
understanding the unemployment experiences of different labor force subgroups at different
points in time. Since migration is also influenced in an important way by anticipated
accessions and separations of workers and jobs, similar gains in understanding might be
expected by treating migration in terms of labor turnover. For all these reasons, the
unemployment rate may not be the best guide to employment conditions in alternative labor
markets from the point of view of potential labor force migrants, and measures of labor
turnover would appear preferable. The types of turnover variables used in this study are the
rates of new hires and layoffs in each labor market.

Table 1: Rezident population and number of emigrants (millions of persons)**

Year 2002 2003 2004| 2005 2006 2007 2008| 2009 2010, 2011 2012 2013
Rezident population 21,83 21,63 21,52 21,38/ 21,26 21,13 20,64 20,44 20,29| 20,2 20,1 20,02
Net value - -0,2| -0,11] -0,14| -0,12 -0,13 -0,49 -0,2| -0,15| -0,09 -0,1| -0,08
Emigrants 1,06 1,15 1,18 1,27 1,35 1,44 1,92 2,14 2,231 2,29 2,34 2,34
Net value - 0,09 0,03 0,09 0,08 0,09 0,48 0,22 0,09 0,06 0,05 0

Table 2: Rezident population and number of emigrants*
Rezident population and number of emigrants (millions of persons)

4

2002 2003 2004 2008 2006 2007 2008 2008 2010 2011 2012 2013
[ Rezident populationat 1 Jan [ Emigrants at 1 Jan

Y http://www.insse.ro/cms/ro
12 http://www.insse.ro/cms/ro
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We can easily observe from the table above that the number of population is decreasing and
the main cause of this decrease is the external migration and the low rate of births registered
year by year. Until 2005, the total number of emigrants was 1.27 million. In 2013, the number
of emigrants reaches the total of 2.34 million of persons that chose to leave the country. The
main cause of the massive migration phenomenon was Romania’s accession to the European
Union. The Romanian labor force was finally accepted with full rights among the other EU
states. In 2007, the sociologists were sure that we will witness to a huge exodus of the
Romanian labor force to EU well developed countries. These expectations weren’t fully
materialized for 2007 and the net value of the Romanian emigrants was 0.9 million of
individuals (a very low value comparing with the specialists expectations). The explication is
that the cause of peoples migration wasn’t a political one, as it was in 1990, the cause was
mainly economical. The economical safety of a well-paid job was the main reason of the
Romanian labor force migration. The Romanian people that migrated in 2007 in the EU
countries had never worked before into another country and they were at their first experience
of this kind. Regarding the big number of migrants from 2008 — 0.48 million of people — we
can observe that they were influenced by the success of their predecessors (in 2007). Not all
the 0.48 migrants from 2008 found a job in the country were they migrated and we are talking
here about the segment of people 16-64 years. Although for the well-developed EU countries
2008 was the starting year of the economic crisis, this fact wasn’t an influencing factor for the
migration from 2009 (0.22 million of people migrated in 2009). There is a big possibility that
a largest share of migrants from 2009 to be represented by the children of people that
migrated in 2007 and 2008. It can be easily observed from the statistic that starting with 2010
the migration tendency is decreasing, so the number of Romanian migrants to EU “adoptive”
countries is as it follows: 0.09 million in 2010, 0.06 million in 2011 and 0.05 million of
migrants in 2012. The decreasing of Romanian labor force migration is basically determined
by the effects of the economic crisis on the “adoptive” countries, and I am referring here to
their entrance in the recession, low productivity, layoffs, lack of new jobs on the market).

3. CHAPTER Il - Retraining programs of the Romanian labor force from 2005 to
present

A number of measures have recently been undertaken to address the difficult labor market
situation of young people. While the law on apprenticeship in the workplace was amended,
the results of its implementation are rather modest and could be further improved by
providing incentives to employers to hire apprentices. Moreover, the Romanian authorities
financed programs dedicated to improving young people’s entrepreneurial skills and helping
young entrepreneurs to set up microenterprises. The government is currently preparing the
National Plan for Youth Employment, which is a starting point for the introduction of the
Youth Guarantee. The measures focus on improving the entrepreneurial culture among youth
and support Small and Medium Enterprises, as well as on adapting education and vocational
training to the labor market needs. To facilitate youth transition from school to labor market,
the plan proposes various measures, such as: granting mobility bonuses and job subsidies,
offering professional guidance and entrepreneurship counseling, business stimulation,
supporting apprenticeships, higher graduates’ traineeships, developing partnerships between
schools, universities, companies and other organizations, and monitoring the labor market
insertion of young graduates. The plan's effectiveness may benefit from improved
coordination and partnership across policy fields for ensuring quality jobs, apprenticeships
and traineeships. Better targeted employment measures and services to young people could
help improving their labor market integration. The European Social Fund will remain the
main source of funding for youth employment policies, in particular through the support of
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the EU Youth Employment Initiative, which should deliver measures targeted to young
people not in employment, education or training. Weak labor market participation continues
to be a challenge for Romania. The insufficient institutional capacity and low quality and
coverage of the national employment services, an inadequate level of basic skills acquired
during compulsory education and a high early school leaving rate, the persistent mismatch
between the qualifications offered by the education sector and the requirements of the labor
market, difficult transitions from school to work, a low rate of participation in life-long
learning and education for adults and the underinvestment by businesses in continuous
vocational training are all likely to have a negative impact on employment. Poverty reduction
continues to present another major challenge. People in Romania are the second most likely to
be at risk of poverty or social exclusion and suffer severe material deprivation rates that are
almost twice the EU average. Access to healthcare for disadvantaged people continues to be
an issue, as does the quality of services provided. Mismatches between skills and labor market
demands are characteristic of a large proportion of vocational and tertiary education, with the
poor level of vocational skills being a specific challenge. There are a number of national
program that aim to improve vocational training but the overall vocational training system
remains largely embryonic. Completing upper-secondary general or vocational education is a
prerequisite for skilled employment and access to higher education. The employment rate of
recent graduates has declined further during the economic crisis and is well below the EU
average. This situation reflects, at least in part, a significant mismatch between the education
offered by universities and the needs of the labor market. The links between higher education
and business could be strengthened through the inclusion in the university curricula, in
addition to core competencies, of critical skills needed for a knowledge-based economy, such
as entrepreneurship as well as transversal skills like communication, marketing and
management. For the 20-24 age groups, 29.4 % of tertiary graduates were unemployed in
2011compared to 22.9 % of secondary graduates. Attracting more students from lower-
income families, particularly those from rural areas, to higher education remains an important
challenge. While the legal framework on adult training has been reformed, adult participation
in lifelong learning remains stagnant at very low levels (1.6 % in 2011), significantly lower
than the EU average (8.9 %). Participation rates are particularly low among low-skilled
adults. According to CEDEFOP — European Centre for the Development of Vocational
Training — skill forecasts, Romania will have a deficit of medium and high-level skills by
2020. Initiatives to strengthen the national qualification framework and to encourage the
recognition of informal learning would facilitate labor mobility. Romania lacks an adequate
skills forecasting system which could provide better guidance to individuals and to industry as
to the future needs of the labor market but a lifelong learning strategy that has been long
delayed is currently under preparation.’* Some measures have been adopted to tackle low
agricultural productivity and under employment in agriculture but further efforts are needed.
The European Agricultural Fund for Rural Development continues to be the main EU source
of funding to tackle these challenges. Using this fund, the government has taken measures
aimed at diversifying of economic activities in rural areas such as by investing in non-
agricultural activities and the tertiary sector. The fund is also used for the modernization of
the agricultural sector, including through investment support to increase competitiveness of
farms and food processing businesses and to help young farmers set up semi-subsistence
holdings that offer the potential to develop into viable market-based farm businesses.
However, underdeveloped services in rural areas and poor quality infrastructure are impeding

3COMMISSION STAFF WORKING DOCUMENT — Assessment of the 2013 national reform program and
convergence program for ROMANIA, Brussels, 29.5.2013 SWD(2013) 373 final, p. 20-21
(http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home)
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other economic activities and the creation of alternative employment opportunities. Continued
investments and upgrading of skills in agriculture as well as provision of new skills for ex-
farmers are needed so as to turn semi-subsistence employment into steady-income
employment, and to exploit agro-food sector’s potential as a competitive and sustainable
engine of growth.**

Table 3: Persons who attend vocational training courses™

Persoane cuprinse in pregatire / Persons attending training

din care: s-au incadrat in activitate / of wich: employed in activity

2006

2007

2008

2009

2010

201

2006

2007

2008

2009

2010

201

Total

65031

64093

59703

44347

39987

54751

of which:

Unemployed

55931

53651

50622

41306

37979

52788

Persons who benefit of free

vocational training services

5452

6007

5307

1346

825

1014

Persons who do not benefit of free

vocational training services

3648

4435

3774

1695

1183

949

Accomplished their training in organized courses:

54906

45731

44490

36586

30692

50906

24819

21891

8924

5894

6713

6713

Unemployed who attended courses financed

from unemployment insurance budget

33215

26601

25241

24910

23480

33713

10567

6387

4818

3369

5008

5008

Unemployed who attended courses

organized from other funds

1630

1432

2258

911

1702

10210

217

244

236

74

141

141

Persons who benefit of free

vocational training services financed

from unemployment insurance budget

3359

3531

3504

659

413

608

Persons beginning the training

in the previous year

13169

11942

11643

9035

4297

5776

13975

15260

3870

2451

1564

1564

At the request of interested natural persons

3280

2016

1513

960

601

506

At the request of the economic operators

253

209

331

1M

199

93

Under training (on going courses)

3508

12910

9912

4533

6391

9848

Interrupted the training !

5150

3508

3681

2301

1406

2180

The professional training and retraining courses play the adopting role for new retrained labor
force on the labor force market and can influence the labor force migration to other EU
member countries.

The influence of retraining courses can have two ways of action:

a) The decrease of the migration phenomenon in Romania by retraining the labor force
according to the employers offers on the market and has as result the immediate
employing on the available jobs on the market;

b) The increasing of the migration phenomenon — when the retraining of the labor force is
not efficient and it’s not adapting to the economy demand from a certain moment.

There is also another interpretation of this increasing — starting with Romania’s accession to

the European Union, the retraining programs available in our country were required by EU

Commission without taking into account the existing profile of the labor offer generated by

the Romanian employers or the possibility that through the harmonization of the job types on

European level to create discrepancies between the Romanian activities and the ones from

other countries from EU. For example, until 2007, a young farmer was able to create and

manage his activity in agriculture by founding a family association (F.A.) without prior
authorization. After 2007, the same young farmer, although he had the necessary knowledge
obtained by knowledge transfer from his parents or other experienced persons, he is forced to

“COMMISSION STAFF WORKING DOCUMENT — Assessment of the 2013 national reform program and
convergence program for ROMANIA, Brussels, 29.5.2013 SWD(2013) 373 final, p. 15-18
(http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home)

%5 http://www.insse.ro/cms/ro/content/anuarul-statistic-2012
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take some training courses necessary for the self-employment process. There is a big question
that occurs in this case. If the retraining courses taken by the young farmer included also
classes about handling the farm machineries, classes about new planting and harvesting
techniques and he didn’t had in his farm this type of agricultural equipment, we have to ask
ourselves: to whom were these courses useful? It’s quite obvious that these courses don’t have
practicability on individual level, being necessary within each household for an appropriate
technical capital. On a European level there are a lot of researches regarding the quality of the
Romanian labor force and the fact that the majority of the Romanian emigrants looking for a
job in EU states members are not well trained professionally and educationally. The
professional training and retraining has a well determined role: reducing the bad training
tendencies for the Romanian labor force with new knowledge in accordance with the labor
force market tendencies from the entire EU space. As we can observe from the statistical
table, 65.031 people were engaged in training programs in 2006 and 54.906 of these people
were able to finish the training courses. We have an abandonment rate of 15, 57%. In the
following years there is a decreasing of the number of people engaged in training courses, so
in 2010 we have 39.987 people with an abandonment rate of 23, 24 %. Basically, for the
2006 — 2010 period of time, Romania is facing with a descending trend of people engaged in
professional training courses directly correlated with an increasing trend of people that choose
to emigrate from Romania. The explanation of this fact is given by the low number of
employed people after they finished the training courses. If in 2006 the employment rate was
45, 2 %, in 2010 the employment rate was registered with 21, 87 % percentage. Although
people were finishing training courses in order to find a new job, the labor force wasn’t able
to find his utility on the Romanian market and they preferred to migrate in other EU countries.
I will analyze now some important statistic data, relevant for my study. In 2011, Romania had
a number of 33.713 unemployed people that have been engaged in retraining programs
financed by the state budget and a number of 10.210 people that have been engaged in
retraining courses financed from other sources than the state budget, and | am referring here
to EU funds. The employment rate of unemployed people that have taken retraining courses
financed by the Romanian state budget was 14, 85%, a rate that is far exceeding the
employment rate of those people who had taken retraining courses financed with European
funding — 1, 38%. This statistic data demonstrate us the bad management of the European
funding allocated to professional retraining programs in Romania. A bad management of the
received funds and sometimes a fraud committing management can only lead to an image
degradation of the Romanian labor force market. There is another case when the retraining
programs financed by the European Union do not respond to the labor force market demand,
but this is a hard to believe case.

4. CHAPTER 111 - Demand and offer on the labor force market in Romania

Further measures to promote longer working lives need to be undertaken, as older workers
have a high potential for growth. An entrenched culture of early retirement, notably for
women, as also indicated by the employment rates for older workers and the duration of
working lives, which are among the lowest in the EU, is a key reason for low benefits. Going
beyond the 2011 pension reform, Romania is currently rolling out a number of fiscal
incentives for the employment of older workers but labor market measures to promote longer
working lives are too few and too isolated to deliver the necessary change in working and
retirement practices. A comprehensive active ageing strategy to facilitate longer working lives
could enhance synergies between the different current initiatives and would complement
efforts on lifelong learning, career guidance policies and good age management in work
places.
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Table 4: Registered unemployed and unemployment rate (end of year 2011)*

Total someri / Total unemployed Din care: femei / Of which: women
2006 2007 2008 2009 2010 2011 2006 2007 2008 2009 2010 2011
Total 460495 367838 403441 709383 626960 461013 191449 166626 187228| 302124 264401 203677
Recipients of unemployment benefit 166657 121389 143549 435497 329639 182538 74997 60513 73039 188457 142429 89604
Primary, secondary, vocational 106112 74249 86056 262026 178728 83576 40821 31588 37599] 93100 60638 33101
High school and post high school 49359 37781 44650 131855 110052 71017 27714 23210 20213 71697 57710 38622
University 11186 9359 12843 41616 40859 27945 6462 5715 8227] 23660 24081 17881
Recipients of support allowance
Primary, secondary, vocational
High school and post high school
University
Beneficiaries of compensatory payments
according to G.P.0. no. 98/1999 176 121 - - 1 - 51 32
Primary, secondary, vocational 83 64 - - 1 - 17 8
High school and post high school 79 48 - - - - 30 21
University 14 9 - - - - 4 3
Unpaid unemployed 293662 246328 259892 273886) 297320 278475 116401 106081 114189] 113667 121972 114073
Primary, secondary, vocational 263613 216027 225848 240969 262874 237689 100505 89325 94153 97407 103748 93817
High school and post high school 23759 23884 26169 24497 25536 0011 12289 12987 15087 11282 12891 13964
University 290 6417 7875 8420 8910 0775 3607 3769 4949 4978 5333 6292
Unemployment rate (%) 52 4,0 44 78 7,0 52 4,6 3.9 44 71 6,3 49

The fourth table presented here highlights the connection between the active population and

the number of emigrants that determines the unemployment rate.

1. In 2006 the unemployment rate was 5, 2 % with a total number of unemployed people of
460.495 from which 166.657 receive unemployment benefits. The rest of 293.662 doesn’t
receive the benefits and doesn’t get any kind of material support from anybody. They are
the perfect profile of possible emigrants looking for a job in other EU countries.

2. Due to the economic growth, in 2007 the unemployment rate decreased to 4,0 %, a
decreasing of 1,2 percentage points in terms of a decrease of unemployed people with
20,12% compared with 2006.

3. When the economic crisis started in the EU, the Romanian unemployment rate was 4,4 %
in 2008 due to an aggressive migration phenomenon. The fear of not having a job and
stable revenue lead to a mass migration as we can see in the statistic of the first table (in
2008 Romania had 0, 48 millions of emigrants).

4. The degradation of the Romanian economy was also reflected by the 7,8 %
unemployment rate for 2009 and the migration phenomenon is still happening, but not at
the same big rates as in 2008.

5. Based on certain legal measures taken by the Romanian Government regarding the
unemployment reducing, we can identify for 2011 a 5, 2 % unemployment rate — a 1,8
percentage points decreasing rate.

We are tempted to believe that the legal measures taken by our Government were pure

economic, by helping the employers to create new jobs in the labor force market or by

supporting the labor force by reducing the taxes for the revenue and encouraging the
consumption. On a micro economic level, things were not quite the same. In 2011, based on
the existence of a black market labor force acknowledged by the Romanian Government, they
adopted a Governmental Decision no. 500/ 27.05.2011 and a Labor Code modification, which
states severe conditions for the employers regarding punishments if they are encouraging the
black market labor force. Thus, employing a person without legal forms is being punished
with 11.000 Lei fine (around 2.500 Euro) and for more than five individuals employed
without legal forms the punishment was the imprisonment because it was considered

'8 http://www.insse.ro/cms/ro/content/anuarul-statistic-2012
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delinquency. According to the statistical data from the National Institute of Statistic, in 2011
the unemployment rate was 5.2 %, so we can consider that this measures that changed the
Romanian Labor Code had the role to decrease the unemployment rate on a national level.

5. CONCLUSION

Education and training play a major role in the migration decisions of children and poor
people but are easily overlooked. Indeed migration and education often go hand-in hand.
Although migration can lead, in a few cases, to children dropping out of school, it is more
common for migration to facilitate investment in education, either in the place of origin or of
destination. The labor force migration phenomenon will continue to exist for a long time in
Romania. As long as there will be discrepancies between the average salary on economy, bad
conditions for the labor force, the low level of unemployment benefits in Romania compared
to the ones existing in the EU well-developed countries the wish to emigrate of the Romanian
labor force will always exist. Let’s take for example, according to the Romanian National
Institute of Statistic, the medium gross salary in 2010 was 1.024 Lei and in 2011 the gross
salary was 1.044 Lei. In both cases, reported to the Lei/Euro exchange rate from 2010 (1
Euro= 4.20 Lei) and for 201 (1 Euro= 4.23 Lei), we can conclude that the medium gross
salary is not bigger than 250 Euro/month (2.905 Euro annual salary).'” Having these
conditions, who can still believe that, regardless the specialization or the retraining taken, this
salary is enough for a decent living in Romania when the costs per month for food, energy
and personal care are the same as they are in other EU countries. The low number of
unemployed people reintegrated on the labor force market after they took a retraining course
indicate us the fact that the courses that they followed does not correspond to the labor force
market offer from the Romanian economy. This situation requires a new analysis of the labor
force market offer and its correlation with new professional retraining courses. For the
moment, in Romania there aren’t enough professional schools. This is a cause of a very low
number of applicants that are willing to take professional retraining courses. The
preconception is that the person who follows such kind of classes is a person with a low
intellectual level and that his professional future is compromised. The bad choosing of a
proper high school is the cause of the low number of teenagers that are graduating the high
school. These young people will become the new Romanian unemployed people due to the
lack of a skill diploma and they will be unable to take university courses.

LITERATURE

1. Romanian National Institute of Statistic, http://www.insse.ro/cms/ro/content/anuarul-
statistic-2012

2. COMMISSION STAFF WORKING DOCUMENT - Assessment of the 2013 national
reform program and convergence program for ROMANIA, Brussels, 29.5.2013
SWD(2013) 373 final

3. Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/

ACKNOWLEDGEMENT: The achievement of this study was possible with the support of the
program Performance and Excellency in Doctoral and Postdoctoral Research in Economic
Sciences from Romania, contract no. POSDRU/159/1.5/S/142115, a project co-financed from
The European Social Fund through the Operational Sectorial Program in Human Resources
Developing 2007-2013.

*khkkkkikk

7 http://www.insse.ro/cms/ro/content/anuarul-statistic-2012

121



Economic and Social Development, 7™ International Scientific Conference, New York City

PREDICTING INDICATORS AT SMALL SCALE USING ENTROPY
ECONOMETRICS

Rosa Bernardini Papalia
Department of Statistical Sciences, University of Bologna, Italy
rossella.bernardini@unibo.it

Esteban Fernandez-Vazquez
University of Oviedo, Spain
evazquez@uniovi.es

ABSTRACT

Statistical information for empirical analysis is very frequently available at a higher level of
aggregation than it would be desired. Economic and social indicators by income classes, for
example, are not always available for cross-country comparisons, and this problem
aggravates when the geographical area of interest is sub-national (regions). In this paper we
propose entropy-based methodologies that use all available information at each level of
aggregation even if it is incomplete. This type of estimators have been studied before in the
field of Ecological Inference. This research is related to a classical problem in geographical
analysis called to modifiable area unit problem, where spatial data disaggregation may give
inaccurate results due to spatial heterogeneity in the explanatory variables. An empirical
application to Spanish data is also presented.

Keywords: Disaggregated regional data, distributionally weighted regression, generalized
Ccross entropy.

1. INTRODUCTION

One relatively frequent limitation for empirical economics is the lack of data available at an
appropriate spatial scale. Although the target, in principle, would be to work at a smaller
geographical scale, the non-availability of geographically disaggregated information usually
limits the conclusions of the analysis at an aggregate level. There is a growing need to
produce economic and social indicators at a disaggregate geographic scale and this kind of
information has become a focus of recent academic enquiry and planning policy concerns. In
this paper we propose entropy-based methodologies that use all available information at each
level of aggregation even if it is incomplete. This type of estimators have been studied before
in the field of Ecological Inference (EI) (see Judge et al., 2004; Fernandez-Vazquez et al.,
2013, Peteers and Chasco, 2006; Bernardini Papalia, 2013, Bernardini Papalia et al., 2013).
Generally speaking, El is the process of estimating disaggregated information from data
reported at aggregate level. The foundations of El were introduced in the seminal works by
Duncan and Davis (1953) and Goodman (1953), whose techniques were the most prominent
in the field for more than forty years, although the work of King (1997) supposed a
substantial development by proposing a methodology that reconciled and extended previously
adopted approaches.

Within the set of techniques used for EI problems,*® the estimation procedures based on
entropy econometrics are gaining weight. Recent applications can be found in Judge et al.
(2004), Peeters and Chasco (2006) or Bernardini Papalia (2010). This research is related to a
classical problem in geographical analysis called to modifiable area unit problem, where
spatial data disaggregation may give inaccurate results due to spatial heterogeneity in the
explanatory variables. On this background, our proposal is to address within an IT framework

18 An extensive survey of recent contributions to the field can be found in King, Rosen and Tanner (2004).
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the research question of how to exploit all the available aggregate information in order to
improve the estimation of disaggregated economic/social indicators. In such a situation, we
propose to approach the EI problem by using distributional data to estimate a weighted
regression that will be estimated by Generalized Cross Entropy. The proposed estimators
present the advantages to produce disaggregated indicators by balancing the costs and errors
of the disaggregation for a study area of interest. The methods also account for spatial effects
of data autocorrelation and heterogeneity. Autocorrelation is where certain variables included
in the model as determinants are related in space, and hence violate traditional statistical
independence assumptions, and heterogeneity is where the associationss between variables
change across space. The proposed estimators present the advantages to produce
disaggregated indicators by balancing the costs and errors of the disaggregation for a study
area of interest. The methods also account for spatial effects of data autocorrelation and
heterogeneity. Autocorrelation is where certain variables included in the model as
determinants are related in space, and hence violate traditional statistical independence
assumptions, and heterogeneity is where the associationss between variables change across
space. The paper is divided into five further sections. The next section presents the estimation
of disaggregated data in terms of a Distributionally Weighted Regression (DWR). The use of
entropy econometrics in the context of DWR estimators that account for parameter
heterogeneity is presented in section three. Section four evaluates the performance of this type
of estimators by means of a numerical simulation under several scenarios. Section four
presents an empirical application with Spanish data. The last section presents the main
conclusions and possible further lines of research.

2. DISTRIBUTIONALLY WEIGHTED REGRESSION: AN OVERVIEW

Consider a geographical area that can be divided into i = 1,..,T smaller spatial sub-areas.
Further to this geographical division, suppose that there is another dimension on which we
would like to observe some variable or indicator. Consider that this second dimension is the
classification into j = 1, ..., K different classes (for example, population classified by income,
age, etc.). The objective of the estimation problem would be to recover the values of the
variable disaggregated by sub-areas and by classes, from aggregate information. *°

We start by paying attention to some indicator of interest which is observable at the level of
the i = 1,...,T geographical areas, y;.. In the context of a DWR, y;. is usually defined as a
weighted sum of the latent indicators y;;, i. e.:

K
Vi. = Zyugl], vi=1,..,T (1)
=

where 6;; stands for the observable weights given to class j in area i defined as population
shares:

0ij = Nij/N;. (2

Being N;. = 5'(=1 N;;. In DWR, the relations between the (latent) disaggregated indicators y;;
and the (observable) aggregates y;. are only contained in equation (1). However, other
possible relations between disaggregate and aggregate information could be observable as
well.

19 Judge et al. (2004) suggested the use of information-based estimation techniques for EI problems, although in
a different context (the estimation of individual voters’ behavior from aggregate election data).

123



Economic and Social Development, 7™ International Scientific Conference, New York City

Sometimes, aggregate indicators across the i geographical areas for each one of the j classes
are available as well and they could be incorporated to the estimation process. Consider the
aggregate indicator y.; defined as:

T
i=1

where 7,; stands for the observable weights given to the area i in class j defined now as
population shares:

nij = Nij/N,; (4)

where N.; = ¥/, N;;. Note that the additional information considered here are just the K
aggregates defined in equation (3), since the weights 7;; are, by definition, observable if the
6;; weights are observable too.

Next, the values for the unobservable indicators y;; are modeled as functions of H observable
explanatory variables for the class j in each area i (X;;, which can include a specific intercept
for each class j in area i) and R aggregate covariates observable at the level of thei =1, ..., T

geographical areas (Z;). Assuming a linear relation between the indicator of interest and the
covariates, but without loss of generality, this function is defined as:

_ VH R
Yij = 2ijh=1BijnXijn T Xir=1YirZir t & (5)

where B;; and y; are the vectors with the parameters to be estimated and ¢;; is a residual.?’

3. ENTROPY ECONOMETRICS

The estimation of DWR models like (5) can be based on the use of Entropy Econometrics
(EE) for estimating linear models. Generally speaking, EE techniques are used to recover
unknown probability distributions of random variables that can take M different known
values. The estimate p of the unknown probability distribution p must be as similar as
possible to an appropriate a priori distribution q, constrained by the observed data.
Specifically, the Cross-Entropy (CE) procedure estimates p by minimizing the Kullback-
Leibler divergence D(pllq) (Kullback, 1959):

M

MinD@la) = ) pin () ©
p o~ qdm
The divergence D (p||q) measures the dissimilarity of the distributions p and q. This measure
reaches its minimum (zero) when p and q are identical and its minimum is reached when no
constrains are imposed. If some information (for example, observations on the variable) is
available, each piece of information will lead to an update of the a priori distribution q. When
q is set as uniform (a situation without a priori information to favour some of the results),
minimizing () is equivalent to maximizing the Shannon’s entropy:
M

Max H(p) = ~ z Pm (D) (7)

m=1
And the CE procedure is turned into a Maximum-Entropy (ME) problem.
The same underlying idea can be applied for estimating the parameters of general linear
models, which leads us to the so-called Generalized Cross Entropy (GCE). The point of

20 Note that in this specification the parameters are allowed to vary across the T areas and K classes.
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departure consists in assuming the parameters to be estimated (B;; and y;) as discrete random
variables that can take values considered in some supporting vectors with M > 2 possible
values (namely, b® and b?) with respective unknown probabilities p# and p?. The & errors
are treated in terms of a discrete random variable with unknown probability distribution as
well. The uncertainty about the realizations of these errors is introduced in the problem by
considering each element &;; as a discrete random variable with L > 2 possible outcomes,
contained in a supporting vector v' = {v, ..., 0, ..., v, }. The unknown probability distribution
for the support vectors will be denoted as w.

In general, the support spaces for parameters and errors are constructed as discrete, bounded
entities, but it is possible to construct unbounded and continuous supports within the same
framework (Golan, Judge and Miller, 1996). The support points in vectors b® and bY for the
parameters are chosen on the basis of some a priori information®’. However, such knowledge
is not always available, and symmetric parameter supports around zero are generally used in
the presence of scarce prior information about each parameter. The set of possible values for
the &;; errors in vector v’ are usually assumed to be symmetric (—v; = v;) and centered on
zero. With regard to the bounds in this support vector for the errors, the “three-sigma rule”
can be used (Golan, 1996). This rule implies to set as upper and lower bounds + three times
the standard deviation of the dependent variable in a regression model, which in this case is
the observable indicator y;.. The a priori distribution for the parameters (namely, g and qY)
and the error (w?), without any additional prior information, can be naturally set as uniform
and the GCE solution reduces to the Generalized Maximum Entropy (GME) one.

Under a GCE framework, the full distribution of each parameter and each error (within their
support spaces) is simultaneously estimated under minimal distributional assumptions, by
means of the following program:

H T K M pﬁ
| b
Min D@, p"wllaf,q7,w") = DO Piﬁjhml"< ; m) *

— ] o - q
h=11i=1 j=1m=1 h
R T K M y ' T ]K mL w v (8)
>0 tn (B X5 i ()
r=1i=1 j=1m=1 Tirm i=1j=11=1 il
Subject to
M M L
B — Yy _ =1
Pijhm = Pirm = Wi = L
m=1 m=1 =1 9)
vi=1,..,T;vVj=1,..,K; YVh=1,..,H; Vr=1,...,,R
K H M L
_ B .
Yii = Z Z Z Pijnm l]hmxl] ht Z Z plrm lrleT + Z Wijlvl] QU’ (10)
j=1Lh=1m=1 r=1m=1 =1
vi=1,..,T

In the case that only the aggregate indicators considered in (2) are available, the sample
information is contained in (10).

If, additionally, aggregate information across the T areas for each one of the K classes is
available as in (3), the following additional constrain can be included in the GCE program:

2! The choice of M, and the choice of continuous support spaces and different priors, is discussed in Golan,
Judge and Miller, (1996).
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H M L
Z Z ijhm l]hmxl] h + Z Z ple leZlT + Z Wijlvl] T]l_]l (11)
h=1m= =1

r=1m=1

Vi=1,..K

Once estimated the coefficients in (5), the estimates of the indicators for each class j in each
area i will be given by:

Pij = X n=1 BijnXijn + Tir=1 VirZiy + & (12)
The optimal solutions depend on the prior out-of-sample information (the a priori
distributions and supporting vectors), the data in (10) and (11) and the normalization
constrains in (9), which should be found by means of numerical optimization techniques.

4. ANUMERICAL SIMULATION

In this section we try to find some empirical evidences, by means of some numerical
simulations, on the comparative performance of the DWR estimator to recover a set of (T X
K) disaggregated latent indicators. The point of departure of the experiment is the unknown
elements of a target matrix, which are drawn from a log-normal distribution with mean 10 and
standard deviation 2. The choice of a log-normal to simulate the target variable is motivated
because economic variables like income or productivity often follow this distribution. Once
these values are generated, they are divided by the (observable) corresponding population
totals N;; to obtain the y;; indicators.

As usual in DWR estimation, regressors to explain the y;; indicators should be available. In
order to keep our simulation as simple as possible, we first consider that only one
disaggregated regressor x;; is assumed observable. The disaggregated regressor x;; contains
some imperfect information on the target indicators. To reflect this idea, in the experiment the
elements of the (T x K) matrix X have been generated in the following way:

XU =yl]+uU, Vi = 1,,T, V]= 1,,K (13)
Where u~N(0, ayl-j) and o is a scalar that adjusts the variability of this noise making it
proportional to the respective element y;; and it has been set to 0.1. In this context, the latent
indicators will be modeled by means of a simple linear regression like:

Vij = aij + Bijxij + &; (14)

Being a;; an area and class-specific intercept. Additionally, an aggregate regressor z; is
incorporated into the model, being the values of this aggregate indicator generated in a similar
way, where:

Zi =Y. + €i; Vi = 1, ,T (15)
Where e~N(0,0y;.) and o is the same scalar previously defined. In such a case, the DWR
model to estimate is:

Vij = @i + Bijxij +Vizi + &; (16)

The parameters in (14) and (16) will be estimated by the GCE program described in equations
(8) to (11) with equal supporting vectors for all them (-100 ,0, 100) with M = 3. For the error
terms, again the support with L = 3 values has been chosen applying the three-sigma rule
with uniform a priori weights. The a priori probability distributions taken for the coefficients
are uniform as well, so the CGE estimation is equivalent to a GME program.

Two different scenarios with various levels of available aggregate information will be
assumed: i) the usual situation where only aggregates for each one the i areas y;. =
Zle yij0;; are known and ii) an alternative scenario where, additionally, aggregates for each

jclass y.; = T 1Yijn;; are observable as well.
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In the experiment we evaluate the performance of the DWR modeling with and without the
additional constrain considered in (11) under different scenarios. Six different dimensions of
the target matrix have been considered in the experiment. The six types of matrices reflect
several situations with different number of regions (T) and classes (K). For example, in
matrices 1, 2 and 3, the number of geographical areas is small (T = 20), whereas in cases 4, 5
and 6 more geographical areas are considered (T = 200). In each one of these simulated
scenarios several possibilities for the number of classes (K) have been considered: namely 2,
4 and 8. In each one of the twelve resulting scenarios 1,000 trials have been carried out and
the average of two measures of error have been computed: the root of the mean squared error
(RMSE), and the weighted absolute percentage error (WAPE). Table 1 summarizes the
results.
Tablel: Results of the numerical experiments (1,000 replications)

Matrix 1 Matrix 2 Matrix 3 Matrix 4 Matrix 5 Matrix 6
(20 x 2) (20 x 4) (20 x 8) (200 x 2) (200 x 4) (200 x 8)
WAPE RMSE WAPE RMSE WAPE RMSE | WAPE RMSE WAPE RMSE WAPE RMSE
DWR 1046 120.24 1436 123.85 2377 20969 | 806 7529 1181 11652 21.93 209.65
One
regressor DWR with
additional 622 5535 983 7585 1659 12368 | 7.74 7502 1132 10301 2126 203.32
information
DWR 518 4793 1264 117.13 2274 20567 | 6.73 6665 9.84 9611 2138 207.32
Two
regressors DWR with
additional 512 4428 868 7439 1575 12033 | 673 6662 919 8376 20.73 200.86
information

5. EMPIRICAL APPLICATION

Complementarily to the numerical simulation carried out in the previous section, the two
approaches are tested in an empirical application using a data set for Spain. Spain is
administratively divided into 50 provinces for which official data on gross value added by
industry (classified into 5 different sectors) are regularly published in the Regional Accounts
by the National Statistical Institute (INE). However, the provincial and sectoral aggregates are
available much sooner than the disaggregated information, whereas the disaggregated data by
industry and province are made public with a time lag of several years. In this context, it
would be interesting the application of an estimation procedure that produce disaggregated
values quicker than the official ones. The empirical application will be conducted taking as
reference year 2005. The target variable is the distribution of GVA per unit of labor by
province and industry (now we aim at a latent indicator-target instead of a level-target). The
industry aggregates are assumed as observable, as well as additional information required to
define the weights 6;;. Specifically, for weights we use that data on labor units (thousands of
workers) by industry and province in year 2005. This is a realistic situation, given that the
Spanish Labor Force Survey (EPA) publishes estimates of labor by industry and province
with quarterly and annual frequency. With all this information the DWR equation has been
estimated by means of GME. Tables 2 and 3 compare the results with the actual values by
obtaining the absolute percentage error. Table 2 reports the average absolute deviations in
percentage over the aggregate GVA by province, whereas Table 3 shows the same average
deviation measures in relative terms to the industry aggregates.? As a first indicator of the

22 The results are weighted averages where each province and industry is weighted by their
number of workers.
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accuracy of the DWR technique, the average absolute error in the estimation of value added
per worker is approximately 16%. The general trend that can be observed is that the errors
obtained are concentrated in the agriculture and energy activities, and they diminish for the
industries with a major share in the economic structure in Spain (manufacturing and services).
In terms of variability in the error of the DWR approach across sectors, the biggest provinces
in terms of population presented deviation that are above the average error (with the exception
of Madrid and Valencia).

Table2: Absolute percentage errors by province (real GDP vs. Estimates)

Province GCE | DWR | Province GCE | DWR
Albacete 9.33 14.26 | Jaén 5.47 9.19

Alicante 2.59 11.90 | Leén 2.74 16.65
Almeria 11.90 | 12.06 | Lerida 4.18 12.43
Alava 6.44 | 826 | Lugo 11.70 | 13.45
Asturias 0.78 13.30 | Madrid 1.08 12.60
Avila 21.68 | 13.93 | Malaga 1111 | 1244
Badajoz 12.91 | 12.42 | Murcia 1.59 15.51
Bal. Islands | 10.00 | 14.02 | Navarra 7.46 10.75
Barcelona 2.20 12.18 | Orense 8.82 10.44
Vizcaya 2.74 11.99 | Palencia 11.21 | 12.06
Burgos 9.84 7.90 Las Palmas | 10.34 | 12.65
Caceres 19.37 | 10.74 | Pontevedra | 1.87 11.93
Cadiz 2.59 14.30 | Rioja 6.21 17.31

Cantabria 242 10.40 | Salamanca | 8.10 10.90
Castellon 3.60 11.34 | Tenerife 9.53 11.05
Ciudad Real | 12.27 | 15.47 | Segovia 15.59 | 15.71

Cérdoba 3.60 | 837 Sevilla 2.62 13.59
Corufia 1.66 11.48 | Soria 27.56 | 11.27
Cuenca 17.00 | 13.02 | Tarragona 5.38 10.05
Gipuzcoa 10.95 | 7.95 Teruel 19.71 | 9.08

Gerona 4.48 12.00 | Toledo 6.79 15.05
Granada 12.19 | 14.07 | Valencia 0.76 13.50
Guadalajara | 14.85 | 9.74 Valladolid | 5.79 11.67
Huelva 4.43 17.66 | Zamora 19.97 | 14.54
Huesca 8.52 12.25 | Zaragoza 3.78 12.59

Average percentage abs. error DWR = 12.35

Table3:Absolute percentage errors by industry (real GVA vs. Estimates)

Industry DWR
Energy and manufacturing 8.17
Construction 17.14
Commerce, trade and transport and communic. services | 6.61
Financial, insurance and real estate services 15.12
Non-market services 14.71

Average percentage abs. error DWR = 12.35

6. FINAL REMARKS

In this paper a distributionally weighted regressions (DWR) Entropy-based approach to
Ecological Inference is formulated in presence of spatial heterogeneity throughout simulation
experiments and a real data application. If compared to the traditional EI problem
formulations, our approach is remarkably different and presents two distinctive differences in
terms of model formulation: (i) spatial heterogeneity of parameters and (ii) data contraints for
available aggregate information are introduced. The performance of the proposed approach is
tested by means of numerical simulations under several scenarios. We studied the effect of the
informative contribution contained in the “non target” variable to predict the sub-area values
(or sub-area indicators) for target variables. We also evaluated the performance of the
formulation in presence of different number of classes. The results observed in the simulation
showed the goods results of the DWR estimator expecially in small samples cases and when
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additional information at aggregate level is included. The application of the proposed
approach is illustrated by means of a real-world example with data of Spain, where the target
is the estimation of GVA per unit of labor by province and industry in 2005. The average
deviations are similar to those obtained in the numerical simulation and, the DWR equation
considered reduces the variability of the deviations across provinces and industries. In this
study we have considered the case of continuous target variables. Further work should be
done to explore the performance of the competing methods: (i) within a panel data
framework; (ii) by improving model specification when the covariates alone do not succeed in
accounting for the spatial heterogeneity; (iii) by exploring new IT- based composite
estimators. Future research is also needed to evaluate the predictive accuracy of the proposed
approaches by the use of discrete target variables and count data.
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ABSTRACT

This paper aims at demonstrating that Worldwide growth, International Trade has led to
great hopes for the sustainable improvement of well-being and living conditions. But it has a
cost, while extreme long-term poverty is on the wane, there is a parallel dangerous increase
in the different forms of inequality that threaten both the sustainability of our interdependent
societies and a specific region as Sub-Saharan Africa... Several initiatives have emerged
worldwide and aimed at tackling structural inequalities. For instance, solidarity-based
economy challenges the major social and/or environmental problems of today’s world by
seeking innovative solutions at the economic, political levels... In daily life, Solidarity-based
economy leans on the consumers’ willingness to pay a premium, with respect to the “social
quality” of produced goods. The paper highlights the major contributions of Internet in
fostering the “prospective responsibility” and “individualized collective action” within our
interdependent societies and globalized economies. It shows that specific characteristics of
this Technology help in developing consumers’ prospective responsibility which is at the
heart of a new way of behaving... Those contributions will be illustrated with the study of
Fair Trade: “a new trade partnership considering equity and solidarity towards marginal
and vulnerable actors”, which is the best known of the emerging initiatives that constitute the
solidarity-based economy and addresses social justice issue.

Keywords: Consumer's responsibility, Individualized collective action, Internet, Inequality
Poverty, Solidarity-based economy, Willingness to pay

1. INTRODUCTION

The particularity of the world of the twenty-first century is the realization that country,
whatever it is, can hardly meet the economic and social challenges alone. A State can of
course act through appropriate public policies. But once national and regional, challenges
have now acquired a global dimension. The 2008 crisis and its consequences lengthen the list
of socio-economic facts that demonstrate the growing intensity of the interdependence of our
societies. Financial and economic globalization, information and communication technologies
(ICT) are working to improve an irreversible interconnectedness of the world, in several
levels. In this context, the objective of this paper is twofold. We show, first, that this changing
world brings to question the scope of social justice. Indeed, if the last 30 years seem to attest
to the humanity victory over poverty, this decade saw the publication of studies alerting us
about the explosion of intra- and inter- inequalities and the danger associated with widening
structural inequalities in the sense that they pose a threat in the short and medium term for the
living conditions of some populations of the world. Secondly, we will focus on the
contributions and limitations of ICT, in both, the changing scope of social justice and in
behavioral changes that it brought about.
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As an illustration, we will focus on the renewed interest in responsible consumption,
including consumption of goods having a "social solidarity quality” since the late 1990s.

2. CHAPTER 1: DOES STATE REMAIN THE SCOPE OF SOCIAL JUSTICE?
Globalization, global growth have resulted in the emergence of new actors on the
international scene. This has raised many hopes for the sustainable improvement of our living
conditions, more generally, welfare for all of humanity, but especially for millions of us who
were previously private. On the social level, while long term extreme poverty is on the wane,
there is in parallel a widening of structural inequalities that enhances the vulnerability towards
risks related to an interconnected world. Indeed, some people particularly in sub-Saharan
Africa do not benefit from globalization. Worse, they are most vulnerable. When millions of
people face risks associated with global operations, whilst the 1% richest account for
increasingly global wealth, social justice scope represents a major challenge of the twenty-
first century.

2.1. Victory of humanity over poverty

At a global level, great hopes for improved living conditions in the I1ird Millennium are based
in particular on poverty reduction. Morrisson (2012) suggests a victory of humanity on this
great scourge and stresses that for the first time in three centuries, the number of poor and
very poor decreases and it is not a marginal change. Between 1992 and 2008, approximately
520 million people get out of extreme poverty, 650 million of poverty (Fig 1).
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Fig 1 : Poverty reduction (Morrisson, 2012)

On the one side, as far as poverty reduction in a globalized world is concerned, the benefits of
a participation in world trade are ever put forward. The largest multilateral provider of Aid for
trade, the World Bank Group, has announced its $15 billion annual funding, since 2002. The
objective is to contribute to the Millennium Development Goals achievement by continuing to
expand market access to developing countries, by supporting the establishment of a
predictable and rules-based trading system (World Bank, 2013). The Commission on Growth
and Development led by the World Bank Group stresses that all developing countries that
have experienced sustained periods of high economic growth have prospered by being open to
global markets. The trading system is at the heart of dynamic research, initiatives and funding.
More than ever, Trade is seen as a key way to eradicate poverty, able to help countries to
benefit from globalization.

On the other side, the intensity of the interdependence of the various parts of the world has
changed the discourse and the way of seeing growth. On paper, the idea that has become a
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public-private policy of a shared and inclusive prosperity is certainly a pillar of the
international agenda. But as Piketty’s theses (2013, cited by Chavagneux, 2014) point out: a
phenomenon that has marked the savage capitalism of the late nineteenth century can hinder
this global program. He talked about the explosion of inequalities in both developed and
developing countries.

2.2. Inequalities are not the past, poverty is African ...

Morrisson (ibid.) presents an overview of three centuries of global inequality where he
detected a strong tendency of the eighteenth to the twentieth: the share of the poorest 80%
continues to decline, the 20% richest to increase. By joining Piketty (ibid.), he notes that the
nineteenth century saw a rapid increase of the Gini and Theil coefficients. And as for poverty
issue, studies show a sustained decrease of the global income inequality in the late 1990s (Fig.
2 and 3).
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Fig 2 : Share of the poorest 80% and of the Fig 3 : Intra- and Inter-inequality between
richest 20%, (Morrisson, 2012) countries, 1700 to 2008 (Morrisson, 2012)

The trend observed since the eighteenth helps to appreciate — just as for poverty issue — the
sustained decrease of the global inequality in the late 1990s. Several studies outline that its
primary cause is the decrease of income inequality between countries, which actually is a
phenomenon commonly related to globalization benefiting mainly emerging countries and
China. Also for its forward-looking 2030, Morrison concludes, for example, that the global
inequality trend will depend especially on the two largest countries, i.e., China and India, and
also on African countries. Indeed, since the early 2000s several red flags were raised about the
challenges and even dangers that Africa has to face. Given the African economy, a strong
global inequality does not benefit this continent as it is the main actor of the poorest 20%.
Despite a significant decrease of inequality in the twenty-first century, the world remains
highly unequal with a Gini coefficient of 0.7. Milanovic (2012) states that it is much higher
than the coefficient of the most unequal countries like Brazil where adverse effects on poverty
were demonstrated. Also, whilst we can observe the victory of humanity over poverty and
inequality, it is known that it has cooled off for a single continent: Africa! (Especially Sub-
Saharan excluding South Africa which is ranked within emerging countries).

As far as International trade and its benefits mentioned above are concerned, with a
realization of 599,500 million U.S. dollars on a total declared value of 18,784,000 million
U.S. dollars, African exports of goods accounted for only 3.2% . More than half of these
exports (55%) are carried by four countries, Nigeria, South Africa, Angola and Algeria,
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known for their mining sectors. Countries in sub-Saharan Africa excluding South Africa,
Ivory Coast and Equatorial Guinea are making less than 5% of African exports and less than

0.2% of the world export of goods (Fig 4).
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Fig 4 : World export of goods, $M, 2013 (World Trade Organizatibn, website 2014)

ICT extraordinary development facilitates and boosts extraordinary progress especially in
world trade of services. But again, sub-Saharan Africa is not best placed. With an
embodiment of 90,530 million U.S. dollars on a total declared value of 4,623,710 million U.S.
dollars, the African export of commercial services represents only 1.9%. Nearly half of this
export is performed by three countries, Egypt, South Africa and Morocco. Countries in sub-
Saharan Africa excluding South Africa are making less than 15% of African exports and less

than 0.3% of world exports of commercial services.
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Fig 5 : World export of commercial services, $M, 2013 (World Trade Organization, website)

Finally, considering income inequality mentioned above, it may be recalled that agricultural
sector remains dominant in Africa, and farmer’s average income is significantly below the
poverty line. As an illustration, for a symbolic culture as cocoa, the European Voice Network
(quoted by Alet, 2013) shows that income would have raised to 341% in Ghana, or 1608% in
Cote d'lvoire to reach the poverty line of two dollars per day. Impoverishment does not
belong to the past and nourishes the vulnerability of African farmers, classified among the
poorest in the village that the world has become. IFAD? points out that sub-Saharan Africa
(especially East and South), merely unreached by globalization positive effects, is an area that

2% IFAD referenced by www.ruralpovertyportal.org.
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has one of the world’s highest concentrations of poor people. Within this context, as far as
Social justice is concerned, the growing importance of services in wealth creation and the
interdependence of our societies lead us to study ICT, in at least two ways.

2.3. The special status of Information and communication technology

Nowadays, inequality in ICT access and exploitation has become a concern of the
international community. This technological challenge that has an important economic and
social issue is driven by Development organizations. Since the beginning of the 2000s, the
United Nations Development Programme (UNDP) states that throughout history, technology
has been a powerful tool for human development and poverty reduction. Hence, improving
ICT access in one of the poorest regions in the world is among the United Nations agenda.
Global programs as Connecting Africa have involved the United Nations, financial
institutions, governments, businesses and citizens. And it seems working! In 2012, the World
Bank and its partners noted that Africa has about 650 million subscribers, in front of the
European Union and the United States performance. More generally, the UNDP reported that
poor countries have recorded nearly 56% of mobile phone subscriptions, with a growth rate
well above 35% in most developing regions. Hence, regional inequalities in terms of
penetration rate have also significantly decreased. But the gap remains especially important
for High speed Internet (Fig. 6). Penetration rate of mobile broadband in Africa is about 19%,
far behind Europe (64%) and the U.S. (59%). The global penetration rate is estimated at 32%
and 90% of non-connected people live in developing countries.
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Fig 6 : Penetration rate — High speed Internet (The
International Telecommunication Union, 2014,
quoted by Le Monde)

Much remains to be done, particularly in terms of ICT exploitation. Because, if the success
seems to be revealed and quantified by the number of subscription in developing countries; in
developed ones, although the mechanisms are not yet very clear, ICTs are quoted at the same
level as economic and financial globalization as responsible of the long-awaited and qualified
extraordinary growth in the 1990s.

However, in the short run, hope revives due to the behavior observed vis-a-vis ICT. In the
poorest regions, the craze is real. ICT local appropriation affects several generations. Mobile
as a tool for communication tends to replace computers. Private operators take into account
the low banking system and customize their offers and services (Ledjou and Randrianasolo,
2012). In some countries, relationship with productivity is even mentioned, highlighting a
better information flow, a travel time reduction and mobile broadband effects. More
generally, recent worldwide events show that ICT, namely, Internet and social networks, are
associated with great progress in democracy and freedom. Not only, it could be an effective
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support of the exercise of any individual’s freedom of expression wherever he lives, but it has
facilitated citizens' movements, as the world has observed during the “Arab Spring”. Fogel
and al. (2013) state that with Internet, classical references of social life are shifting. A
connected person can widely enlarge his actions ’scope: a social network user can get
thousands of friends or fans, followers of a simple microblogging can reach over million...
Besides, addressing the multiple challenges of the contemporary world, ICT has also greatly
contributed to the awareness of Our common destiny. With the interdependence of our
societies, improving the living conditions of the most vulnerable people, victims of structural
inequalities and poverty is not anymore a local or even national issue but a global one.
Relaying Milanovic’s works (supra) Duru-Bellat (ibid.) also raises the Social justice scope
issue. She presents two main streams, the first one, defending national scope, the second a
global one as a relevant perimeter of solidarity. One has to note that without waiting for what
the author (quoted by Martinache, 2014) calls “the creation of a hypothetical global State™,
solidarity-based citizen actions have emerged around the world. And again, the Internet has
played and will play a crucial role! But, isn’t it the right time to alert, that despite Internet
huge benefits, it cannot alone win the challenge of regulation of those global citizen actions
and the businesses it brought with?

3. CHAPTER 2: INTERNET AND THE CHALLENGE OF SOLIDARITY
ECONOMY

As mentioned above, despite the difficulties in providing accurate measurements, there’s an
emerging consensus about the benefits that developing countries have got from their
participation in world trade. An exception that may prove the rule is the case of sub-Saharan
Africa. We will show that in this trend, the interdependence of our societies has led to a social
construction of a new characteristic of some goods produced in poor countries suffering from
poverty and inequality and exported to developed ones. This social construction takes root in
the relationships  forged between producers and consumers since the international trade
advent. Indeed, since Antiquity, international trade has linked the consumer and the producer
of a remote area, with a special mention on the complexity of the task of the latter (Quote
Pliny the Elder, Natural History, VI, 54 Trad. J.. André). According Mouzon (2014), without
waiting for the economic globalization and ICT that will enable the global community to
realize the living conditions of producers in developing countries, a minority of consumers
were still interested in the production conditions of the goods at the heart of their purchase.
The invention of what is called “ethical” trade dates back to the early nineteenth century,
when activists shops against slavery appear in the United States. The author identifies a first
wave of responsible consumption rise that extends from the nineteenth century to the 1930s.
With the increasing globalization of production and abusive practices that have been
highlighted and gradually communicated worldwide, a new dynamic was born in the early
1960s, its intensification is illustrated with the Fair trade movement, which is the most well-
known practice of what is currently known by the term "solidarity economy". In this second
and final chapter, this article will address the contributions of Internet in the progress of
individualized collective action (Micheletti, 2003) and prospective responsibility (Jonas, 1979
quoted in Randrianasolo, 2006) which constitute the main pillars of solidarity-based
economy.

3.1. The extra cost of solidarity-based quality is mainly supported by consumer

According Dubigeon (2009), the awareness of a growing global threat is in progress within
our interdependent societies. In mobilizing a systemic approach, the scientific community has
a clearer vision of the environmental and social challenges facing Humanity. Regarding the
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social justice issue, we can consider the author’s statement about a growing exclusion — of
some of the world's population — generating a profound social destabilization. Access to
economic opportunities has certainly increased but paradoxically the degree of social
inequality is seen as a source of threat to basic survival. Joining several studies on the topic
(Randrianasolo, 2006; Ballet and al., 2007.), the author discusses the ethics of responsibility
that has become a key of the new socio-technical system that underlies the modern world. The
analysis of the development of Fair trade has helped to outline and clarify the impact of this
responsibility and the role played by Internet. New trading partnership launched in 1945, Fair
trade poses as a priority the living conditions improvement of marginalized producers in
selling the produced goods with a “fair price” benefiting the producers and not only
intermediaries. This global movement expects that consumer in developed countries will back
this partnership. In daily life, it is about making the choice to purchase Chocolate or Coffee
or any other Fair trade products, not only for the organoleptic characteristics but also for their
solidarity-based quality, which has the “power to do good” in the producers countries. Thus,
the entire process of sensitization aims at transforming the willingness to buy a solidarity-
based quality into an act of purchase mobilizing generally a payment of an extra cost.
According to Fair Trade founders, this solidarity-based purchase will enable the producers to
enhance his freedom to choose his life, i.e., to remain a producer and not having to leave his
land, to improve his income and quality of life (Randrianasolo, Dahmani, Dubois, 2014). The
consumer’s role is of the utmost importance because within this solidarity-based movement, a
study led by a French consumer group (acronym CLCV) concluded that the payment of this
extra cost related to solidarity is currently provided, in large part, by consumer. The
association has, quite naturally, invited retailers and intermediaries to make efforts on their
margins and prices (Randrianasolo, 2010). Price surveys and analyzes conducted by the
agency Noteo (2014) attest and reinforce this effort made by consumer, and the social benefits
of the products. As an illustration, Chocolate labeled Fair trade (Fig 7) get high score for the
social side and very bad score for the Budget (The agency rates from 0 to 10, 10 being the
best).

¢12345 Résultats de 31 2 45 sur 63 Global Santé Envir. Social  Budget
Tablette chocolat
%ﬁ chocaolat noir 75 % @
|—— ] Marque : Alter eco s )

Tablette chocolat
3¢ g Lait Moix de Coco éclats de coco @
o .‘-_ /
o

Marque : Jardin BiO/ .
a

Fig 7: Chocolate Fair trade requires a larger budget (Noteo, 2014)

The payment of this additional cost related to a solidarity-based characteristic of produced
goods can find its place, at least, in two theoretical concepts, that can help to better understand
the new way of behaving in interdependent societies. The first echoes to the ethics of
responsibility mentioned above, in particular, the prospective reponsibility of Hans Jonas
(1979). The second is the concept of “individualized collective action” developed by
Micheletti (2003). And ICT, especially, Internet is involved in both concepts.
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3.2. Internet and Prospective responsibility

According to Jonas (1979 quoted by Metayer, 1997), it is the vulnerability of the persons
whom we influence which is the source of our responsibility. It is because their fate depends
on us, because they need us to live, or because they may be threatened by some of our actions
that we have to feel responsible for them before we act. It means that our responsibility is
engaged at the source of our action, i.e. ex-ante or a priori, and not only in its consequences,
i.e. ex-post or a posteriori (Randrianasolo and Dubois, 2014)... The economic history of Fair
trade shows that the pioneering Fair trade shops represented in France by “Artisans du
monde” were not only a place to sell goods but a place where volunteers made an effort of
education and sensitization regarding the relationship between producers and consumers and
especially the consumer’s ability to act and to impact the producers living conditions. With
the arrival of the labeled Fair trade (In France, Max Havelaar), Fair trade products are retailed
within hyper and supermarkets... Volunteers have disappeared! Noting the sustained sales
growth of Fairtrade products growth, it can be argued that meters of linear within mass
distribution has remedied the lack of volunteers, of the "education and awareness"”
component... We note that this latter one has not totally disappeared, because of Internet.

At a first level of analysis, we argue that Internet has offered new opportunities to consumer
wishing to contribute to the living conditions improvement of the poorest producers. This
technological tool has changed the context. Purchasing Fair products is no longer solely
linked to a militant approach which previously required a commitment to belong to an
association or to have some knowledge about the value chain... With Internet and namely the
dedicated website, blogs, forum..., consumers can now learn about the living conditions of
small producers in the South. In some cases, it is even possible for them to interact with the
latter. More generally, with Internet, consumers can find explanations of the different
organizations, labels (Fairtrade, Ecocert Fair ...), voluntary codes of conduct, codes of ethics
(hourly compensation, opening hours, days off, but also gender / women ...). They can even
access information on the conditions of production and producers. All forms of expression are
used: articles, videos, forums or social networks... Hence, cconsidering Faire trade
movement, we can say that, consumers in developed countries have a prospective
responsibility related to the vulnerability of the producers living in poor regions suffering
from global inequality. The payment of the solidarity-based extra cost is part of this
responsibility a priori. And a better access to information related to producers, dynamic
interactivity between consumers and Fair trade key actors through Internet help in exercising
this responsibility. Our last point discusses one of its main consequences.

3.3. Internet and the individualized collective action

From a theoretical standpoint, the consumption of fair trade products can be seen in several
ways: first, as a responsible consumer to mitigate the negative consequences of consuming
(Digger et al 2008), then it can be analysed as a positive form of the political consumerism
based on individualized collective action. Consumer expresses voluntary purchase of specific
products regarding some values, i.e., he “buycotts” (Micheletti 2003). This last concept
emphasizes the consumer political role and, theoretically, proves to be the most advanced in
terms of formalizing the inclusion of prospective responsibility and collective agency. In this
positive form of consumption, the consumer-citizen more directly address the political sphere
rather the market one.

To induce global change and address fair-trade goals, individual’s choices have to be
modified first. Political consumerism makes it possible the individualisation of collective
action. In that way, Micheletti (ibid.) argues that, even without belonging to an association or
a formal group with leaders representing the members’ interest, each individual consumer can
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exercise his or her own prospective responsibility by adding to the pressure to change unfair
market rules. The resulting network is naturally more diffuse, but can be extremely efficient
in a globalised and interconnected world. Buycott as a way of choosing to buy fair-trade
products in order to change the market rules is the perfect example of such individualized
collective action based on prospective responsibility. It is the aggregation of all these
individualized and responsible purchases that provides the economic weight required to force
the market into new directions (Dubuisson-Quellier 2006 referenced in Randrianasolo and
Dubois, 2014).

Political consumerism contributes to building bridges between different groups in society and
and to gathering people with the same beliefs. Micheletti (ibid.) stresses on the emergence of
new institutions where citizens can pursue their own interests and public interests. Every
consumer can have his “own political sphere”, it may be inside his room in front of his screen.
He has neither to seek for a prefabricated refuge or association nor to be represented by an
elected Person... He can be an activist in daily life, to look for information, to be aware and to
act as making a solidarity-based purchase... The interest we have, in our turn, in this positive
form of political consumerism is its ability to better reflect the consumption trend in a world
increasingly interconnected and interdependent. Indeed, the author shows that the specificity
of political consumerism lies in the individualization of collective action which is opposed to
the traditional collective action more collectivist.

4. CONCLUSION

Internet reproduced and stimulates political debates on socio-economic aspects, issues of
poverty and inequality ... that continually “feed” the consumer’s prospective responsibility
resulting in a willingness to choose and to pay extra cost for specific products. Without
belonging to formal group, Internet helps to carry individualized collective action. Indeed, it
allows "the circulation of ideas out conventional institutional frameworks and facilitating
direct contact between individuals and groups from different geographical origins, social, and
cultural "(Dahmani 2007). In this article, we aimed at illustrating this thesis in calling to Fair
Trade analysis.

Within a world suffering from a high level of inequality (Gini coefficieln about 0.7), and
interdependent, Fair Trade has experienced significant growth since the 1990s, French
consumers have adopted the values of solidarity and responsability towards the poorest.
Individualized collective action, prospective responsbility are working. But Fair Trade also
suffered from a lack of regulation encouraging free riders and opportunism. According to
IPSOS, a well-known French polling institute, buying fair-trade products makes sense to
Northern consumers who view it as a way to make equitable purchases. However, nearly
60 % of them felt, in the mid-2000s, that they have too little information about how fair-trade
really works, about the production processes and the financial benefits that effectively reach
the marginalized producers and workers of the South. With the emergence of new labels, it
became difficult to prevent opportunism and the people raised the issues of the credibility of
so many competing labels and the traceability of fair-trade products. | was not even sure that
fair-trade really meant the same thing to all the people involved in this new market.
According to F. Karpyta (2009:125) “business gains a stranglehold on the movement and gets
rich with the fair-trade idea”. This generated a threat on the consumer’s freedom to choose
effective fair-trade products, which in turn had consequences on the producers’ agency and
empowerment (Randrianasolo and Dubois, ibid.). And according to national consumers
groups, occurrence of Gresham’s Law and adverse selection: « bad labels could drive out
good ones » constitute a serious threat (Randrianasolo, 2010). This lack of regulation may
cause the release of the solidarity-based actions and initiatives which may transform the
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opportunities into a source of exclusion. A lack of confidence between Banks and Financial
Institutions was enough to provoke a global crisis in 2008, it is not exaggerated to think about
the threat within the solidarity-based movements where reciprocity, liability, confidence play
a major role due to the choice of living and also the willingness to pay extra cost that it
brought with.

According Randrianasolo and Dubois (ibid.), French Government considers this regulation
issue. Fair-trade organizations required the French Ministry in charge of social and solidarity
economy, to play a pioneering role in the labeling of fair-trade initiatives through an
appropriate certification process. In response, the French government designated, in 2005, a
member of the Parliament to investigate irregularities and initiated a quality assessment with
the objective of improving fair-trade regulation. It was concerned with those consumers who
choose to buy fair-trade products and who were looking for guarantee about the origin and
quality of these products. It also wanted to encourage consumers to go beyond the usual focus
on price and considered introducing tax incentives to promote ethical consumption (Herth
2005). However, the main issue at the heart of the debate remained the certification process,
which involved the definition of fair-trade standards. After three years of intense debate, the
French Standards Agency (AFNOR) issued in 2006 a specific memorandum of agreement on
fair-trade (AC X50-340). It was, unfortunately, only an agreement and did not provide the
official benchmark, or standard, that was initially sought and expected by some consumers’
organizations. Therefore, some fair-trade organizations considered it as a success while others
viewed it as another setback... However, it shows that public action remains necessary, and
may be, the concept of “Global public action” is not an utopy regarding solidarity. It may
need years and years of international meetings, working groups... Probably, it may cost a lot!
But may be, again, Internet and opportunities it gives may help in launching appropriate e-
conference, e-meeting, e-working groups... as it is done in Businesses!
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ABSTRACT

Due to the growing importance of metropolitan regions for the economy this work aims at
analyzing what fosters economic prosperity. We propose the theory that creativity generates
new ideas and enhances the entrepreneurship level in the city. In this research the focus lies
on metropolitan regions, located around 30 Informational World Cities, which are
prototypical cities of the knowledge society. Referring to Friedmann, we extended our focus
to regions (surrounding the cities) and went beyond administrative boundaries for the
purpose of economic integration and commuting flows to be included. The main task entails
finding a possible correlation between creativity, entrepreneurship and economic prosperity.
In order to do so, we had to determine adequate indicators describing these aspects.
Regarding the economic prosperity we elaborated the GDP per capita. As for
entrepreneurship, we focused on the self-employment rate and establishment of new firms.
For the purpose of measuring the creativity we had to define it first, namely as
constructiveness and innovative problem solving. This means creativity is not only to be found
in the field of arts, but also in the fields of science, technology and research. Therefore, we
chose the following four indicators to measure the level of creativeness: the Bohemian Index
according to Florida which measures the amount of creative people within the city, the
creative infrastructure, the scientific (publications) and the technological output (patents). To
sum up, our research questions are: Can it be stated that in the informational metropolitan
regions the more creative the city is, the more entrepreneurs it has? And, is there any
correlation between creativity, economic prosperity, and entrepreneurship?

Keywords: Creativity, Economic prosperity, Entrepreneurship, Metropolitan regions,
Informational World Cities
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1. INTRODUCTION

Metropolitan regions have been gaining in importance for the economy. Thus, in this work we
investigate if there is a correlation between indicators of creativity and entrepreneurship in
informational metropolitan regions in order to ascertain what fosters economic prosperity.
These regions are located around 31 potential Informational Cities designated by Mainka et
al. (2013) (see appendix). Informational Cities are the prototypical cities of the knowledge
society and the new centers of power, which have a “glocal” orientation since they can act out
both—Ilocally and globally (Stock, 2011; Mainka, Khveshchanka, Stock, 2011). Castells
(1989) bespeaks Informational Cities as parts of knowledge societies. In such cities two kinds
of spaces coexist: the “space of places” and the “space of flows,” meaning the flows of
information, capital and power. Informational Cities are important nodes of the space of flows
(Castells, 2000) and if they are important glocal cities, they often are world cities as well.
Furthermore, global cities serve as locations for the headquarters of global companies that
require information and expert knowledge. And since there are a lot of different companies
with various talents and expertise within one global city, the city itself becomes an
information center (Sassen, 2001).

According to Friedmann (1995, p. 23), “world cities are large, urbanized regions that are
defined by dense patterns of interactions rather than by political-administrative boundaries.”
Thus, for the purpose of this research, the focus was expanded from just the cities themselves
to the metropolitan regions they lie in, because “metro-regions are based on agglomerations,
which include the commuter belt around a city” (Eurostat, 2013) and so, “this approach
corrects the distortions created by commuting” (Eurostat, 2013).

Since this work aims at analyzing the correlation of creativity and entrepreneurship, these
concepts have to be defined first. As for creativity, it is not possible to find an explicit
definition. According to Florida (2003, p. 40), “creativity is multifaceted and
multidimensional.” He identifies three different kinds of creativity: technological creativity or
innovation, economic creativity or entrepreneurship, and artistic and cultural creativity, which
are dependent and reinforce each other. One theory to explain regional development is
“human capital,” i.e. the importance of highly educated and productive people. The higher the
number of talented people, the more further talent is attracted, which includes existing firms
as well as the creation of new enterprises (Florida, 2005). Florida identifies the “creative
capital” as a type of human capital and the key to economic growth. Creative people prefer
places which are diverse, tolerant and open to new ideas (Florida, 2002), so his creativity-
based theory consists of the “3 T’s” of economic development: technology, talent and
tolerance. As a result, Florida has used different indicators to verify this theory. Besides the
Innovation Index, the Gay Index and several more indicators, the Bohemian Index reveals a
region’s level of aesthetic creativity and measures artistically creative people like authors,
designers, musicians, composers, actors, directors, painters, sculptors, artist printmakers,
photographers, dancers, artists, and performers. Moreover, he defined the Creative Class in a
broader way with the main aspects of marketability and creative problem-solving. This
includes occupational fields of scientists and engineers, artists and designers, as well as
creative professionals, managers and technicians (Florida, 2003). Concerning the overlap of
the Bohemian Index and the Creative Class as well as the difficulty of finding data
comparable to Florida’s values, another established term was used to capture the habitat of
creative workers: “creative industries,” also called “cultural industries” or “creative economy”
(Hesmondhalgh, 2002; Howkins, 2001). The British Department for Culture, Media and Sport
(DCMS) describes the creative industries as “those industries which have their origin in
individual creativity, skill and talent and which have a potential for wealth and job creation
through the generation and exploitation of intellectual property” (DCMS, 2001, p. 4). In 2006,
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the DCMS recognized twelve creative sectors including advertising, architecture, crafts, arts,
design, fashion, film, video, photography, software, computer games, publishing, music,
performing arts, television, and radio. Nevertheless, there still remain different though similar
comprehensions of the term “creative industries.” For example in the USA the creative
industries are defined as industries composed of arts-related businesses that range from non-
profit museums, symphonies, and theaters to for-profit film, architecture, and advertising
companies. In other regions it is the “creative and cultural industries,” not directly implying
which sectors are included or if creative industries contain cultural industries per se.

Besides creativity, the second important concept is entrepreneurship. It can be defined as the
process by which individuals follow opportunities without regarding resources they currently
control (Stevenson, Jarillo, 1990). The most obvious process of entrepreneurship is a business
coming into existence (Gartner, 1989). A possible coherence between both creativity and
entrepreneurship might be the circumstance that researchers can be seen as academic
entrepreneurs. Innovations, which researchers create and release in the form of publications
and patents, are not only a type of creativity, but also a kind of entrepreneurship since “they
‘sell’ their products at conferences, journals” (Erdos, Varga, 2012, pp. 157-158). According to
Etzkowitz (1983, p. 199), research groups can even be declared “quasi-firms.”

1.1. Indicators

To quantify the aspects of creativity and entrepreneurship, several indicators were defined.
Our index describing entrepreneurship consists of two indicators: the number of enterprise
births (Lee, Florida, Acs, 2004) and the self-employment rate—two measures which are also
to be found in the literature (Glaser, Kerr, 2009; Blanchflower, Oswald, 1998). It is stated that
self-employment is the “simplest kind of entrepreneurship” (Blanchflower, Oswald, 1998,
p.27). Apart from these indicators, a third one counting the number of small and medium
enterprises (SME) was initially included. Since it was found that in most of the regions the
ratio of SMEs amounted to more than 98%, it was decided that this indicator would not show
significant differences between the various investigated regions and was thus removed from
the Entrepreneurship Index. The Creativity Index is comprised of four indicators: the ratio of
creative workers, the creative infrastructure (on city level, because data could not be found
consistently on regional level), the scientific output and the technological output. In
accordance to Florida’s Bohemian Index and his Creative Class (2002), the ratio of creative
workers was calculated by computing the percentage of employed people in the creative
industries in relation to all employed people. What accounts for a creative city is not only
“cultural production” but also “cultural consumption” (Hall, 2004, p. 257), which is why the
creative infrastructure was included into the Creativity Index as well. Furthermore, the afore-
mentioned three types of creativity (Florida, 2003) were incorporated into the compiled list of
indicators. So, to cover the aspect of creativity not only in the sense of culture and arts,
innovation as a form of creativity was taken into consideration as well by measuring the
scientific output (published articles) and the technological output (number of international
patents). Apart from the Entrepreneurship Index and the Creativity Index, two further general
indicators were incorporated into the statistical analysis. One of these indicators is the GDP
per capita to capture the economic prosperity of the metropolitan region. In this way, we are
able to answer the question whether creative people foster the economy. The second general
indicator is the population in order to put the other indicators into perspective and get
comparable results for each of the investigated regions.
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1.2. Research questions
Based on the defined indicators the following research questions were formulated:
e Can it be stated that in the informational metropolitan regions the more creative the
city is, the more entrepreneurs or economic prosperity (Florida et al., 2011) it has?
e Is there any correlation between creativity, economic prosperity, and
entrepreneurship?
e Are there any distinctions between different continents or nations which can lead to
the assumption of diverse cultural influence and development?
e Which type of creativity has the greater impact on economic prosperity, if any?

Answering all these questions is a challenge to meet and requires the right tools to obtain
significant results like a variety of methods to collect and correlate the data. This approach is
explained in the following.

2. METHODS

During the investigation of the introduced research questions different methods were used.
These encompass working with official statistics, informetrics (consisting of bibliometrics
and patentometrics), online content, and statistical analysis.

2.1. Official Statistics

Official statistics, which are based on the respondents’ obligation to give truthful and
unmitigated information, were used to obtain profound statements about the investigated
indicators. To enable an international comparison between regional currencies, the prices
were adapted to US dollars. Furthermore, all statistical data was preferably collected from the
year 2012 and from an extended period of time in case the data for 2012 was not available. In
this respect, finding data for Dubai turned out to be a problem since hardly any data could be
found. Due to that, it was decided to leave Dubai out as one of the originally 31 informational
cities; hence, this research focused on metropolitan regions located around the remaining 30
informational cities.

2.2. Informetrics

As an indicator to study a region's technological output (patentometrics) and scientific output
(bibliometrics), the number of its patents and publications from 2003 to 2012 was derived
from respective databases. To determine the number of patent applications, a search was
performed in the Patentscope database of the World Intellectual Property Organization
(WIPO). The database enables a patent search on city level (field: AAD), at the same time
considering the priority date of an application (field: PD). Every city located in a region had
to be included with disjunction, except for the regions of the United States where only
principal cities could be regarded. By involving a country restriction (field: AADC)
homonymous city names were avoided (e.g. London, UK and London, Ontario). To include
different notations, a city's English name was linked to its national language's name, if
necessary, and alternate spellings were utilized for the German umlauts. Furthermore, only the
number of international patents (WO applications) was taken into consideration, which
enabled a better comparability between the different regions.

The number of publications (scientific output) was ascertained using the interdisciplinary
database Web of Science by Thomson Reuters, which allows searching for a city (field: CI)
and a publication year (field: PY).
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2.3. Online content analysis

Useful information can also be provided by conventional websites. Since not every data was
available through official statistics, especially data describing the creative infrastructure
(theaters, galleries etc.), and the number of start-up companies were retrieved from reliable
websites.

2.4. Statistical analysis

Previous to the computation of any correlations, the indicators expressed by absolute numbers
had to be made comparable, taking into consideration the size of the region, so that small
regions were not disadvantaged compared to the greater ones. Therefore, such indicators were
relativized by the population size of the respective area.

To determine possible correlations between the entrepreneurial and the creative indicators, the
correlation coefficient by Pearson was applied to all of the statistical series comparing every
indicator with all other indicators. As a result of the application of the Pearson coefficient for
each two compared indicators, a value figure between -1 and 1 was obtained. Any figure
between 0 and 1 shows a positive correlation between the indicators while a figure between 0
and -1 signifies a negative correlation. The greater the distance to 0, the stronger the
correlation. These correlations were computed not only for the comparison of all metropolitan
regions but also for metropolitan regions within a country or a continent, which are the United
States of America, Europe and Asia. As it was not intended to compare the metropolitan
regions within these areas on the level of the single indicators, they were agglomerated to two
indexes: an Entrepreneurship and a Creativity Index. For comparison, the agglomeration
approach was also conducted for all investigated metropolitan regions. Both, the
Entrepreneurship Index as well as the Creativity Index, are composite, agglomerated
indicators (Saisana, Saltelli, Tarantola, 2005). There is no “real counterpiece” of such
indicators; they are pure constructs.

To agglomerate the different indicators within one index, the found data for each of them (and
not the relativized values) was turned into a percentage. 100% were designated to the highest
value within each indicator. All other values were calculated as the percentage of the
previously determined highest value. Subsequently, the average of all indicators’ percentages
had to be computed for each region to obtain its index value. To calculate the Entrepreneur
Index, for example, the average of the appertaining indicators self-employment rate and
enterprise births was computed.

3. RESULTS

The correlation of the described indicators resulted in the values listed in table 1. The highest
value is 0.541, which represents the coherence between the population and the ratio of
creative workers. In contrast, the most negative correlation exists between the population and
the scientific output (-0.509). Remarkable results are the correlation of creative facilities and
the scientific output (0.529) as well as a mediocre negative coherence between the GDP per
capita and both the self-employment rate (-0.378) and the ratio of creative workers (-0.374).
As mentioned in the introduction, creativity is measured in different ways depending on the
region’s definition standards. Hence, it is difficult to compare the values of creativity
homogeneously. Furthermore, it was not possible to find all information for every city. For
instance, the number of enterprise births could not be found for Hong Kong. Therefore, to
find a better way to compare entrepreneurship and creativity, and to obtain more significant
results, it was more reasonable to create agglomerated indexes as well as to distinguish
between the different continents the metropolitan regions are located in (table 2). This way,
continentally and nationwide differing trends could be examined.
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Table 1: Correlations of the investigated informational metropolitan regions (Multiple
sources; own calculation); significance level of 10% (*), 5% *, 1% **

Total GDP per capita Population enigllg-y- Ent;re[;rllsggcllrths Ratio of creative Crez:)t::elfgggltles Scientific output per|Technological output
in Dollar . Sy T e workers T 1,000 inhabitants |per 1,000 inhabitants|
GDP per capita in 1
Dollar
Population -0,270 1
Self-employment rate -0,378(*) 0,094 1
Enterprise births per
1,000 inhabitants 0.114 -0,373 0,049 1
Baloliseatie 0374 0,541 0,119 0,364 1
workers
Creative facilities per
1,000 inhabitants 0,071 -0,475** -0,041 0,297 -0,100 1
Scientific output per " ] " ] ] "
1,000 inhabitants 0,398 0,509 0,166 0,108 0,128 0,529 1
Technological output
per 1,000 inhabitants 0,479** -0,124 -0,282 -0,098 -0,033 0,241 0,438** 1

Table 2: Agglomerated correlations of the investigated informational metropolitan regions by
region (Multiple sources; own calculation); significance level of 5% *

GDP per capita in Dollar Population Entrepreneurship Creativity
Total
GDP per capita in Dollar 1
Population -0.270 1
Entrepreneurship -0.106 -0.242 1
Creativity 0.304 -0.242 -0.041 1
Asia
GDP per capita in Dollar 1
Population -0.086 1
Entrepreneurship 0.775 -0.109 1
Creativity 0.311 0.525 0.365 1
Europe
GDP per capita in Dollar 1
Population 0.297 1
Entrepreneurship -0,416 -0,105 1
Creativity 0,040 -0,387 0,219 1
USA
GDP per capita in Dollar 1
Population -0.398 1
Entrepreneurship -0,330 0,745 1
Creativity 0,910* -0,482 -0,465 1

As can be seen in table 2, there are considerable differences between the correlations of the
different continents and countries, and all metropolitan regions in total. However, it has to be
considered that these values are not representative of the whole continent or country itself, but
only for the investigated informational metropolitan regions located there. In this work, the
focus lies on the correlation between creativity and entrepreneurship. Whereas the
consideration of all regions in total did not reveal special findings, there are expressive results
regarding the continental or nationwide correlation values. In the US regions, the GDP per
capita and creativity correlate highly positive (0.910). In contrast, a relation of this kind
cannot be found for the European regions (0.04). Taking a glance at the whole table, it can be
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seen that for each country or continent the significant correlation values differ enormously.
The most remarkable difference can be observed between the correlation of the GDP per
capita and entrepreneurship in Asia and Europe. In Asia, there is a high correlation of 0.775,
while there is a mediocre negative correlation of -0.416 for European Informational World
Cities.

These numerical results allow assumptions about the significance of the dependence of
creativity and entrepreneurship as well as of the other investigated indicators which are
discussed in the following paragraph.

4. DISCUSSION

The focus of this research lay on the impact of creativity on the entrepreneurship in
informational metropolitan regions. After analyzing the elaborated results, we can state that
there do exist coherences between entrepreneurship and creativity to a varying degree
depending on the investigated region and the agglomeration. The correlation of the
agglomerated indicators (table 2) shows that in total there is a slightly positive correlation
between creativity and the GDP per capita, which represents the region’s economic
prosperity. A glance at table 1 reveals that this is mainly due to the positive correlations of the
scientific and technological output, whereas the creative facilities only have a noticeably weak
correlation with the GDP per capita; the amount of creative workers even correlates not
inconsiderably negative with the economic prosperity. This finding inevitably leads to a
discussion about Florida’s thesis that creativity and economic growth interrelate. He states
that in the American society the people “now live in an ‘information’ or ‘knowledge’
economy. This economy is powered not by information or by knowledge, but by human
creativity” (Florida, 2003, p. 39). As the correlation of the agglomerated indicators shows
(table 2), this is unmistakably true for the USA: creativity and the GDP per capita correlate
positively with a remarkable correlation value of 0.910. This assertion originally made for the
USA does not necessarily hold for the other investigated regions, though. While in Asia there
still is a slightly positive correlation to be found (0.311), there is no considerable correlation
for Europe (0.04). The most striking correlation value for all investigated metropolitan
regions (table 1) is the correlation between the creative facilities per 1,000 inhabitants and the
scientific output per 1,000 inhabitants. This value can only be of fortuitous nature, though,
since no immediate causal relation between these indicators could be found. A possible
explanation might be that both indicators are in the same way influenced by another third
indicator and, therefore, correlate. The slightly positive correlation between the scientific
output per 1,000 inhabitants and the GDP per capita (0.398) for all investigated regions
possibly arises from the fact that the more prosperous a region is, the more higher education
institutions it can afford; and at the same time it might imply that the scientific output, and
thus the work of higher education institutions, fosters the economic prosperity of a region.
Regarding creativity, the scientific and technological output have the highest influence on the
GDP per capita, which explains the strength of the USA in this area with an average of 20.8
publications and 3.7 patents per 1,000 inhabitants. Although Asia has a huge ratio of creative
workers, the correlation is even highly negative (-0.796), which underlines that the output or
production of a creative city is more important than just the number of employed people in the
creative sector, because Asia has the least scientific and technological output. With reference
to the GDP and entrepreneurship, differences arise between Asia and the USA or Europe.
While the GDP in Asian regions is growing with the increase of entrepreneurship (0.775), in
western regions a lower amount of large enterprises tendentially suggests economic prosperity
and one seems to be less willing to take risks. Furthermore, the indicator enterprise births per
1,000 inhabitants is obviously more expressive in the context of GDP per capita than the self-
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employment rate as Europe, for example, has the highest average self-employment rate
(12.9%) but nevertheless a negative correlation between GDP per capita and entrepreneurship
(-0.416). The GDP per capita and the population can only be minimally associated with each
other, where the type of cohesion is different for the European regions (0.297) than for the US
regions (-0.398). For the investigated European metropolitan regions it is the case that a
higher population implies a higher degree of prosperity, while in the investigated US regions,
a smaller population comes along with a higher GDP per capita. A linkage between the
population and entrepreneurship can only be detected for the analyzed metropolitan regions of
the USA, but in this particular case a rather conspicuous one. Since the USA is the weakest of
the regions in terms of entrepreneurship and only there the population and entrepreneurship
correlate positively, and additionally fairly high (0.745), it seems that from a certain degree of
existent entrepreneurship in a metropolitan region onwards, the size of the population does
not play a major role anymore. Concerning the correlation of the population and creativity,
there are differences to be noticed between the Asian and the western regions. The greater the
population in the Asian regions, the higher the degree of creativity, especially the percentage
of people employed in the creative industries. As the Asian regions have a larger population
on average (16.8 million inhabitants), the impression that creativity in these regions is
generated through quantity instead of scientific and technological output (in contrast to the
western regions) can be confirmed. Positive correlations between entrepreneurship and
creativity can also only be spotted in the Asian regions.

5. CONCLUSION

Overall, it cannot be stated that in the informational metropolitan regions creativity always
generates more entrepreneurship or prosperity, but most certainly there are correlations
between these aspects, although to different degrees. It was found that the influence of
creativity on economic prosperity is mainly caused by a certain type of creativity, which is the
technological creativity and innovation, while creative workers and creative facilities only
play a minor role in this respect. Moreover, the investigated metropolitan regions of the USA
and Asia seem to be greatly different in respect of entrepreneurship and creativity, while the
European regions do not show such high extremes but have correlations that are rather
tendentially prone to those of the USA than those of the Asian regions. Hence, it can be stated
that the initially posed research questions cannot be answered for all investigated metropolitan
regions in total. Future investigations could work out the differences and the specific reasons
therefore. Besides promotion programs for entrepreneurs or creative workers, also the hard
and soft location factors of metropolitan regions should be considered, as they attract more
human capital. During the search for and the analysis of the official statistics several obstacles
arose in so far as that the international comparison had been complicated by the absence of a
coherent, transnational standard for statistics of all administrative levels. On the one hand,
data for the same indicators were partly findable by different terms and on the other hand,
some terms, especially within the creative sector, denote distinct entities. With regard to the
alleged informativeness of these world cities, there still is potential for improvement to
guarantee an optimal data acquisition. Additionally, a useful step would be the extension of
statistics for metropolitan regions because they are the engines of economic prosperity and
this growing importance should be describable in facts and figures. In conclusion, it can be
said that creativity in general has a more distinct positive correlation with the economic
prosperity of a metropolitan region than entrepreneurship. At the same time, creativity and
entrepreneurship correlate with each other both positively as well as negatively—depending
on the country or continent one lives in: positively in informational regions in Asia, slightly
negatively in Europe and very negatively in the USA.
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Appendix

The Informational World Cities according to Mainka et al. (2013):

Amsterdam (The Netherlands); Barcelona (Spain); Beijing (China); Berlin (Germany);
Boston (U.S.A.); Chicago (U.S.A.); Dubai (U.A.E.); Frankfurt (Germany); Helsinki
(Finland); Hong Kong (China, SAR); Kuala Lumpur (Malaysia); London (United Kingdom);
Los Angeles (U.S.A.); Melbourne (Australia); Milan (Italy); Montreal (Canada); Munich
(Germany); New York City (U.S.A.); Paris (France); San Francisco (U.S.A.); Sao Paulo
(Brazil); Seoul (Korea); Shanghai (China); Shenzhen (China); Singapore; Stockholm
(Sweden); Sydney (Australia); Tokyo (Japan); Toronto (Canada); Vancouver (Canada);
Vienna (Austria).
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ABSTRACT

Measuring of the national intellectual capital is important for every nation because of its role
in the creation of national wealth. During the time, different individuals and international
organizations have tried to develop an appropriate methodology for measuring national
intellectual capital. This article focuses on a model that was developed by Leif Edvinsson and
Michael S. Malone for needs of companies. The model is Skandia Navigator, and it was
widely accepted both by companies and academic community. After this enormous success,
the authors decided to modify this model for measuring a national intellectual capital. Just as
the previous model (for the companies), a national model has resulted to be a great success,
and it was used for measuring intellectual capital of 44 countries. The model consists from
five components: financial capital, market capital, process capital, human capital and
renewable and developing capital that are placed in suitable time frame (past, present and
future). The indicators used in the model can be divided in basic and specific for every
country. Model has several concepts of implementation, and some of them are presented in
this article.

Keywords: Financial Capital, Human Capital, Market Capital, Process Capital, Renewable
and Developing Capital, Skandia Navigator.

1. INTRODUCTION

This article has seven chapters in first, and last chapters are introduction and conclusion and
in between there are five chapters. Second chapter contains a short explanation of the relation
between national wealth and national intellectual capital (theoretical and graphical
presentation). After this explanation in the next third chapter, focus is on national intellectual
capital and its essential components with the theoretical explanation of each of them. Brief
presentation of models for measurement of national intellectual capital is in chapter four.
Chapter five contains explanation of Skandia Navigator model and in this chapter two-case
studies are elaborated. Next, the sixth chapter contains suggestions made by author related to
introducing new indicators for use in measurement models based on Skandia Navigator.

2. THE ROLE OF INTELLECTUAL CAPITAL IN THE CREATION AND
DEVELOPMENT OF THE NATIONAL WEALTH

In order to understand the relation between “national wealth” and “national intellectual
capital,” it is necessary to define this two main term. National wealth can be defined as "the
sum, for the economy as a whole, of non-financial assets and net claims on the rest of the
world"(OECD, 2001/2003). From this definition, one can conclude that national wealth has
two parts one part is non-financial assets and the other is financial assets. This article focuses
on the part determined as non-financial assets known as intellectual capital.

There for it is necessary to define intellectual capital and national intellectual capital for that
purpose is selected comprehensive elaboration (without any intervention) of experts in this
field Lin and Edvinsson. For them intellectual capital is defined as “intellectual material —
knowledge, information, intellectual property, experience — that can be put to use to create
wealth” (Stewart 1997) and functions as the roots for future earning capabilities (Edvinsson
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and Malone 1997)“ (Lin, Edvinsson, 2011, p. 1, 2). However, in the national context
intellectual capital includes “the educational system, international trade, infrastructure, and
renewal capability, affect national competitiveness and constitute the major components of
national intellectual capital, namely, human capital, market capital, process capital, and
renewal capital. Those countries rich in knowledge-intensive activities will be the winners in
terms of future wealth creation (Bounfour, Edvinsson 2004; Stihle and Poyhonene
2005)"(Lin, Edvinsson, 2011, p. 1, 2). The definitions emphasize the role of intellectual
capital in the creation of the wealth and describe it on the two different levels the micro level
(of companies) and macro level (states/ nations). Edvinsson and Malone created “intellectual
capital tree” for companies in order to graphically present influence that intellectual capital
has on market value. Later they modify that intellectual capital tree to suite for national level.
The modification is shown in Figure 1.
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Figure 1. Modified intellectual capital tree.
Author's modification of Bontis presentation of Edvinsson and Malone 1997.
(Bontis 2000, p.6) and (Bonits 2004, p. 15)

According tho this modification the intellectual capital has a great role in the growth of
market value on the micro level (companies) and growth of national wealth on the macro level
(states). Bearing this fact in mind it is possible to conclude that the intellectual capital of the
nation ,,includes the hidden values of individuals, enterprises, institutions, communities and
regions that are the current and potential sources for wealth creation. These hidden values are
the roots for nourishment and the cultivation of future wellbeing““(Bontis, 2004, p. 14, 15).

3. NATIONAL INTELLECTUAL CAPITAL

According to extended elaboration, from the previous chapter one can conclude that all
experts agree that the national intellectual capital represents the hidden values (of individuals,
organization, regions and state) which contribute to national wealth. Components of national
intellectual capital are human capital, market capital, process capital and renewal and
development capital some authors also consider financial capital. All experts in this filed have
tried to give a comprehensive definition of each of the components of the national intellectual
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capital, and their combination allows presentation of the components in a holistic manner. For
the purpose of this article, new definitions of components are designed (based on definitions
of before mentioned individuals) with a particular approach that emphasize the role of the
state in creating an environment for development of national intellectual capital. Flowing the
same logic in the last chapter of this study new indicators that emphasize the role of the state
will be suggest for future researchers. After this brief introduction, the defining process can
begin. The most important component of national intellectual capital is human capital because
it can use and create all other capitals. “Human capital includes knowledge, wisdom,
expertise, intuition, and the ability of individuals to realize national tasks and goals. This focal
area also includes the values encompassed within the culture and philosophy of the nation
Human capital constitutes a population’s total capabilities as reflected in education,
knowledge, health, experience, motivation, intuition, entrepreneurship and expertise; in
addition, a highly skilled labor force, the availability of scientists and engineers, a female
labor force, and health (life expectancy, physicians) are also good indicators... Human capital
provides the resources for the development and cultivation of other areas of intellectual assets
such as R&D and training, as the human factor is the most important link in the process of
value creation* (Lin, Edvinsson, 2011, p. 4). Analyzing this definition of the human capital it
is evident that focus is on individuals and their contribution in the creation of national wealth,
and that is an absolute fact, but as it was mentioned before state has great influence on
national intellectual capital. State influences intellectual capital thru strategies, plans,
infrastructure, laws and policies for developing and managing education system, health
system, social security, internal and external security and business environment. Political
processes and government relations strongly determine all spheres of social life that is often
forgotten fact because it is considered obvious, but it is evident that it is necessary to
acknowledge this influence of the state in the creation of national intellectual capital. In that
context human capital is a result, of organized and planned effort of the state to invest in the
health system, educational system, scientific research system and spiritual system (culture,
religion and traditions). State invests in this systems in order to create the preconditions for
knowledge and skills improvement of its citizens. The next component is market capital.
"Market capital represents a country’s capabilities and successes in providing an attractive,
competitive solution to the needs of its international clients, as compared with other countries.
A country’s investment and achievements in foreign relations, coupled with its exports of
quality products and services, constitute a significant component in its development of market
capital, which is rich in intangible assets* (Bontis, 2004, p. 23).

“Market capital is social intelligence created by elements such as laws, market institutions and
social networks. It is similar to social capital, but a lot more because it includes systemic
qualities with an embedded discovery attributes that enhance social capital creation* (Bontis,
2004, p.23). Considering definition mention above for the purpose of this article the market
capital is the result, of conscious activity of the state in maintaining and developing image in
the institutional and legislative terms aimed at raising the competitiveness of the companies
both in the domestic and global market. Process capital includes "processes, activities, and
related infrastructures for creation, sharing, transmission and dissemination of knowledge for
contributing to individual knowledge workers’ productivity* (Malhotra, 2003, p. 23). “It is
defined in terms of the non-human storehouses of a nation’s knowledge assets embedded in
technological, information and communications systems: as represented by its hardware,
software, databases, laboratories and organizational structures which sustain and externalize
the output of human capital (UNDP, 1998)*“ (Malhotra, 2003, p. 23). Taking into account
previously mentioned definitions (and modified definition from Pasher 2007) process capital
is a result, of previous generations knowledge and skills formalized in technology,
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information, infrastructure and communication systems which operate on the basis of known
and accepted procedures, rules and contribute to the social output. Next important component
of national intellectual capital is renewal and development capital, and its importance lies in
the fact that from its quantitative and qualitative traits depends the future of the nation.
Renewal capital “refers to the nation’s capabilities and real investments made in an effort to
increase its competitive strength in future markets, which, in turn, encourages future growth.
Renewal and development assets include investments in research and development, patents,
trademarks, start-up companies, the number of scientific publications, the number of patents
registered in the US, EPO patent applications, total expenditure on R&D, and capacity for
innovation (Lin, Edvinsson, 2011, p. 4). In the context of the definition mentioned above, the
renewal capital is understood a result of a conscious investment (by government and private
sector) in research and development (within companies, universities and in cooperation)
where the products of these processes (goods, services, supplies) are verified by publication
and protected (by patenting) in the internationally recognized way. Lin and Edvinsson define
financial capital as “to GDP, external debt, industrial production by major branches and
inflation* (Lin, Edvinsson, 2011, p. 4). In the context of this article the financial capital is the
result of policies and measures taken by the government in the economic sphere with the aim
of managing economic trends, (facilitate economic growth and development). Economic
policy measures direct movements in the economy, encourages industrial production and
creates the conditions for raising the level of competitiveness at the micro and macro level,
which allows foreign trade at an appropriate scale with the aim of meeting the needs of the
population. Economic growth and development are prerequisites for reducing public debt
(internal and external) and raising living standards. After the defining all components of the
national intellectual capital, a brief explanation of the models for its measurement will be
presented. Before that their few questions that need to be answered: first why do we need to
measure the national intellectual capital and the second question is how do we measure
national intellectual capital?

The answer on the first question is easy and obvious we measure the national intellectual
capital in order to know it's quantitative and qualitative characteristics so we can manage,
develop and improve it. Founding the answer on the second question is more complicated,
and attempt of answering on that question is in chapter that follows.

4. MODELS FOR MEASUREMENT OF NATIONAL INTELLECTUAL CAPITAL

It is clear from the descriptions of every form of capital (human, market, process, renewal and
development and financial) that they include collection of date for almost every segment of
society. It is a great challenge for researchers, and so far many individuals and international
organization tried to create holistic methodology for measurement of national intellectual
capital. Measurement of intellectual capital was first conducted in profit organization (small,
medium and large companies) then the measurement methodology was modified to suite
needs for measurement of intellectual capital in public and nonprofit organization (university
and public administration) and in the end the methodology is modified to suite needs for
measurement of intellectual capital on a national level. This article will be focused only on
methods and models for measurement of national intellectual capital. The models and
methodological frames for this purpose were developed by individuals (Edvinsson, Malone,
Bontis, Pasher) and organizations (IMD- International Institute for Management
Development; WB-The World Bank and OECD- The Organization for Economic Cooperation
and Development). All presented models were used in practice, and they can be divided into
two groups models that are not based on Skandia Navigator and models based on Skandia
Navigator. The models that are not based on Skandia Navigator are EU- The intellectual
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capital of the EU- Intellectual Capital Monitor (2004); UN- United Nations Economic
Commission for Europe 2003- the UNECE model (2003); Bonfour- EU states, 1C-dVAL
approach (2003); The World Bank- Knowledge Economy Index-KEI and Knowledge Index-
KI (2005); OECD - Innovations in science, technology and industry, Scoreboard (2001).
Skandia Navigator based models are in focus of this article. Those models are: Lin and
Edvinsson - 40 states (2011); Sandhu, Lodhi & Memon — Pakistan (2011); Cheong & Lidé -
Finland, Singapore, Malaysia (2010); Lin & Edvinsson- Nordic countries (2008); Lin & Lin-
Taiwan (2008); Weziak - EU states (2007); Pasher & Sacher- Israel (2007); Alexander-
Luxembourg (2006); Stahle & Poéyhonen - Finland (2005); Bontis —Arab region (2004);
Pomeda, Moreno, Rivera & Martil — Spain, Madrid (2002). There are at list two ways for
measurement based on Skandia Navigator model one is based on the description of indicators
and the other on the calculation of the index. This article considers examples for both versions
of measurements. For the presentation of the practical use of this model, two studies were
selected. The selected studies are Edna, Pasher and Sigal, Shachar (2007). ”The Intellectual
capital of the state Israel -60 years of achievements” and Carol, Yeh-Yun Lin and Leif,
Edvinsson (2008). “National intellectual capital: comparison of the Nordic countries." In the
next chapter of this article, there is a brief explanation of the basic model and in separated
parts is presentation of the practical use of selected cases.

5. MODEL SKANDIA NAVIGATOR

Skandia Navigator was first developed for the companies bay Edvinsson and Malone back in
1997. After great success that it has achieved in measuring intellectual capital of the profit
organizations the creators of the model decided to modify the model to suit the needs of
measurement of national intellectual capital. Same authors (Edvinsson and Malone) have
created “house metaphor® of Skandia Navigator first for the companies and later they
modified it for states. In the figure below is a comparison of this two models.

SKANDIA NAVIGATOR FOR
COMPANIES

SKANDIA NAVIGATOR FOR
STATES

History/

Financial
Capital

Financial
Focus

a
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

———ee e e e e e ]

Market Human Process

Focus Focus Focus Capital Capital Capital

----------------------------------- ! Intellectual Capital
A

Tomorrow/

Figure 2. Comparison of the Skandia Navigator for companies and states.
(Edvinsson, Malone, 1997) and (Pasher, Sachar, 2007, p. 11).

156



Economic and Social Development, 7™ International Scientific Conference, New York City

From this figure, it is obvious that the model for companies and model for states have
standard components such as financial focus /capital, human focus /capital, process focus
/capital and renewal & development focus /capital. Only difference is in customer focus that
in case of states changes into market capital. The time frame (past, present and future) and
position of components in time frame is the same in both cases. Since components of national
intellectual capital were defined before (Chapter 3), and their position inside of chosen model
is theoretically and graphically presented (Figure 2) that made the foundation for establishing
specific methodology of analysis for selected studies. This analysis has four parts: in the first
part of the study there is information about state researched in studies. In the second part of
the study, there is an explanation of used methodology (for studies that have this information).
The third part of the study contains overview of used indicators and in the fourth part of the
analysis there is a brief presentation of the research results.

5.1. Case Study 1: Edna, Pasher and Sigal, Shachar (2007). “The Intellectual Capital Of
The State Israel -60 Years Od Achievements.”

One of the first countries in the world that measured national intellectual capital was Israel.
The conducted research resulted with three reports: first in 1998, second in 2004 and the last
in 2007 in all of them Dr. Edna Pasher had been lead researcher with her's associates. The
report form 2007 has three parts; the first part is The Intellectual Capital of Israel Report. The
second part contains comprehensive listing of government support programs currently
operating, and the last third part contains examples of successful Israeli companies. This
article focuses on the first part of the report. In the report, methodology is briefly described
emphasizing the selected model as a Skandia model with the definition of every component of
classic Skandia Navigator model. Methodology was also shown in two figures one theme was
“modified intellectual capital tree” and the second figure was ‘“house metaphor” also
previously explained and presented (Figure 1, 2). The measurement of the national intellectual
capital was “based on data and information collected from international statistics publications,
such as OECD, the Human Development Report, IMD, the Global Competitiveness Report,
etc., as well as from national reports and key figures in the government and academia
worlds.”(Pasher, Shachar, 2007, p. 12)

At the beginning of the report there was a general description of the state of Israel as
developed, modern, democratic, and pluralistic country that is attractive to investors and
business partners from all over the world.* (Pasher, Shachar, 2007, p. 13) In the report, there
was also a state vision of innovation in which the authors emphasize the role of strategic
national orientation on the development of human capital and knowledge. In Table below are
indicators used in this report.
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3.1 | Information Technology Skills, 2006 3 5.7 | Number of Utility Patents Granted per Million population, 2005 5

3.2 | Technology Readiness 3 5.8 | Biotechnology Patents

3.3 | Personal Computers per (100 inhabitants), 2004 4 5.9 | Total Expenditures on R&D ( percentage of GDP), 2004

3.4 | Cellular subscribers (per 1000 people), 2006 5.10 | VC Investment by sector, 2006

3.5 | Cyber Security, 2006

- Venture Capital Availability
3.6 | National Expenditure on Education,2003 1 512

Capital raised by Israeli High Tech Companies
3.7 | Higher Education Achievement 2003 6 5.13-| Capacity for Innovation 2006 s
3.8 | Quality of Scientific Institutions, 2006 3 514 | Entrepreneurshio 5

Figure 3. The position of the Israel on the indicator.
(Pasher, Sachar, 2007, p. 8).

The analysed model in this study belongs to the group of the reports without calculation of
index and authors are more focused on describing the results of gathered data rather than
quantifying them in a manner to compare that data with the data for other countries in the
form of index. The data (indicators) were graphically presented and theoretically explained
with emphasising the level of development for each segment that indicates covers. Brief
summary of the first part can be found at the end in which authors conclude “This study
shows that, since its establishment, Israel has succeeded in accomplishing great technological
achievements. Israel is leading in various fields such as agro technology, biotechnology,
computer-aided education, and data communication. Furthermore, the country’s competitive
edge is excellent human capital in the form of highly educated workforce that is well
integrated with the hi-tech sector and research and scientific activity. (Pasher, Shachar, 2007,
p. 32). “In addition, Isracl provides a modern infrastructure - a supportive business
environment which includes a highly advanced banking and financial sector and legal
protection of foreign trademarks and patents.*“ (Pasher, Shachar, 2007, p. 32) This report is
comprehensive, accurate and inspiring for all researchers in this field.

5.2. Case study 2: Carol, Yeh-Yun Lin and Leif, Edvinsson (2008). “National intellectual
capital: comparison of the Nordic countries.”

In this case study authors were focused on Sweden, Denmark, Norway, Finland and Iceland.
Also later in 2011 they published the book gathering date for more countries counting total of
40 countries, then in 2013. and 2014. series of books that emphasise the impact of economic
crises on intellectual capital of the selected countries. This case study belongs to the group of
measurement models that quantify their findings in the form of index. It is also important to
underline that authors used same methodology when they researched 40 countries. According
to authors the “data analyzed in this study ... describes 40 countries over a period of 12 years,
from 1994 to 2005. In this study, there are two different types of data: data with an absolute
rating, such as “patents per capita”; and data with a qualitative rating based on a scale of 1-10,
such as “image of the country.” (Lin & Edvinsson, 2008, p. 531) For a meaningful integration
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of the quantitative score and qualitative rating, the ratio of the absolute value relative to the
highest value of each guantitative variable was calculated and multiplied by 10 to transform
the number into a 1-10 score. The data transformation procedures have been repeated for all
numerical indicators of human capital, market capital, process capital, and renewal capital.
Financial capital is represented by the logarithm of GDP per capita adjusted by the purchasing
power parity of each country, calculated its ratio to the highest value and then transformed it
into a 1-10 score. (Lin & Edvinsson, 2008, p. 531) The overall index is the total score of the
five types of capital. To assure the validity of the selected variables in measuring the four
latent constructs (human capital, market capital, process capital, and renewal capital), the
LISREL technique and “Amos 5” program were utilized to test the measurement model. Data
analyses showed that all the variables are significant at a 4 0.05, which means the selected
variables are sufficient to evaluate the late constructs. Thus, the measurement model is valid
for assessing national IC.“ (Lin & Edvinsson, 2008, p. 531) After describing the used methods
it is necessary to point out the used indicators below (Figure 4).

\Human capital index Market capital index

1. Skilled labor® 1. Corporate tax®

2. Employee training® 2. Cross-border venture®

3. Literacy rate 3. Culture openness?®

4. Higher education enrollment 4. Globalization®

5. Pupil-teacher ratio 5. Transparency®

6. Internet subscribers 6. Image of country®

7. Public expenditure on education 7. Exports and imports of services
Process capital index Renewal capital index

1. Business competition environment® 1. Business R&D spending

2. Government efficiency® 2. Basic research®

3. Intellectual property right protection® 3. R&D spending/GDP

4. Capital availability® 4. R&D researchers®

5. Computers in use per capita 5. Cooperation between universities and enterprises®
6. Convenience of establishing new firms® 6. Scientific articles®

7. Mobile phone subscribers 7. Patents per capita (USPTO + EPO)

Notes: “Variables are rated qualitatively using a scale of 1-10. Financial capital is the logarithm of
GDP per capita adjusted by purchasmg power parity

Figure 4. Inidactors proposed by Edvinsson and Lin.
(Edvinsson & Lin, 2008. p. 530)

Authors emphasize that the sources for the date were OECD database and the World
Competitiveness Yearbook. The result of the research (overall results) are presented below
(Figure 5).
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Intellectual capital
Financial Human  Market Process Renewal
Mean of 1994-2005 capital capital ~ capital  capital capital
Denmark Mean 9.814 8.302 6.589 7.057 5537
Ranking  Within 1 2 41 3 )
Between 2 1 2 2 3
Finland Mean 9.558 7551 6.558 7.586 7.082
Ranking  Within 1 3 o 2 4
Between 5 4 3 1 2
Iceland Mean 9.724 7234 6.693 6.762 4.887
Ranking  Within 1 2 4 3 5
Between 3 5 1 5 4
Norway Mean 9.920 7813 0.962 6.986 1.689
Ranking  Within 1 2 4 3 5
Between 1 3 5 3 5
Sweden Mean 9612 8077 6.181 6.978 7.540
Ranking  Within 1 2 5 4 3
Between 4 2 | 4 1

Figure 5. Means and ranking the comparison of Nordic countries.
(Lin, Edvinsson, 2008, p. 534)

The overall result of this studies (graphically presented for each country) are formulated in
very concise conclusion ”The Nordic countries’ intellectual capital has an international
reputation for excellence, and this study supports that perception. The intellectual capital of
all five Nordic Countries’ was ranked among the top ten countries of the 40 countries
included in this study, and three were in the top five.” (Lin, Edvinsson, 2008. p. 541).

6. INTRODUCING INDICATORS THAT SHOWS THE IMPACT OF
GOVERNMENT ON NATIONAL INTELLECTUAL CAPITAL

From the lists of indicators presented above (Figure 3 and 4), it is easy to conclude that
researchers uses some standard indicators but also they are introducing some of their specific
indicators. The suggested indicators in this study are divided according the previous logical
frame (Skandia Navigator). Both selected case studies had brief information about countries
that are researched, and this shows that is essential for every model to have a profile data for
selected country but that profile needs to be modified by adding more data. The inspiration for
this expanded profile came from analysed studies (case studies one and two) but also from the
works of Nick Bontis (2004) “National Intellectual Capital Index: A United Nations initiative
for the Arab region initiative* and Susan Alexnader (2006) “An Intellectual Capital of the
Grand Duchy of Luxembourg.© Bontis considers natural resources, population and its age
structure, GDI index, HDI index, remittance and diaspora, WTO membership, membership in
regional and international organization and the freedom of trade as indicators suitable for
country profile. Alexander in her study emphasizes geography, history, government, culture
and language in use. So recommendation for the future researchers is to combine those dates
because together they can give a great profile of the country. For the financial capital,
suggestion is to add two indicators, and those are diversion of public funds and wastefulness
of government spending (Global Competitiveness Report, World Economic Forum). First
indicator is related to corruption that is very dangerous for every segment of society, and it
has a strong influence on financial capital. Suggestion of the second indicator is based on the
fact that irresponsible wasting of public money means less money for education, research,
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health care. From obvious reasons corruption and irresponsible wasting of public money in
the past will strongly affect financial capital. In the case of market capital, three indicators are
proposed: favoritism in decisions of government officials, burden of government regulation
(Global Competitiveness Report, World Economic Forum) and Index of failed state (Found
for peace). Favoritism in decisions of government officials obviously distorts market
competition and contributes to monopoly and oligopoly which certainly is not desirable in
market economies. The burden of government regulation strongly effects companies since
government regulation can influence on local and global competitiveness. Index of failed state
shows the political image of the state. For process capital, three indicators are proposed:
number of procedures for starting a business, strength of investor protection (The World
Bank, Doing Business Report) and property rights (Global Competitiveness Report, World
Economic Forum). The listed indicators should be considered since everyone of them has
influence on process capital. More precisely previously mentioned indicators strongly
influences on investors (domestic and foreign) and their ability to produce new value. For the
human capital seven indicators are proposed: quality of the educational system, quality of
math and science education, local availability of specialized research and training services,
ethical behavior of firms (Global Competitiveness Report, World Economic Forum). Other
indicators for this component are the total number of students with a master degree, the total
number of student with Ph.D. (national statics offices) and number of scientific publications
on 100000 citizens (UNESCO, Science Report). For developing and renewable capital, twelve
indicators are suggested: total number of ISO 9001, 1SO 27001, 1SO 22000, 1SO 16949, 1SO
14001, ISO 50001.(International Organization for Standardization) 1SO standardization
upgrades all fields that covers. Other indicators are firm-level technology absorption, FDI and
technology transfer, quality of the overall infrastructure, brain drain, country capacity to retain
talent and country capacity to attract talent (Global Competitiveness Report, World Economic
Forum).This indicator can help in improvement and creation of a holistic model for
measurement of national intellectual capital.

7. CONCLUSION

Based on the facts presented in the previous chapters, it is possible to conclude, that the study
of national intellectual capital is a very dynamic area of science that is by its nature
interdisciplinary. In terms of models and methods of measurement of national intellectual
capital that were practically applied it is obvious that models based on Skandia Navigator
dominant. All researchers and experts in this field indicate that there is a need for continuous
innovation and finding new indicators in order to improve the model. Various researchers
used widely accepted and specific indicators within components of the model for measuring
national intellectual capital as in two presented case studies. Additional indicators that should
be incorporated into the model Skandia Navigator are based on extensive research conducted
for a doctoral dissertation. Measurement of quantitative and qualitative traits of national
intellectual capital contributes to its better management and to the general development of the
society.
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ABSTRACT

At the moment of entering a new cultural environment there is an inevitable appearance of
the need for personal transformation in leadership, and that according to Jean Piaget, author
of theory of cognitive development, primarily occurs in early age and develops throughout
life, passing through all transformations, adjusting to social and ethical norms of behaviour
thus creating personality later enriched with education, experience, beliefs and values
through ways of judgement and deciding makes a whole. When entering a new cultural
environment, with various business and social activities, this whole is often tested in terms of
flexibility, adjustability, internal moral criteria (moral compass), acceptance of new norms of
behaviour, different culturality, different language areas, different microeconomic situations
than the one it came from. Leaders face a task of maintaining their own integrity through
reactions defined by the code of ethics, socially responsible management and profits. If they
put in a new situation, leaders use all of their resources in order to know how to rightly deem
and judge which behaviour to keep through their moral compass, and which to accept from
the culture they came to. Each of them is faced with a question to what extent goal (profits)
justifies means. It is a duty of every leader to conduct an inventory of their ego as exhibited
manifestation of personality through recognition of too weak and too strong ego and
reactions to appearance of them through humility, humbleness, ethics, morality and the need
to satisfy all stakeholders in the decision-making process, characterized by ethical leadership.
Link between leaders, shareholders and stakeholders should be continuous with the right to
integrity and dignity of all those included in the system through implementation and everyday
enlivening and enrichment of ethical norms of behaviour agreed by code of ethics.

Keywords: Culturological Environment, Ethical Leadership, Moral Judgement, Personal ego,
Personality

1. INTRODUCTION

Moral judgment is becoming an increasingly important leverage point for organisation. They
operate in more complex and ambiguous contexts in which leaders and their followers face
challenging moral dilemmas, often while addressing the competing needs and values of
multiple stakeholders (Donaldson, 2003; George, 2007; Hannah and Avolio, 2010). Whether
driven by heightened ethical consciousness or response to public scrutiny, many
organizational leaders have assumed a larger role in seeking to build cultures and performance
management processes that develop ethical leadership (Hannah and Avolio, 2010).
Furthermore, Ibarra-Colado et al. (2006) explained how an individual’s values and
organizational context guide individual decision choices of managers (Elango et al., 2010).
However, much of the literature conflates values with personality and other individual
characteristics (e.g. Hambrick and Mason, 1984; Finkelstein and Hambrick, 1996; Higgs and
Lichtenstein, 2011). There have been a number of studies that explore the relationships
between personality and values with a number of authors proposing either direct relationships
(e.g. Furnham et al., 1999) or at least a degree of overlap (Higgs and Lichtenstein, 2011).
Valentine and Rittenburg (2004) noted that public and national values are known to affect
individual beliefs (Jackson and Artola, 1997; Hofstede, 1991; Wines and Napier, 1992), and
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these values might also impact ethical reasoning. Genesis of the word ethics and moral are not
at all simple. Johnson (2012) defines that ethics involves judgments about the rightness or
wrongness of human behaviour. According to Klaic (1978) ethics comes from the Greek term
ethos, meaning “custom”, “habit”, “values” or “character”. Moral is derived from the Latin
mos or moris, meaning “conduct” or “usage”. From this perspective, ethics has the task not
only to introduce us to what is moral, what are its basic components, but also to take a critical
perspective on existing moral practice. The task of ethics is not simply to point out all the
different perspectives of people, but also to assess the value and point to the real and true
value. Morality is a set of rules of a particular society and the social class of the content and
manner of mutual relations of people and human communities (Klaic, 1978). Organizational
ethics applies moral standards and principles to the organizational context (Johnson, 2012).
Ethical behaviour in business is behaviour that is consistent with the principles, norms, and
standards of business practice that have been agreed upon by society (Trevino and Nelson,
2011). Organizational ethics means identifying the unique characteristics of organizations and
determining what sets ethical choices and actions apart from other forms of decision making
and behaviour (Johnson, 2012). On the other hand personal ethics is made of the rules that
individuals use to live their lives by (Weihrich, Koontz, 1994). Those rules can differentiate
from person to person, however, there are some universal ethical norms. Therefore, ethical
behaviour is the one in line with generally accepted social norms (Zugaj et al., 2004).

2. THEORETICAL FRAMEWORKS OF MORAL JUDGMENT IN LEADERSHIP
2.1. Significance of moral judgment and ethical decision-making

Trevino and Nelson (2011) stated that exist two ways to think about individual ethical
decision making — the prescriptive approach and the descriptive approach. The prescriptive
approach is derived from ethical theories in philosophy and offers decision-making tools
(ways of thinking about ethical choices) that help to decide what decision people should make
as a ,,conscientious moral agent™ who thinks carefully about ethical choices and who wants to
make the ethically “right” decision (Trevino and Nelson, 2011). Moral philosophies present
guidelines for determining how conflicts in human interests are to be settled and for
optimizing mutual benefit of people living together in groups (Rest, 1986). However, there is
no single moral philosophy that everyone accepts but the most applicable to the study of
business ethics are: teleology (consequentialism, egoism, and utilitarianism), deontology,
virtue ethics, justice (Ferrell et al., 2013). On the other hand the descriptive approach
describes how people actually make ethical decision and relies on psychological research. To
be able to talk about ethical decision-making is necessary to perceive ethics as an important
item in the daily business operations and it is important to incorporate ethics to become a part
of decision-making process (Trevino and Brown, 2004). Recognition of an issue as an
“ethical” issue triggers the moral judgment process, and understanding this initial step is key
to understanding ethical decision-making more generally (Trevino and Brown, 2004).
According to them moral judgment focuses on deciding what’s right— not necessarily doing
what is right. Even when people make the right decision, they may find it difficult to follow
through and do what is right because of pressures from the work environment (Trevino and
Brown, 2004). In dealing with moral dilemmas, people must extract, weigh, and integrate the
morally relevant information in the situations confronting them (Bandura, 1991). Furthermore
Trevino and Brown (2004) stated that moral awareness represents just the first stage in a
complex, multiple-stage decision-making process (Rest, 1986) that moves from moral
awareness to moral judgment (deciding that a specific action is morally justifiable), to moral
motivation (the commitment or intention to take the moral action), and finally to moral
character (persistence or follow-through to take the action despite challenges). The most
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prevalent models for character or moral development have focused primarily on aspects of
cognition or judgment, most typified by Jean Piaget and Lawrence Kohlberg’s models of
cognitive moral development, and James Rest’s four component model (Hannah and Avolio,
2010). First, Piagetian theory favours a developmental sequence progressing from moral
realism, in which rules are seen as unchangeable and conduct is judged in terms of damage
done, to relativistic morality in which conduct is judged primarily by the performer's
intentions (Bandura, 1991). Following the lead of Piaget, Kohlberg developed an expanded
cognitive structural theory of morality that emphasized the cognitive basis of moral judgment
and its relationship to moral action. He postulates a six-stage sequential typology of moral
rules, beginning with punishment-based obedience, evolving through opportunistic self-
interest, approval-seeking conformity, respect for authority, contractual legalistic observance,
and culminating in principled morality based on standards of justice (Bandura, 1991). Some
theorists argue that the moral idealization in Kohlberg's theory reflects preference for Western
views of moral adequacy rather than objective standards or the dictates of reason (Bandura,
1991). Furthermore Kaplan (1989) has examined the integrative rules of moral decision
making with scenarios that include different combinations of factors characterizing the
various stages of Kohlberg's theory. Bandura (2002) developed moral agency that embedded
in a broader socio-cognitive self-theory encompassing affective self-regulatory mechanism
rooted in personal standards linked to self-sanction. In recent years Hannah and Avolio (2010)
proposed a new construct titled moral potency that represents an individual’s ethical
psychological resources and includes the components of moral ownership, courage, and
efficacy. They propose that a leader’s character is defined not only by what the leader thinks
but also by his or her motivation to act to address ethical dilemmas. Kohlberg and Candee
(1984) stated that people must first make judgments of responsibility before they will initiate
dedicated moral judgments and actions while Hannah and Avolio (2010) propose that the
psychological process underpinning such judgments of responsibility stems from a sense of
ownership over the ethical conduct of oneself, and for leaders or even teams in terms of
shared leadership, over others in their sphere of influence. Bandura (2002) stated that
whatever other factors serve as guides and motivators, they are rooted in the core belief that
one has the power to produce desired effects by one’s actions, otherwise one has little
incentive to act or to persevere in the face of difficulties. He considered that self-efficacy
beliefs regulate human functioning through cognitive, motivational, affective, and decisional
processes which affect whether individuals think in self-enhancing or self-debilitating ways;
how well they motivate themselves and persevere in the face of difficulties; the quality of
their emotional life, and the choices they make at important decisional points which set the
course of life paths (Bandura, 2002).

2.2. Challenges of moral development

In the development of a moral self, individuals construct standards of doing what is right and
wrong according to their beliefs and values shaped throughout the process of education and
socialisation that serve as guides for their further behaviour. Having regard to different
circumstances people behave unpredictably and differently. Bandura (2002) stated that people
regulate their actions by the consequences they apply to themselves that give them satisfaction
and a sense of self-worth. He noted that people generally act in accordance with their personal
values, but their sense of when and how to apply their values is influenced by the social
norms in the workplace and the society as well. He argued that they refrain from behaving in
ways that violate their moral standards, because such conduct will bring self-condemnation.
Recent research suggests that standards of right and wrong or moral standards do not function
as fixed as people would like to conduct (Mazar et al., 2008).
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What is important for leaders to understand is that their self-concept itself can change with the
circumstances—in particular, with the organizational culture (Gebler, 2012). Employees who
have high moral standards in a specific occasion, lured by the company’s culture and
encouraged by incentives, rewards or short profit goals, disengage moral standards and doing
things they did not set out to do or they would not do in other circumstances. Bandura (2002)
noted that disengagement practises will not instantly transform considerate people into cruel
ones but that it is a gradual process in which individuals perform mildly harmful acts they can
tolerate with some discomfort. He stated that after their self-reproof has been diminished
through repeated enactments, the level of ruthlessness increases, until eventually acts
originally regarded as abhorrent can be performed with little anguish or self-censure and
inhumane practices become thoughtlessly routinized and people may not even recognise the
changes they have undergone as a moral self. Furthermore Bandura identified six forms of
moral disengagement strategies including advantageous comparisons (e.g., “well at least our
actions weren’t as bad as what our competitors would do”), justifications that attribute blame
to victims (e.g., “they were asking for it”), diffusion of responsibility (e.g., we wouldn’t have
to do this if headquarters didn’t demand such a high profit margin”), dehumanizing victims
(e.g., “the competition is a bunch of snakes”), choosing to not recognize the extent of harm
(e.g., “it will only put some people out of work”), and using sanitizing language or
euphemisms (e.g., “a bomber ‘servicing’ a target causes ‘collateral damage’”’), which allow
the actor to lessen the perceived severity of their actions and thereby protect their moral self-
identity (Hannah and Avolio, 2010). Similar to this theory, Marcum and Smith (2008)
developed a balance of humility, which explains the function of the ego in moral judgment
and ethical decision-making (Figure 1.). They stated that ego gives self-esteem to utilise the
biggest advantages, but at the same time, it turns into weaknesses that mine those very
advantages. Their theory argued that once people move right or left from the balance they
start losing humility as one of preconditions of ethical behavior. The more time passes away
from the balance, the more it becomes pleasant for them to be there and it is likelier that they
will develop egoistic habits. After they create the habit of being outside of the balance, they
slowly start to believe that they are above other things as well: that they are not a subject to
reprimand, that they are never wrong, that their behaviour is undisputable by anyone, that they
are obsessed with the need to prove they are right, that they cannot have a bad idea, that it is
beneath them to be led by others etc. (Marcum and Smith, 2008). When people are
consistently outside of the balance, that eventually takes them to behavioural extremes in non-
ethical way and the greater the likelihood that they would reach dishonest conduct.

Figure 1. The Balance of humility (Marcum, D. and Smith, S., 2008, p. 98)

The Balance of
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ego empty e - . 5 egotistical
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Bandura (2002) stated that people do not usually engage in harmful conduct until they have
justified, to themselves, the morality of their actions and in this process of moral justification,
pernicious conduct is made personally and socially acceptable by portraying it as serving
socially worthy or moral purposes.

2.3. Role of individual and cultural values in moral judgment and decision-making
Personality refers to individual differences, a person's character and temperament, whereas
values are principles that a person believes about what is important, what is valued, and how
one should behave across a wide variety of situation. Like personality traits, values guide a
leader's behaviour and are influenced by a combination of biological and environmental
factors (Nahavandi, 2012). The study of the impact of individual values on a range of
outcomes has a history dating back to the 1930s (Rohan, 2000; Higgs and Lichtenstein, 2011).
In general, values theorists assert that individual values are a dominating force in life,
providing a sense of meaning for individual actions (Rokeach, 1979; Higgs and Lichtenstein,
2011). Although the study of values has tended to be anchored in the social psychology
literature there has been a growth of interest in their role in a broader work context (Higgs and
Lichtenstein, 2011). Values are relevant to individuals, to organizations, and to societies.
Krizmanic (2009) states that values are a collection of general beliefs, opinions and
viewpoints on what is right, good and desirable, that are shaped throughout the process of
socialisation. Values cannot be directly perceived, instead, people make their conclusions
about them based on the goals that an individual is trying to achieve or deems important in his
or her life (Krizmanic, 2009). Covey (2009) states that everything affecting our lives — family,
school, church, work environment, friends, co-workers and ruling social paradigms — all those
things leave a silent, unconscious imprint and participate in shaping of our reference frame,
our paradigms, our efforts, and says that those paradigms are starting points of our attitudes
and behaviours. According to England and Lee (1974), values can affect leaders in several
ways, including effects on (Washington et al., 2006):

e leaders’ perceptions of situations, individual and organizational successes, and ethical and
unethical behaviour;

solutions leaders generate to solve problems;

leaders’ interpersonal relationships;

the extent to which leaders accept or reject organizational goals and pressures;

e |eadership performance.

According to Rokeach (1979) two types of individual values can be defined. He refered to one
of them as instrumental values which show desirable modes of conduct, the other — as
terminal values which are the end state of existence. The number of individual values is small
with different structural arrangement, that they are results of social demands and
psychological needs of the person. He also argued that individual values are capable of
undergoing changes as a result of changes in society, situation, self-conceptions, and self-
awareness, but they are regarded as much more stable phenomenon compared to employee
attitudes and finally, that change in values represents central rather than peripheral changes,
thus having important consequences for other cognitions and social behaviour (Rokeach,
1979; Diskiene and Gostautas, 2010). Most of the research has dealt with the concept of
values to understand culture (Earley, 2006; Vauclair, 2009). The first of these approaches,
which views national culture as the key determinant of work values (Elizur et al. 1991), draws
particularly on the work of Hofstede (Gahan and Abeysekera, 2009). The effect of national
culture on an individual’s work values is founded on the view that an individual’s values in
life are shaped by immediate family, societal and cultural norms, values and beliefs, which
form “the collective programming of the mind that distinguishes the members of one group or
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category of people from another” (Hofstede 2001; Gahan and Abeysekera, 2009). Hofstede
(1980) stated that values are “among the building blocks of culture” and culture is “the
collective programming of the mind” in which values and beliefs are assumed to influence
behaviour places culture inside the minds of individuals as members of a cultural group
(Vauclair, 2009). He proved that what applies to cultural groups does not necessarily apply in
the same way to individuals, furthermore cultural dimensions such as collectivism and
individualism, also could not be replicated at the individual-level. Considering that culture
determine boundaries and constraints on what is accepted or appropriate and considering this
cultural values refer to what is judged as right or wrong that refer to issues of morality. In
fact, it is difficult to “delineate where culture ends and morality begins as culture and morality
share an intricate and intimate relationship” (Vauclair, 2009).

3. CULTUROLOGICAL ENVIRONMENT

According to Tsalikis and Fritzsche (1989), with more companies expanding into foreign
markets, the problem of cross cultural ethics is getting more prevalent. Business practices that
are considered ethical in the U.S. are not viewed as such in different cultures (Valentine and
Rittenburg, 2004). The investigation of international ethics is difficult because the issues are
complicated and difficult to scrutinize, and global firms encounter many value contrarieties
(Valentine and Rittenburg, 2004). Valentine and Rittenburg also stated that many
questionable business practices only impact other nations and governments, and egocentric
businesspeople might be inclined to make decisions that help their home countries. They
noted since international firms attempt to enhance their relationships with other countries,
business professionals should function in a manner that benefits all interested parties.
Managers operating in the international markets face significant pressure to act unethically
due to tolerance of bribery (Elango et al., 2010). Often a lack of congruence in ethical
standards between home country and host country allow for considerable variation in
managerial judgment. Elango et al. (2010) stated that the manager stationed abroad may feel
distant from organizational and societal resources for resolving ethical issues and that the
scrutiny of consumers, investors, journalists, or other stakeholders may be less intense, hence
less effective as social control influences. In fact that can be verified with Tilker (1970) and
Bandura (1991) researches that it is relatively easy to hurt others when their suffering is not
visible and when causal actions are physically and temporally remote from their effects.
Therefore, the autonomy and authority necessary for managerial effectiveness in an
international setting expand the possibility for decision-making to deviate from corporate
expectations (Elango et al., 2010). Leadership should be a key source of ethical guidance for
an organisation (Huhtala et al., 2011), critical in creating, establishing and maintaining an
ethical organisation (Lloyd & Mey, 2010) and ethical decision-making (Brown et al., 2005).
Unless leaders create market-oriented organizational cultures, any required transformation
and adaptation to a market economy may be seriously undermined (Littrell and Valentin,
2005). Su and Richelieu (1999) stated that multi-national corporations are confronted with
what they interpret as peculiar habits that in turn greatly influence the success or failure of
their activities abroad. They also noted that managers have to face the challenge of translating
moral values into business decisions and actions that are accepted in the respective cultures.
Discrepancies between moral values as well as their application are commonly heightened in
countries in transition, for instance, in the Central and Eastern European Countries where
legal and political structures are still at an embryonic level a chronic temptation to break the
rules in order to survive which favoured the development of ethical standards that may be
considered in Western countries as unethical (Su and Richelieu, 1999). Although Bandura
(1991) noted that societies that are less inclined toward ethical abstractions and idealization of

172



Economic and Social Development, 7™ International Scientific Conference, New York City

autonomy come out looking morally underdeveloped even though in their moral conduct they
may exhibit fewer inhumanities than Western societies that are ranked as morally superior.
Furthermore cultures are diverse and dynamic social systems not static monoliths and
intracultural diversity and intraindividual variation in psychosocial orientations across spheres
of functioning underscore the multifaceted dynamic nature of cultures (Bandura, 2002). There
are predominantly individualistically oriented social systems and more collectively oriented
ones (Kim et al., 1994; Bandura, 2002). For instance, collectivistic systems founded on
Confucianism, Buddhism, and Marxism favour a communal ethic, but they differ significantly
from each other in particular values, meanings, and the customs they promote (Kim et al.,
1994; Bandura, 2002). He also stated that nor individualistic cultures are uniform and that
Americans, Italians, Germans, French, and the British differ in their particular brands of
individualism. Even within an individualistically oriented culture, such as the United States,
the Northeast brand of individualism is quite different from the Midwest and West versions
and the latter differ from that of the Deep Southern region of the nation (Vandello & Cohen,
1999; Bandura, 2002).

4. CONCLUSION

In the modern economy the moral judgement became an imperative of successfully
implemented business ethics in organisation. Business ethics represents moral expectations
towards all actors of the economic system, whilst the focus of organisational ethics lies
primarily on management and decision makers in the organisations (Rahimic and Podrug,
2013). Since effective corporate governance is enhanced by concordance between
organizational and individual ethics, it is important to understand the elements that produce
this congruence (Elango et al., 2010). Complex and aspirational contexts of international
business define preconditions to assess how individual ethics and work environment influence
an individual’s intentions to moral judgement and ethical behaviour. Even when action is
clearly warranted and legitimate, people with higher moral standards who knows what is the
ethical thing to do still fail to take an action on their decision because of pressures from the
work or social environment. Furthermore people live their lives in various cultures that differ
in values, customs, legislation and social and economic parameters that shape these
potentialities into diverse forms and influence people in their actions and experiences. Leaders
“own” their experiences when they interpret those experiences and plan their future actions in
ways that portray their values and beliefs, thereby shaping their context in ways desired—and
through this reciprocation leaders are producers as well as products of their environments
(Bandura, 2002).
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ABSTRACT

St. Petersburg is the second biggest city in Russia (4th in Europe due to citizens number
factor) with total population over 5 million inhabitants and is extremely important industrial,
commercial, scientific, cultural national center. Now St. Petersburg is the only big city which
whole downtown (over 40,000 buildings) has been included into UNESCO World Heritage
list. At the same time St. Petersburg has some economic and social problems (underdeveloped
infrastructure, old technology based industrial enterprises number, negative regional foreign
trade balance, low population life expectancy, etc.). In order to solve different problems the
city Government has designed the socio-economic development strategy up to the year 2030
(Strategy).

Keywords: Creative industries, creative spaces, city of St. Petersburg, St. Petersburg St.
Petersburg socio-economic development strategy, Russia

1. INTRODUCTION

Strategy general objective - to ensure citizens stable life quality and increase St. Petersburg
global competitiveness based on the national development priorities implementation,
sustainable economic growth and use of innovation and technology activities. Present socio-
economic development features highlight the cultural resources and creativity as one of the
modern, post-industrial economy basis. Creative approach gives an opportunity to find new
and unique solutions in a rapidly changing world. Therefore, creative industries (CI)
development provides a significant competitive advantage to the St. Petersburg economy. CI
sectors are the following: music, visual arts, cinema, performing arts, gallery business,
fashion industry, publishing, advertising, design, architecture, Internet and computer
technology, cultural tourism. Development of creative industries Features contemporary
socio-economic development highlight the cultural resources and creativity as one of the
foundations of modern, post-industrial economy. Creative approach makes possible to find
the new and unique solutions in a rapidly changing world. Therefore, the creative industries
development provides a significant competitive advantage economy of St. Petersburg. By
sector of the creative industries include: music, visual arts, film, performing arts, gallery
business, fashion industry, publishing, advertising, design, architecture, internet and computer
technology, cultural tourism.

2. CHAPTER1

St. Petersburg has a large, but it is not yet sufficiently realized the creative industries
potential. Meanwhile, the creative industries can be an important element of the urban
economy and a factor of social well-being in the city. Examples include such European cities
as London, Paris, Amsterdam, Berlin and others, in which a considerable percentage of people
employed in the creative industries, generating a significant gross regional product (GRP)
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share. Currently creative industries are producing only 7% of St. Petersburg GRP.?* CI has
contributed to the spending growth in the field of culture. They contribute to the industrial
development, innovation and economic differentiation. In addition, creative technologies
contribute to a change in the quality of life, the formation of cultural identity, the pluralism
development and tolerant atmosphere in the society. From the perspective of business forms,
creative industries are based on the priority of small and medium enterprises (SMES)
producing creative products and services. At the same time, this local production, focused on
finding a way into global markets in a post-industrial economy. Modern business strategies
take into account not only the material, but also intangible assets. Human and creative capital
of the corporation becomes an important part of its financial solvency. For the development of
creative industries sector is necessary to implement a set of measures in the following areas.
Basicly - is to create a favorable climate in this area, creating the conditions and the
atmosphere that contribute to the emergence of new ideas, creative initiative and its
implementation. Urban policies in this area could be not confined to administrative and / or
financial support to specific organizations or projects. Much more important is to ensure a
competitive and free creative environment, freedom of creativity in a variety of areas. It is
necessary to ensure efficient interaction between representatives of the creative industries, at
the level of the city as well as at the national or global level. The city’s contribution may be to
create a communication infrastructure and support joint projects St. Petersburg residents and
other cities and countries residents. The city will contribute to the creation and development
of new and creative spaces (studios, workshops, showrooms, etc.), including on the basis of
the transformation of the existing, but unclaimed industrial facilities. It is important to take a
number of measures, removing legal and administrative barriers to such a transformation. In
addition, the city will create favorable conditions in the area of taxation and rent-to
organizations and creative industries, as well as in organizations activities regulation. The
most important objective in this regard is to ensure maximum creative freedom. It is necessary
to create favorable conditions for attracting non-governmental funding of creative industries,
including in the framework of the Russian and international charitable initiative.

3. CHAPTER 2

For St. Petersburg, as well as for Russia as a whole, it is characterized by a relatively high
degree of conservatism in the perception of art, design, architecture. But without the openness
to new ideas and approaches active creative industries development could not be ensured, it is
impossible to stimulate private initiative and the creation of a new one. In this regard, along
with the preservation and promotion of historical and cultural heritage of St. Petersburg, one
of the priorities of the state policy in the sphere of culture and education should be the St.
Petersburg residents and guests communion to contemporary art, to current trends in world
culture, art, design, architecture, scientific and social thought. This task should be
implemented as cultural institutions and science and education institutions. An important
condition for the creative industries development in St. Petersburg is the active participation
in the national and international creative initiatives. Such participation should cover not only
the field of art and design, has a tradition of a strong presence of local players, but also areas
in which the city and the country behind the advanced world trends. It is necessary to promote
the development of the internal "creative" market, its infrastructure, vocational training,
promotion of creative industries through tax incentives and facilitating administrative
procedures. An important component of the policy of St. Petersburg in the field of culture
should be the coverage of non-governmental creative industries producers - providing them

>4 http://spbstrategy2030.ru/?page_id=102,
http://zdrav.spb.ru/media/komzdrav/documents/document/file/strategiyal.pdf
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with grants to encourage their interaction with the state cultural institutions, providing them
with platforms for the implementation of projects. One of the ways to solve problems in the
creative industries development should be to promote the development of an integrated
practice-oriented education in the creative industries field. By 2030, St. Petersburg should be
a city open to new ideas and initiatives culture, the arts, science and social thought, an
important center of the interaction between creative individuals and organizations in Russia
and other countries, the birthplace and implementation of new creative projects and activities.
The foundation for this will be available as a scientific and cultural potential of the city, and
the authorities' efforts to create such economic and ideological climate that will be most
favorable for the open and free creativity. The above mentioned strategic areas
implementation support to creative industries will ensure by 2030 the following tangible
positive results. The creative industries contribution to the formation of GRP St. Petersburg
will increase to 12%. Value for professionals involved in the creative industries, in relation to
the total civilian labor force in St. Petersburg will be 16%.% Creative economy in the
UNESCO report in 2013 is defined as the type of economy, which is formed as a result of the
development of creative industries.?® Creative economy subjects produce creative product - an
economic good or service that is the creative process result and has economic value. Creative
product could be equal in both terms as goods and as services. Creative product (such as a
piece gf music) can move from the category of goods in the category of services and vice
versa.

4. CHAPTER3

The term "cultural industries™ dates back to the early work of the Frankfurt School's 1930-
1940.% Art condemned for providing ideological legitimating of capitalist societies, and for
the emergence of popular culture industry.?® From this perspective, culture and economy are
presented as mutually hostile. They are governed by incompatible logics. Cultural industries
have been promoted around the world in the 1980s by the UNESCO. They contain a wide
range of areas, such as music, art, fashion and design, media (radio, publishing, film and
television). Opportunities for cultural industries are not limited to intensive industrial
production.® Traditional agricultural craft in developing countries is cultural craft. Crafts are
not only a significant economic values, but also represent a visible cultural and social values.
The term "creative industries” refers to a wider range of production, which includes goods and
services produced on the basis of innovation, research and various software products. This
term came into use during the promotion of the national cultural policy, for example, in
Australia in the early 1990s. At the end of the decade the transition from cultural to creative
industries has been carried out by the Department of Culture, Media and Sport. The birth of
the term “creative industries” also follows from relations of creativity and economic
development of cities and urban planning.®* Cultural and creative industries can be

% http://spbstrategy2030.ru/?page_id=102,
http://zdrav.spb.ru/media/komzdrav/documents/document/file/strategiyal.pdf

28 Creative Economy Report 2013. Special Edition. Widening Local Development Pathways. United Nations /
UNDP / UNESCO, 2013. P.20.

27 John Howkins. The Creative Economy. How People Make Money From ldeas. 2013. P. 4.

28 Adorno, T. W. Negative Dialectics. New York: The Seabury Press, 1973.

2 Creative Economy Report 2013. Special Edition. Widening Local Development Pathways. United Nations /
UNDP / UNESCO, 2013. P. 21.

%0 Galkin D.V. Cities cultural development strategies: Contemporary approaches. Sociology and Social
Anthropology. — 2005. — Ne 4. —p. 41

3! Creative Economy Report 2013. Special Edition. Widening Local Development Pathways. United Nations /
UNDP / UNESCO, 2013. P. 20
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represented as “bull’s-eye” circles. One of the first and most famous diagrams was proposed
by David Throsby.*? Decipher each cyclic circle diagram. Centre is represented by industrial
cultural production: literature, music, performing arts, visual arts. Other key creative
industries are considered as filmmaking, museums, galleries, libraries, picture businesses. The
next concentric are the industry having a broader set of characteristics - this industry, which
are cultural and national heritage, television, radio and print media, the recording industry,
video and computer games. These industries are closely interdependent with the so-called
"related to cultural production industry": advertising, architecture, design, fashion. Respect to
the diagram is necessary to clarify the following:

1) The boundaries between the circles transparent. Each subsequent circle contains more
aesthetic and symbolic attributes

2) The central circle diagram, which is called the "core of cultural production» (core cultural
expression) and includes activities such as literature, music, fine arts, and others. - Does not
mean that artists are at the top of the hierarchy of creative professions. The central part of the
diagram indicates that at the beginning of chain of cultural values, individual artists and
creative workers are part of a larger enterprise, initiated by managers, entrepreneurs,
producers and intermediaries. They depend on the communities involved in the production of
cultural goods. Speaking about the situation, when the creative spaces combine features of
cultural production, as well as a variety of marketing and business strategy, we note that the
chain of creation of a product that has cultural value, begins far beyond the art studio.
Building owners, management companies, tenants and subtenants (“residents") - is associated
chain management policy development of a space. Subtenants usually consider themselves the
"creative class." They depend on the decisions made up the chain. Owners of some creative
spaces for tenants prefer one and not the other, in order to meet the intended image space.
Creative space produces the product, the cultural component of which is its added value. In
other words, "creativity", contained in the product is its unique selling proposition. Thus, for
the entrepreneurs it is economically profitable to sell “creative products”. St. Petersburg — is a
city with a long history and rich cultural heritage. Existing traditional cultural objects has
been actively updated with new cultural spaces that offer alternative culture. Such spaces are
called creative. The main difference between these spaces and the others — is to focus on
making a profit from the sale of cultural products. In this case culture provides the added
value and increases the product value. Uniqueness, individuality, focus on the personality of
the consumer - these are the distinctive quality of the product (service) produced in creative
spaces. Creative industries development to substantial extent depends on creative spaces
development. The authors have made the field research based on pool while interviewing St.
Petersburg inhabitants. On the other hand, as the results of piloting the questionnaire "The
attitude of residents of St. Petersburg to the creative industries and space”, the owners of
creative businesses in St. Petersburg create high barriers to explore with their products, or so-
called "barriers to entry". Therefore, the main consumers of their services and manufactured
goods are representatives of other creative spaces and youth belonging to different
subcultures. The survey showed that the main reasons for the lack of interest in the activities
of creative spaces district Bypass channel in other categories of the population is the lack of
information, lack of money and a well-developed cultural infrastructure in other St.
Petersburg. Socio-economic characteristics of creative industries and spaces of St. Petersburg
are reflected not only in the policy documents of the city government, but also evaluated in
terms of the need for appeal by the residents. To determine the population's attitude towards
settling down in their area creative spaces, Admiralty district was chosen as the area of the

2 Throshy, D. Modeling the cultural industries / D. Throsby // International Journal of Cultural Policy, 14(3) P.
217-232.
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highest concentration of creative spaces in its territory: Art Rizzordi Foundation, Red
Triangle, Weavers, Floors - a list compiled of the most famous places of creative spaces.

5. CHAPTER 4

Piloting the questionnaire "The attitude of residents of St. Petersburg to the creative industries
and space" was conducted among residents of the Admiralty district by subdistrict: Admiralty
district, Haymarket District, Kolomna, Semyonov, lzmailovo. Sew was 48 respondents.
Comments and observations were taken into account, tools profiles changed in line with the
results of aerobatics. Initially, the questionnaire was not placed the question of whether the
respondent is familiar with the terms "creative industry and space.” It was assumed that the
inhabitants of the Admiralty district, especially districts Kolomna and Izmailovo, where the
largest number of creative spaces that had experienced with them. Because first piloting the
questionnaire was conducted internally, and respondents were selected at random, then the
problem is lack of knowledge was found in the first few seconds during the announcement of
the theme and purpose of the study. Obviously, people who know nothing about the creative
spaces could not continue to respond to the questionnaire. As a result, in two days aerobatic
work in the "field" three questionnaires have been collected. After piloting this work, it was
decided to carry out on the internet with the help of the internet survey. Comments on the
questionnaire have been offered to write in the comments or send them in person. Definition
of creative spaces was brought outside the questionnaire to the respondent was able to read it,
as well as to create a certain mood of the respondent. Thus, before the start of the survey is
necessary to know whether the respondent had heard anything about the creative spaces, or to
put this issue at the beginning of the questionnaire itself. If a person has been familiar with the
creative industry and space, the next step - to find out ways to get information. The vast
majority (74.4%) responded that the main source of information about the creative industries
and spaces is the Internet (social networks, news feeds, announcements). Response options
"newspapers, radio and television” and "outdoor advertising” got zero. Perhaps in the final
version of the questionnaire is to exclude these options. Option that receives the highest
number of responses, probably needs more specific segmentation: if information is collected
from the "social networking", and if the answer is yes, then what ("Vkontakte”, ”Facebook”;
“news feeds", "announcements"; "e-journals.” In the question "How do you rate how well you
know about goods, services, and held in the creative spaces of events" results show the
average level of awareness of the work of creative spaces. Because 74% of respondents know
about creative spaces via the Internet, you need to ask clarifying questions about the kind of
information received (for example, what's the news, basically, read the respondents in the
social networks of creative spaces). Also here there is a lack of completeness of the proposed
list of possible answers (only two points). It is necessary to break the list down into more
specific options giving examples: what products are sold, what services are offered and what
activities are carried out. The vast majority of respondents (93%) had the experience of
visiting a creative space "Loft Project Floors." Results are consistent with the hypothesis of
the study. The question of whether the respondents know about the experience of visiting the
creative spaces of his inner circle shows the value zero option "no." Respondents do not speak
confidently about the experience of visiting the creative spaces of others. Expressed
uncertainty about 5 people (including those who themselves have never visited creative
spaces). Only half of the respondents are aware of the other places of recreation, ranging in
the Admiralty district, other than those listed creative spaces. Rather low percentage may be
related to inadequate sample volume, as well as the fact that people go to rest in the other
areas of the city (eg, Central) to visit all sorts of cultural sites. Wording of the question has
also caused some difficulties, because The term "recreational” perceived by the respondents
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vague and interpreted in different ways, and the term needs to be clarified. Questions, "How
do you think, who are focused creative space” and "What kind of people you associate
yourself” are the logical intersection, as in the questionnaire are nearby and have similar
response options. Answering the second question, the respondent at the same time focused on
the first one: "If 1 go out creative spaces, so | am a representative of a certain type of people.”
This relationship is demonstrated by the results: 88.37% of the respondents believed that
creative spaces visited by young people focused on their own development and education, and
the same number of respondents associate themselves with this type of people. In the final
version, these questions should be placed in different parts of the questionnaire, as well as
supplemented by control issues. The income level of people who visit the creative spaces,
respondents estimated the average. However, the question is worded incorrectly, as
respondents' self-use criterion. Asked about the average income of visitors creative spaces
they suggest themselves. Need for more detailed work on this issue, and to include the
qualifying criteria, "level of education™, "level of income", etc. Russia's middle class has
always been a controversial category that requires special consideration in each case study.
The question of how much money the respondent spends on certain leisure activities, shows
the lowest value of money for each item in the list. Among the list of leisure can be
objectively identified only one most expensive form of entertainment, "theater, cinema™ - in
which respondents are willing to spend 2-3 thousand Rubles a month (30, 23%). Other types
of leisure activities have a minimum value of "less than 1,000 rubles.". It is obvious that this
issue is quite controversial, and the conclusions of the abundance of the respondents may be
biased. For further work on the questionnaire decided to abandon the existing formulation of
the problem, consisting of only variants leisure practices of the respondents, and include a
complete list of articles monthly expenditure of the respondents (the cost of food, utilities,
leisure, clothing, etc.). The questionnaire was an attempt to assess whether respondents feel
difficulties with access to the creative space, the so-called barriers to entry. An attempt was
made to assess the respondents' attitudes towards themselves as part of the target audience of
creative space along three dimensions: income level; on the specifics of cultural consumption;
as belonging to a particular social group. However, these issues are not contributing to the
disclosure of a software issue and profiles need to be developed. Question of the relationship
of the respondent to the ongoing activities in the creative spaces did not cause trouble, and
demonstrates adequate target group results: for exhibitions, expositions 62% of respondents
have a positive attitude to the ongoing activities are positive 58% of the respondents. No
negative attitude expressed virtually none of the respondents, however, this is due to a shift in
the sample, when almost all of the respondents had experience of visiting creative spaces. The
usual stay of respondents includes virtually equivalent options: meeting with friends (52%); |
read books, newspapers, magazines (45%); visit museums, exhibitions, art exhibitions (40%);
visit theaters, cinemas (34%); visit the cafes, bars, restaurants (27%); interested in computer,
internet access (27%); doing sports (27%). We note that the respondent had to choose three
answers. As a result, the issue of pilotage has not shown any recreational preferences are most
preferred among the respondents. However, the issue and the options have been formulated
correctly, so will have representative data for large samples. It can be concluded that the
residents of leisure is very diverse. To creative space became a place of rest of district
significance, it must respond to these demands by the local population. Respondents also
noted that the main features of successful cultural space - a fun activity (72%); affordable
prices (63%); opportunity for a comfortable communicating (cozy space, nice music) (56%).
Thus, not only the cultural component is important for the success of the place, but also the
social: the ability of people to communicate with friends, spending time with family, for little
money. Among the 48 respondents, only 9% have never visited a creative industries spots and
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spaces. It should be noted in connection with the fact that the questionnaire was carried out
aerobatics mainly through online survey among users of social networks, it has been a shift of
the sample. As a result, the questionnaire was filled mostly people with higher education
(80%), young, aged 18 to 35 years old (85%). However, since piloting the questionnaire was
not of a substantive and methodological in nature, such a shift is acceptable.

6. CONCLUSION

In general, the questionnaire did not cause fatigue among respondents filling took place
quickly and without stress. Often, however, the respondents were asked questions about the
meaning of a term. The concept of “creative space” caused the most difficulty, so you need to
replace it with a known term. It may be useful to include in the questionnaire more questions
filters. So far, we have to consider that creative industries and spaces development role in St.
Petersburg economy is not high enough now. But socio-economic development strategy
realization should involve much higher creative industries and spaces development level.
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On the other hand, as the results of piloting the questionnaire "The attitude of
residents of St. Petersburg to the creative space”, the owners of creative
businesses in St. Petersburg create high barriers to explore with their
products, or so-called "barriers to entry". Therefore, the main consumers of
their services and manufactured goods are representatives of other creative
spaces and youth belonging to different subcultures. The survey showed that
the main reasons for the lack of interest in the activities of creative spaces
district Bypass channel in other categories of the population is the lack of
information, lack of money and a well-developed cultural infrastructure in
other St. Petersburg.

C Opyzoit cmoponvl, KaK RnOKa3vlearom pe3yibmamsl RUTOMANHCHO2O0
ankemnozo  onpoca «Omuowenue xcumeneii Canxkm-Ilemepoypza
KpeamueHbvimM RPOCHMPAHCMEAM», 6]1A0eblYbl KPEeAmueHbvlX HPeOnpusmuil
Canxkm-Ilemepoypea co3oarom evicokue Oapvepvl 011 3HAKOMCHMEA C UX
NPOOYKYUU UIU MAK Hazvieaemole «oapvepvl 6xoda». Iloamomy ocnosnvimu
nompeoumenamu nPeoOCMAasIAEMblX UMU YCIIY2 U RPOU3EOOUMBIX HLOBAPOE
AGNAOMCA  npeocmasumenu Opy2ux Kpeamug@HwvlX HPOCMPAHCME U
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MON00EIHCH, OMHOCAWAACA K pazHvlm cyokyromypam. Kax nokazano
uccnedoeanue, OCHOGHble  NPUUUHBL  OMCYMCHMEUA  UHmMepeca K
0esamenvHOCmu KpeamueHvlx npocmpancme paiiona Qo6oonozo kanana y
Opy2ux Kamezopuil HACeeHUs 3aKII04aemcsa 6 Omcymcmeuu uHgopmayuu,
Hedocmamke 0eHez U HATUYUU PA3BUMOIL KYAbMYPHOU UHPPaACmPYKmypol 8
opyaux Canxkm-Ilemepoypza.
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ABSTRACT

Development cooperation has been identified as one of the possible sources of technology
transfer to Sub-Saharan Africa. However, the poorest region of the world and the biggest
recipient of Official Development Assistance, Sub-Saharan Africa is also the least advanced
technologically. Seeing in technology development an opportunity to stimulate economic
development and convergence, the issue of development cooperation mechanisms for
increasing the use of technology in economies of the countries from the region is approached.
The goal of this paper is to define three general models of cooperation: traditional, socially
responsible, and horizontal. These models are based on the historical background of
development relations between the co called donor and recipient, on the structure of aid and
the recipient catalogue. Main characteristics of identified models were put in the context of
aid quality and selection of aid channels. Although the models apply to general development
aid comportment, the context of technology transfer possibility was addressed in this paper,
since it has been assumed a crucial element to eliminate development disparities. Problem of
the role of international cooperation in technology transfer, factors influencing the transfer
and conditions which foster technology transfer have also been undertaken in this research.
Methods of comparative and system analysis were adopted in order to elaborate theoretical
foundations for the models of cooperation.

Keywords: development assistance, development cooperation, technology transfer

1. INTRODUCTION

Research and development are the engine of growth in the theories of catching up (Silverberg
and Verspagen, 1995). The effective use of knowledge and intellectual assets build inside a
country and commercialized, or brought from abroad, can potentially fuel value creation
(Ondari-Okemwa, 2011). Because of that, the development of technologies, consistent with
the wider concept of sustainability (Leiserovitz, Kates and Parris 2005), has became important
element of policy strategies on national, regional and international level — and it has been
made crucial issue for many international organizations like OECD, European Community,
Worlds Bank, and others. For countries with limited potential to create technology, the
transfer can be a chance to use processes of globalization for acquiring the technology instead
of deepening income and development inequalities (Climent, Palmer, Ruiz, 1995, p. 98).
However, in the 21% century, with ubiquitous globalization, the focus of international and
global technology transfer has changed. It is no longer seen as a simple stream from North to
South. Currently it is about the transfer of knowledge and overseas subsidizations of firms. It
is less concentrated on the ideas of fixed developed-underdeveloped flow, acceleration of
growth and transition, but on exploitation of comparative advantages in global competition
(Audretsch, Lehmann and Wright, 2014, p. 302). This creates both an opportunity and a threat
for the less developed economies. More efficient use of existing resources can be a chance to
foster economic development in Sub-Saharan Africa (Kumar, Dutta and Fantazy, 2007;
Yelpaala et al., 2012), but according to statistic data, when it comes to technological
advancement, the economies in SSA region are still behind the rest of the world.
Technological development in Sub-Saharan Africa (SSA) countries includes especially
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mining, agriculture, biotechnology, and manufacturing of textiles. Also, renewable energy
sources development are thought to be prospective for the continent growth. In addition,
information and communication technology (ICT) sector has risen exceptionally fast in the
recent years. At the moment, 16% of the African population has internet access, and this
number will increase to almost 50% by 2025 (ITU, 2013). Nevertheless, SSA has relatively
low indigenous science and technological infrastructure (with the exception of South Africa)
in comparison with other regions of the World. High technology exports from SSA are only
3% of manufactured exports (in 2010), which is one sixth of the world average. The amounts
spend on research and development expenditures as a percentage of GDP are still relatively
low and account for 0.58% (World Bank, 2007). Some authors characterize such relatively
poor technology performance as due to the absence of explicit policies, which would define
and guide the undertaken actions, and the ineffectiveness of existing arrangements for
managing policies (Vitta 1990; Kane 1998; Karani 2002; Ondari-Okemwa 2011). Many
governments in Africa have already reacted to this situation, and started drafting science and
technology policies, established ministries of science and engineering universities, devoted
more resources to targeted science development programs, and enhanced international
cooperation with organizations such as the World Bank, ADB, IDB, DFID, CIDA, UNCTAD,
UNESCO to develop science and technology capacity building programs (Watkins and Ehst,
2008). However, deep institutional changes are still required in order for these initiatives to
become fruitful. The mechanism of technology transfer requires sound legal environment that
allows both secure market for licenses and transfer of knowledge and appropriate protection,
the absorption capacity (Cantore, Velde and Peskett, 2014, .p. 316). Stimulation of capacity
building for internal science and technology development through human capital investments
along with opening the economy for spillovers form abroad are important angles of increasing
technology processes. Inviting multinationals which expand technology through foreign direct
investments and licensing, is one of the ways to transmit needed values, practices and
solutions to the economy (Yang and Maskus 2008, Pouris 2010). Apart from that, the
mechanism of transfer may be enacted by public flows, in the scope of governmental
cooperation. Although private flows are considered as more important, still the public
channels of transfer keep their significance, especially for the low income regions. In this
article, the problem of the transfer of technology is studied in the context of development
cooperation. The process of technology transfer is viewed here as a global process which
embraces all aspects of social system and its interrelationships with the physical environment
(Climent, Palmer, Ruiz, 1995, p. 93), including the model of development cooperation. In
order to create a comprehensive view of the context for the technology transfer in the scope of
development cooperation, the descriptive models of development cooperation have been
distinguished based on qualitative analysis. Finally, the problem of technology transfer in the
scope of development cooperation with SSA has been addressed. Methods of comparative and
system analysis were applied in order to elaborate theoretical foundations for the models of
cooperation and the mechanism of technology transfer.

2. DIMENSIONS OF DEVELOPMENT COOPERATION

The Official Development Assistance (ODA) flows are public flows - provided by official
agencies - to developing countries placed on the DAC (Development Assistance Committee)
List of ODA Recipients and to multilateral development institutions. These transfers are
concessional in character — they convey a grant element of at least 25 per cent (calculated at a
rate of discount of 10 percent per annum), and are administered with the promotion of the
economic development and the welfare of developing countries as the main objective (OECD,
2014). Development cooperation has its half century tradition from 1960 - the formal closing
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date of colonial era, and the beginning of transformation of North-South relations. Aid giving
system replaced the system of open exploitation of resource rich poor countries. Born in the
bipolar world, postcolonial relations in the scope of development cooperation were not too
»developing« in character at first. With growing income disparities and rising number of
people living below the poverty line, first in 70s (energy crisis), than in the late 80s (debt
crisis, structural adjustment), the role and effectiveness of aid has been questioned. The
character of these relations changed significantly since then. The critique of aid and donors
lead to official redefinition of development cooperation in year 2000 (UN Millennium
Development Goals Declaration). In the new century the aid has been finally declared to serve
development issues, not the donors interests.

However, can we really say that the donors stopped realizing their external policy goals in the
scope of development cooperation? It is debatable. Because of this, the two major dilemmas
that undermine the very concept of development cooperation, the effectiveness of aid and the
motivation of donors, remain. The impact of ODA on economic growth (and development)
has been questioned and analyzed for years showing different results (Doucouliagos and
Paldam, p.3, 2008). Some authors suggest that development cooperation is against the market
and may not replace private trade - may even threat it (Bonne 1994). Others notice, that the
increase of corruption which accompany aid giving is a potential side effect which may have
severe consequences for the recipient country (Easterly, 2006).

It is also observed, that aid may have negative effect on public and private savings (Ouattara,
2007; Papanek, 1972), and it is blamed for mismanagement and even lowering the
beneficiary’s reforms. In other research aid is claimed to create no effect on development
(Williamson, 2008). On the other hand, the supporters of development aid say that the aid
flows are generally needed, just the mistakes of the system should be eradicated
(Deszczynski, 2001; Radelet, Clemens and Bhavnani, 2004). Most of them claim that once
certain conditions are met (ie. Burnside and Dollar thesis on sound policy requirement), aid
may stimulate the development. However, the problem remains unsolved. The crucial fact, is
that the discourse (ie. Burnside and Dollar, Sachs, Easterly) influences the politics and aid
practitioners, who realize the need to rethink and reform the ODA. Apart from the
effectiveness issue, the non-profit and development-driven character of foreign aid flows
remain questionable.

In many cases the resources spend in the country of destination of flows comes back to the
origin country e.g. as a profit of private contractors. Officially it is identified as tied aid flows,
however cases of un-official tying also occur, though may not be identified in the official
datasets. Tied aid obliges recipient to purchase goods in the donor country, usually for
oversized prices. This of course leads to improving market position of the donor and may
have negative influence on recipient terms of trade. Such import generate higher cost and is
not considered as positive for economic growth (Osei, 2005). Tied aid is generally seen as
export promotion of developed donor country (Easterly and Pfutze, 2008; Tajoli, 1999). Most
of the aid instruments open the possibility for the donor to profit from the cooperation.
However, at the same time development cooperation may be also used by the recipient, which
will be able to create an environment to properly use it.

Absorption of technology in the scope of development cooperation is such an example. Both
the discussion on effectiveness and the motivation of donor create a context for a critical
evaluation of the models of development cooperation that emerge from the half century
experience. Several dimensions of the cooperation have been identified. They are: colonial
experience, history, language&culture, democracy, natural resources, moral obligation,
partner relations, trade interests, international obligation. It has been assumed that these
dimensions influence the way the development cooperation is structured based on the
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humanist interpretation theory by Kmita. Given the context, rational entity realizes its goals
based on knowledge and values it supports (Kmita 1991, p.186-187). These dimensions of
cooperation are the input data for entities which are a part of development cooperation
relations, and the entities act (set the goals and choose means of their realization) rationally
according to this data. First, the colonial past of a donor is an important factor of development
cooperation since it influences the structure of recipients and the history of bilateral relations
(ie. France and Ivory Coast). The former colonial powers directed their development systems
to the regions which were previously their resource background as a colony. Decisions of both
France and UK, the biggest metropolis of XXth century were strongly influenced by the need
to continue the economic relation with countries which became no more politically dependent
from them. The colonial system of administration influenced not only institution building (D.
Acemoglu) but also future diplomatic relations.

The way the reciprocal relations are shaped today is therefore affected by the historical ties
and colony administration methods. The positive legacy are the elements of common culture,
the negative legacy is the paternalistic approach on the former metropoly side and the
reluctance on the other. However, the historical dimension of cooperation embraces not only
colonial past, but also other relations shaped by past events. USA did not possess colonies in
SSA, but their comportment toward countries of the region was quite similar to France and
UK. The Cold War era, pushed the hegemonies to search for political support and find the
votes in UN. The political support exchanged for the aid has been long-term solution within
the development cooperation in XXth century. It considered the so called » Western« countries
in general. Apart from the history, geopolitical situation is important dimension of
development cooperation. Current interests realization, influenced by past events, is identified
as an independent variable in the changing international environment.

It considers recent war against terrorism, or energy resources seeking - powerful states often
treat developing world instrumentally. It is no secret that part of the motivation of aid giving
is to prevent the migration to developed economies, and to keep peace in fragile states. Most
of Polish ODA goes to neighboring East states. China does not provide assistance to countries
which have officially recognized Taiwan as a country (ie. Burkina Faso). The increase of
involvement of Brazil in Africa is being explained by the Brazilian plan to take a set in
Security Council of United Nations (Chatham House, 2014). Whereas the interests of
Scandinavian socially responsible model is also considered as a way to gain more influence in
international policy. Culture and social system also influence the development cooperation. It
Is important for every cooperation mode, but in a different context. The existence of a
common language and sharing the elements of cultural heritage bring closer Francophone or
the Commonwealth. Despite the fact, that it is strongly supported by the need to realize
political and economic interests, the existence of cultural understanding enables elements of
cooperation. Purely technically, speaking the same language supports cooperation since it
makes the communication more effective.

At the same time the very reason for which the language can support development
cooperation it is the reason to make it more difficult. Complicated relations inherited from the
past cause strong opposition to the comportment of the representation of developed world,
associated with the colonial past, and often acting from the position of superiority. Very
important factor of development cooperation is also culture of sharing and helping, the
concept of charity. Although in every religion and culture there is an element of sharing, the
construction of the value vary across Christians, Muslim, Confucianism, or Buddhism (Spero,
2014). Quite important issue in development cooperation is the democracy issue. China is
being intensively criticized for providing assistance for governments which do not respect
democracy, as opposed to the current policy of DAC countries. Important element of
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development cooperation is the institutional approach and the ideological comportment of
donor. In the past the aid was an instrument of ideological division of the world in the scope
of bipolarization of international relations after the Cold War. Toady that shifted more into
democracy/authoritarianism with the risk of terrorism as an undermining threat. The non-
intervention in political system paradigm, which seems to be a sign of partnership, may at the
same time be an excuse to support authoritarian powers and corrupted administration.
Economic dimension of development cooperation is capacious. However, the natural
resources and energy sources seeking are especially important.

SSA countries dispose of important natural resources, including oil. It is a very strong
motivation for the donors to provide support which may conclude with signing the contracts
that grant access to raw materials. The second huge aspect is the access to SSA market for
foreign firms on advantageous conditions — it considers mining, but also to the large extent
the construction, and the supply of consumption goods to growing middle class. In the
transfer of technology, the balance between the donor interest (market seeking) and the
recipient interest (market structure, demand and general absorption capacity) is crucial.

3. MODELS OF DEVELOPMENT COOPERATION

Three major models of development cooperation have been distinguished: traditional (e.g.
France, UK), socially responsible (e.g. Sweden, EU institutions), and horizontal (e.g. China
and Brazil). The models have been described based on qualitative dimensions, presented in
Table 1, and described above. Major context for the cooperation dimension analysis were the
motivation of donor and recipient to enter into relation, the character of relations between the
donor and recipient, characteristic of the flows, and characteristic of the structure of recipients
(e.g. income of recipient, language of recipient).

This paper addresses the qualitative elements of models which refer to the character of
international and intergovernmental relations in the historical context, and allow to define
them. The reflection in quantitative representation of cooperation (e.g. structure of recipients,
flows quality) will be subjected to further research.

3.1. Traditional model

The traditional development cooperation model has quite the longest traditions. This model
of relation with developing countries consider countries like France, UK, and USA, the
“oldest” donors. This model is characterized by longtime relationship at relatively high
intensity. Although not all traditional donors have been colonial metropoly (US), they have a
history of postcolonial relations with developing countries.

This model is also most significant for the theory of development assistance. The evolution of
development assistance is the evolution of traditional model policy declaration - from
postcolonial relations to development agenda and sustainable development. The traditional
donors at the same time both, keep using aid as instrument of their foreign policy (votes in
UN, peacekeeping, access to natural resources), and engage in the initiatives of Millennium
Development Goals and the democracy building.

They claim to be driven by moral obligation for the past wrongdoing, but at the same time are
perceived to use their superior position in negotiations. Within this group a part of donors
share some culture with the recipients due to the past experiences (Organization of
Francophone, Commonwealth of Nations), while others do not as much (US). The traditional
donors are generally “Western” civilization cultures.
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Table 1: Models of development cooperation

Dimension Traditional Socially Horizontal
(France) responsible (China)
(Sweden)

1 | Colonial history Yes No No

2 | Language Yes No No

3 | Democracy as Yes Yes No
condition

4 | Natural resources Yes No Yes

5 | Moral obligation Yes Yes No

6 | Partner relations No Yes Yes

7 | Trade interest Yes No Yes

8 Inte_rnafuonal Yes Yes No
obligation

9 | Culture Yes No No

3.2. Socially responsible model

Socially responsible model embrace the Nordic states and multilateral organizations. The
model itself is based on an assumption, that aid should be given to the poorest countries with
the profound purpose to help them get out of poverty. It is supposed to help building
democratic institutions and be devoid of donor interest motivation, so natural resources or
trade opportunities shall make no influence nor on recipient structure, nor on choice of aid
type, nor on the choice of technology to transfer. This is the altruistic model, that favor the
recipient over the donor. In this model we find the most generous donors, who provide the
highest percentage of their own GDP to the ODA. This aid shall not be tied, and the relations
with recipient country is based on reciprocity and partnership. The international multilateral
aid is opposed to bilateral because it is not representing one donor interests. This model of aid
giving is not rising from historical colonial past. It is based on the international responsibility
for the global community, global public goods, ant the concept of sustainable development.

3.3. Horizontal model

Developing countries of BRICS representing the so called South states take active part in the
development assistance system. The horizontal model applies to generally recently noticed
relations and the statistical data for the ODA recipients providing ODA to other recipients is
not reported in the OECD statistic development database. The major donors of horizontal
model are China and India. Although the Indian Ocean trading relations have their history of
trade between Africa and Asia, but the trade that is now flourishing across it is different in
scale, range of products, and in its economic and strategic implications. So the merchants
from Asia are recognized in the African countries culture, but the character of that past is not
as much a burden, as it is in the case of traditional model countries. Today this commerce is
based on mutual needs - China and India need energy supplies and raw materials from Africa,
and Africa needs the financial resources. Also great expectations are towards African
agriculture as possible food resource of a world (Walker, 2008, p. 21). The development
assistance between so called Southern countries is at the same time a partner and business
relation. It means that no party is presumed to be ideologically weaker, however it also means
that the market forces are governing the relation. Obviously that puts economically weaker
party in the worse negotiating position. In consequence, the paradox of this relation model is
that it is a very unequal relation after all. Depending on the culture of donor, the responsibility
and charity element may occur with different density, depending on the culture — in this
model, generally the donors do not share the culture.
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3.4. Testing the models

The models shall be tested in quantitative analysis in the further research. The statistical data
will allow to test the quantitative dimensions of development cooperation, which are the
consequences of qualitative ones. The amounts of flows aggregated by type will be compared
for each model in order to verify if it has been well distinguished. The test will embrace
especially the total aid volume and generosity of donor, recipient income-structure (how much
of aid goes to the poorest countries, how important is geographical closeness), recipient
natural resources role (is the aid provided mostly to resource rich countries), FDI/aid ratio (is
there a relation between amounts of FDI and aid), debt forgiveness and technical cooperation
(which types of aid prevail). These will consider the characteristics of aid distribution policy
of donor on one hand, and the quality of aid on the other. Special attention will be put on the
aid types which are a potential sources of technology transfer to recipient economy. Before
the statistical data mining research will be finished, few remarks (based on OECD data 2014)
can be made. First, traditional donors are also the biggest donors, French development
assistance is almost twice as big as Swedish, and USA is the biggest historic contributor. On
the other hand the generosity ratio is better for Nordic countries. At the same time, the
stability of yearly growth of the amounts of ODA from Sweden is higher than from traditional
donors. The changes in aid volume are more important in traditional model. The amount of
flows from France vary, and because of that, is less predictable. In the traditional model the
debt forgiveness is much more important element of aid. Of course this also is a consequence
of the fact, that these countries are the creditors. Important debt forgiveness strongly influence
yearly volume of the aid. It is very important for the sake of the group of Heavily Indebted
Poor Countries. However, this instrument is not directly aimed at institutional capacity
building or technology transfer. Comparison of debt forgiveness importance in the aid volume
is significant. According to www.aidlows.org (OECD tool), countries like Sweden, Norway
or Netherlands differ from UK, France or US. In 2003 and 2004 when debt forgiveness
initiative considered highest commitments, France would have a share of debt relieve of 28%
and 20% of bilateral ODA, and Sweden respectively 7% and 1%. The amounts for bilateral
projects and technical assistance are quite steady for most bilateral donors. This is quite
positive in the context of technology transfer, since it means that the financing does not
depend on current events. The share of bilateral projects and technical assistance is about 50%
for France and 60% for Sweden in years 2003-2012. The limitation of the research is lack of
data considering the horizontal cooperation. The data sources acquired for horizontal aid are
not fully consistent with the methodology of OECD or World Bank databases. Major statistic
organizations do not gather information on development cooperation flows between
developing countries (China protects such information). However, lack of unified database
should not prevent from seeing patterns of these relations as well.

4. TECHNOLOGY TRANSFER THROUGH DEVELOPMENT COOPERATION

The development of technology, either created in or transferred to developing countries has
the potential to stimulate economic growth and development, so it is important to analyze its
possible sources and means of its support (Dickson, 2010). The transfer may occur in the
scope of investment flows or non-profit flow, depending on the purpose of the action. On the
other hand they may be either public source or private source. In the seventies, most of the
technology transfer was between the governments, meaning that the government of donor
country has been the driving force of the transfer (Rosen, 1997, p. 97). Technology may be
acquired by reversed engineering, purchase of technology, licensing, hiring specialists,
academic journals, fair or even industrial espionage. It can be transferred as a pure knowledge
(not a subject to commercial protection) and as a knowledge rent (exclusive rights transferred
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in accordance with intellectual property rights protection, or by the acts of infringement —
counterfeits, industrial espionage). All these, traded goods (indirectly), patent information,
and conferences (directly) are channels for the knowledge diffusion (Verspagen, 1997).

In the late 70s, H. Rosen would find that technology transfer to developing countries was
extremely fluid, since it was affected by the policy of the times and the changes in power
(Rosen, p.93, 1977). Since then it became less dependent from the policy and more relying on
multinationals business strategies. Knowledge became an asset in the modern economy. At
the same time the protection of knowledge became a source of financial profit. Because of
that, the intellectual property protection system has been covering more and more areas, and
narrowing the window of the transfer (Coriat and Weinstein, p. 288-9, 2012). Apart from that,
the transfer of technology to African countries has also been burdened by the cultural
differences that occur between the supplier and receiver of technology (Rosen, p. 95, 1977,
Kumar, Dutta and Fantazy, 2007). Overcoming formal (e.g. legal) and informal (e.g. culture)
barriers require mutual commitment of donor and recipient of technology. The cooperation is
less effective when the channel of communication is one-side dominated. The paternalistic
attitude and the diffusion model, according to which the information comes from the
omnipotent agent to the recipient who copies the patterns of behavior given as model (Servaes
I Malikhao 2008, p. 165; Kumar, Dutta and Fantazy, 2007) were claimed ineffective. The
participatory communication is being depicted as more effective mode of communication for
economic development (Andrzejczak, 2012).

Development cooperation may be a source of technology transfer if the recipient is able to
absorb it (Dinkar, 2011, p. 110; Kumar, Dutta and Fantazy, 2007, p.643; He Jun, 2009, p. 56).
The technology transfer in the scope of development cooperation may be small or large-scale,
direct or indirect, which depends on the type of aid applied. The direct transfer is possible
generally through technical assistance and project aid. According to OECD, project is a set of
inputs, activities and outputs, agreed with the partner country, to reach specific
objectives/outcomes within a defined time frame, with a defined budget and a defined
geographical area. Technical assistance covers the provision, outside projects as described in
"Project-type interventions”, of know-how in the form of personnel, training and research.
Not all of these type intervention effect in technology transfer, but they create a possibility.
Usually the small-scale projects are realized by donor or recipient local agents, while the
large-scale projects by the developing country state (Kumar, Dutta and Fantazy, 2007, p.630).
It is important to note, that the technology transfer may also be supported indirectly, through
aid flows which help to enable the recipient environment to enhance the transfer (e.g. budget
aid, program, basket funds, scholarships, direct support to NGOs, and others). Statistic
databases allow to access data on funds allocated in sectors of secondary education, advanced
technology training and scholarships which consider investment in the recipient human capital
(OECD, 2014). Long term training programs do not cause the transfer per se, but increase the
social capacity to absorb technology.

Depending on the type of aid the technology transferred may be embodied in either a product
(ie. agricultural equipment), production (ie. insemination method) or knowledge (ie. on
appropriate fertilizers for the crops). Implementation of production depends on the level of
involvement of domestic human and other resources, which will influence the actual
integration with economy. The knowledge is not automatically changed in the technology,
however by empowering people with knowledge the transfer may be more coherent with the
local system. Such knowledge should be turned into either practice or policy, and increase the
returns from investing aid resources in research (Dickson, 2010). The transfer through product
gives place for reversed engineering. This of course is highly fragile for intellectual property
rights violation.
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Three general models of development cooperation which have been distinguished as one of
the factors that influence the technology transfer in the scope of development cooperation. It
is assumed here, that the likeliness of transfer of technology in the scope of development
cooperation depends on its model and the way it influence the mechanism for technology
transfer (Figure 1). The mechanism of transfer depicted in Figure 1 embrace the dimensions
of development cooperation which were used to distinguish the models. According to
Climent, Palmer, Ruiz, in technology transfer models the most frequent context is external
environment (cultural, social, economic, political, ecological, environmental), and the least
frequent geopolitical (international, national, regional, rural, sectoral, local) (1995, p. 95).
What they have noticed is also the need to place history context in technology transfer
models. As they claimed, historical context of development processes must be considered to
understand and share people's needs and goals, as well as beliefs, knowledge, values, oral
traditions (1995, p. 96). The mechanism in Figure 1 is an attempt to follow these guidelines.

Figure 1: Technology transfer in the scope of development cooperation (own elaboration)
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The mechanism in Figure 1 visualizes the general process of technology transfer in the scope
of development cooperation. First, an assumption needs to be made, that the donor has
decided on sharing technology in the scope of development cooperation. In the traditional
model the relation tend to be dominated by donor decisions, in the horizontal it is supposed to
be reciprocal, while in socially responsible balanced more for the recipient interest. This
however needs to be verified in further research, as mentioned above.

The transfer form donor to final recipient in the economy is influenced by donor and recipient
factors of exogenous and indigenous character. However, it is important to note, that the
donor factors also influence the recipient decisions and reverse. Donor makes his transfer
decision in a geopolitical and historical context. His interest may depend on increasing
technological capability of certain kind in chosen regions. Stabilization of access to natural

192



Economic and Social Development, 7™ International Scientific Conference, New York City

resources may demand giving extraction technology in certain countries. On the other hand,
realization of geopolitical interest may lead to preferences to countries with common
geopolitical goals. This may be a consequence of membership in mutual international or
regional organizations or purely realization of regional goals. Helping the neighbors may be a
mean of stabilization of international situation in the geographic area.

History context may have a positive or a negative influence on the transfer. The colonial
relations may have negative influence on the social aspect of transfer, while on the other hand
the fact of existence of colonial ties is usually equivalent to having strong economic relation,
which may channel the transfer. So are the aspects of culture and language. Sharing the
language and values facilitate the communication process extremely important in the
technology transfer. These may also be important for the maintenance of the transfer effect.
The obligation and morality on donor part and the violation of human rights and political
regime on recipient part may influence the choice of partners depending on cooperation
model. The transfer is also influenced by the economic interest. Depending on the situation on
international markets, donors may want to gain access to specific resources, and that may be a
driving force for directing aid (technology) to selected sectors or countries. The donors may
also want to promote their economy. The donor may be likely to support transfer of
technology that lies in his interest, because he wants to profit from such technology transfer.
The choice of donor, technology and aid depend also on recipient resources, market structure,
infrastructure, political situation, human capital etc. — the absorption capacity. Socially
responsible donor will be more likely to adjust the technology to recipient needs and capacity,
whereas the traditional and horizontal donors, to their politic and economic interests. The
level of donor’s involvement for the technology transfer is an important factor of the process
(Isabalija, Mbarika and Kituyi, 2013, p.6). Insufficient resources for operation and
maintenance after project finalization are common challenges (Klintenberg, Wallin and
Azimoh, 2014, p. 807).

The level of sophistication of technology is an important factor of the transfer. Some
technologies require existence of certain conditions — if the human capital or the infrastructure
is not ready to absorb it, the technology may not be transferred to final recipient. It is both in
the recipient and donor interest to choose an appropriate technology, but is also a challenge
for the transfer partners. The recipient accept the donor and the type of aid proposed. These
decisions are influenced by all the external factors mentioned above, as well as absorption
capacity and interest. The recipient may have his own economic goals and geopolitical
motivation, to enter into the relation. He may also be interested in certain kind of technology.
The role he has in different cooperation models will influence the extent to which his
decisions on technology transfer (positive or negative) will influence the process.

5. CONSLUSION

Increasing technology may be a way to foster the economic development in SSA, but the
transfer of technology depends on many factors. In this research, the influence of
development cooperation model on technology transfer has been approached. Development
assistance is a system burdened by historical heritage of colonial system, which it has
replaced, and by the ineffectiveness patch. Despite the fact that it was supposed to undo the
wrong and serve the purposes of the poor countries development, it has served donors
interests for many years. Today, as a result of the evolution of the cooperation system, three
models of cooperation were distinguished, the traditional, the socially responsible and the
horizontal. They concentrate on different dimensions of cooperation so the aid recipients, no
longer depend on unique scenario of cooperation. The effectiveness of technology transfer
through development cooperation, is assumed to depend on the model of cooperation.
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The cooperation model influence important factors of development aid technology transfer
process, such as choice of transfer partners (donor and recipient), choice of technology
(technology subject), and channel of the transfer (aid type). The level of sophistication of
technology should be adjusted to recipient absorption capacity and market structure in order
to maintain the effects of the transfer. The more the development cooperation is focused on
actual transfer of technology and less on realization of other political or economic goals, the
more it is probable to happen. The dimensions of development cooperation which differ in
distinguished models, influence the process of technology transfer because they influence and
balance the character relation of technology donor and recipient.

What is crucial, is that the fact that the aid has been provided and realized, it does not mean
that the transfer has been effective. If the aid, consisting technology has been given it does not
mean that it actually has reached the final recipient — entities capable to use the technology. If
the technology disappears once the foreign development agent leaves the economy, the
transfer has not been done. Also, the quality of transfer may differ. If the transfer reaches
exclusively limited areas of economy (technology islands, foreign investments, elites), the
effectiveness is low. A proper transfer reaches wide groups of final recipients in the recipient
country economy. Depending on the way, how a chosen type of aid is absorbed by recipient
country, there is a possibility that the product, production or knowledge will be subjected to
the further transfer in recipient economy, to the next final recipient.

This paper has a preliminary character. Further research is planned in the scope of the project
on “Mechanisms of technology in Sub-Saharan Africa” (SONATA 51104-73). The
assumptions made in this paper need to be verified empirically in statistical data mining
analysis, that will also allow to allocate the aid donors with the right model. Apart from the
quantitative test to be performed, there may be more models to identify (e.g. new donors —
Poland, Czech Republic).
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ABSTRACT

In Information Society is clear that information is the most important value. To have access to
them need to pay fee. Nevertheless in this economic algorithm is at least one exeption - the
Open Source Software project. The quality of those kind of applications is as good as in
comercial projects, but they are free of charge. In some versions of software licences (like in
GNU General Public License) user can freely use the software, analyse how it works, adjust
the application to his expectations and put the new version into Internet (for other users). This
solution is totaly free. But, here is the question - how it works? what is the legal status? why it
is free? is it popular? In one of empirical cases of my work | will put into examination the
case of Linux Operating System. I will try to answer those questions and show the background
of whole problem with Open Source Software.

Keywords: Linux, Open Source Software, Information Society, Software Licences.

1. INTRODUCTION

Nowadays world is in constantly change. Some sociologist, like Anthony Giddens and Piotr
Sztompka, says that society is in constantly creation. That mean that society is not an finished
project. This thesis shows that change is a part of human life and it has great impact on
functioning of human beings. Likewise technical solutions are changing and the most
important thing is the ability to use them properly. To meet this expectation people need to
use information, becouse it is important in, so called Information Society. However to get the
access to information and to technical support you have to pay. That is the way of functioning
in today's economic reality. It is normal that manufacturer asks for payment when in example
he create a software. The line looks like this: he has to pay first and thats understandable that
future users have to pay also. This behavior is consistent with the fundamental principles of
classical economics. It is hard to say what is Information Society. Frank Webster says that we
can distinguish five definitions of Information Society: technological, economic,
occupational, spatial and cultural (cf. 2006, p. 8-9). Stating by Bill Martin may be noted that
in a general sense Information Society presents a view of a society where social as well as
economic change is driven through interactions with information embodied and represented in
products, services, in media and in the structures and governance of society (Martin, 1995;
Martin, 2005, p. 30).

2. OPEN SOURCE SOFTWARE - HOW THIS WORKS?

In the 1960s IBM and others sold their first large-scale commercial computers with free
software (code was free available and could be improved and modified). But in the mid-1970s
this began to change. Software became a commercial product that could not be redistributed
or modified. It could no longer be freely shared by programmers (cf. Moreno, 2006, p. 1). The
term "open source" refers to something that can be modified because its design is publicly
accessible®. This type of software is characterized by several features: (1) free redistribution,

33 What is open source? Retrieved 03.09.2014 from http://opensource.com/resources/what-open-source.
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(2) the program must include source code and allow to distribute it, (3) the license must allow
to make modifications and derived works, (4) integrity of the author's source code - the
license may require derived works to carry a different name or version number from the
original software, (5) no discrimination against persons or groups, (6) or fields of endeavour
(an effort made with a willing mind and heart), (7) the rights attached to the program must
apply to all to whom the program is redistributed without the need for execution of an
additional license by those parties, (8) the rights attached to the program must not depend on
the program's being part of a particular software distribution, (9) the license must not restrict
other software (non-open source), (10) the license can not impose the style of software or
interface (must be technology-neutral)*. In short open source projects, products, or initiatives
are those that embrace and celebrate open exchange, collaborative participation, rapid
prototyping, transparency, meritocracy, and community development®. It is worth to mention
that in 1998 in California public benefit corporation the Open Source Initiative (OSI) started
its activity®. They provide public support for Open Source Software (OSS) and the role OSI
plays therein®’. There are many well known organizations affiliated in OSI — such as the
Linux Foundation, Mozilla Foundation, Python, Debian, Creative Commons, Wikimedia.
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Figure 1. Open Source Affiliates. Retrieved 03.09.2014 from
http://opensource.org/files/AffiliateLogosFinal_0.png

3. POPULARITY OF OSS

Someone could say that OSS benefits only programmers. It is not. Non-programmers as much
gain using OSS. In fact, because much of the Internet itself is built on many open source
technologies — like the Linux OS, Apache Web server application, MySQL data bases, PHP,
etc. Every time computer users view webpages, check email, chat with friends, stream music
online, or play multiplayer video games, their computers, mobile phones, or gaming consoles

34 The Open Source Definition. Retrieved 03.09.2014 from http://http://opensource.org/definition.

35 What is open source? Retrieved 03.09.2014 from http://opensource.com/resources/what-open-source.
36 About the Open Source Initiative. Retrieved 03.09.2014 from http://opensource.org/about.

37 Become an OSI Affiliate. Retrieved 03.09.2014 from http://http://opensource.org/affiliates/about.
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connect to a global network of computers that routes and transmits their data to the "local”
devices they have in front of them.® Paul Kavanagh said that: ,,appliances based on Linux and
open source tools have been widely deployed in corporate networks, small businesses, and
homes for several years with proven reliability” (2004, p. 31). The popularization of open
source projects met with a positive response of computer and Internet users around the world.
A lot of us use every day web browser which usage is free of charge. Browser statistics
collected by W3Schools (intentionally limited to 2014) shows that non-commercial projects
are popular.

2014 Chrome Internet Explorer Firefox Safari Opera

July  59.8% 8.5% 249% 35% 1.7%
June  59.3% 8.8 % 251% 3.7% 18%
May  59.2% 8.9 % 249% 38% 18%
April  58.4% 9.4 % 250% 40% 18%
March 57.5% 9.7% 256% 39% 1.8%
February 56.4 % 9.8% 264% 40% 19%
January 55.7 % 10.2 % 269% 39% 1.8%

Table 1. Browser Statistics. Retrieved 03.09.2014 from
http://www.w3schools.com/browsers/browsers_stats.asp

Searching Internet sources, one can find different rankings of the best OSS projects. One of

them shows that the most popular OSS projects are:

e WordPress (world’s most popular blogging platform, used by a staggering 202 million

websites),

Mozilla Firefox (web browser),

Mozilla Thunderbird (e-mail client),

FilezZilla (cross-platform FTP client),

Audacity (music software),

GIMP (image editing software),

OpenOffice (free alternative to MS Office),

VLC (video player),

Pidgin (ultimate, free instant messaging tool),

¢ Notepad++ (nice and easy tool for programmers; it offers everything: syntax highlighting;
folding and auto-completion for CSS, C, C++, C#, Java, JavaScript, SQL, HTML, XML
and PHP; multi-file viewing; tabbed editing; zoom in/out; and bookmarks),

e 7-Zip (file archiver),

e PDFCreator (program to print files in PDF; convert them),

e TrueCrypt (free encryption program),

e Ubuntu (Lunux distribution)*.

38 Is open source software only important to computer programmers? Retrieved 03.09.2014 from
http://http://opensource.com/resources/what-open-source.

39 Walker Tom, 20 Most Popular Open Source Software Ever. Retrieved 03.09.2014 from

http://www.tripwiremagazine.com/2010/03/20-most-popular-open-source-software-ever-2.html.
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The other webside contains a detailed list of software (free, OSS) which are used by UK
universities and colleges:

Apache HTTP Server [http://httpd.apache.org/] (web server),

Blender [http://www.blender.org] (3D graphics and animation package),

DSpace [http://www.dspace.org/] (digital repository),

EPrints [http://www.eprints.org] (digital repository),

The GIMP [http://www.gimp.org/] (image editor),

GNOME [http://www.gnome.org/] (Linux desktop environment),

GNU Compiler Collection [http://mwww.gnu.org/software/gcc/gec.html] (GCC, a suite of
compilation tools for C, C++, etc),

KDE [http://www.kde.org/] (Linux desktop environment),

LORLS [http://bookworm.Iboro.ac.uk/distribution.html] (reading lists management
system),

Mailman [http://sourceforge.net/projects/mailman] (mailing list manager),

Moodle [http://www.moodle.org/] (virtual learning system),

Firefox [http://www.mozilla.com/en-US/firefox/] (web browser based on Mozilla),
Thunderbird [http://mww.mozilla.com/en-US/thunderbird/] (mail client based on Mozilla
code),

MySQL [http://www.mysql.com/] (database),

OpenOffice.org [http://www.openoffice.org/] (office suite, including word processor,
spreadsheet, and presentation software),

PHP [http://www.php.net/] (web development),

Perl [http://www.perl.org/] (programming/scripting language),

Plone [http://plone.org/] (content management system),

PostgreSQL [http://www.postgresql.org/] (database),

Python [http://www.python.org/] (programming/scripting language),

Sakai [http://sakaiproject.org/] (learning management system),

Samba [http://www.samba.org/] (file and print server),

SSL-Explorer: Community Edition [http://sourceforge.net/projects/sslexplorer/] (browser-
based SSL VPN solution),

e TeX [http:/mww.tug.org/] (typesetting language),

e WUBS [http://sourceforge.net/projects/wubs/] (resource booking system),

e Zope [http://www.zope.org/] (web application server)*.

Now is the time for general question. Why OSS is so popular? Many people prefer open
source software because they have more control over that kind of software. They can examine
the code to make sure it's not doing anything they don't want it to do, and they can change
parts of it they don't like. Others like open source software because it helps them become
better programmers. They can learn to make better software by studying OSS. They can also
share their work with others, inviting comment and critique. Some people prefer open source
software because they consider it more secure and stable than proprietary software. Anyone
can view and modify the code, someone might spot and correct errors or omissions that a
program's original authors might have missed. Many programmers can work on a piece of

40 Examples of open source software in use at UK universities and colleges. Retrieved 03.09.2014 from
http://oss-watch.ac.uk/resources/softwareexamples.
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0SS code without asking for permission from original authors.** Patches and fixes can be
implemented quickly.

4. LINUX MYTH
Statistics shows that OSS is quite popular solution. The same thing can not be said about the

popularity of open source operating systems (data from 2014).

2014 Win8 Win7 Vista NT* WinXP Linux Mac Mobile
July 17.3% 54.8% 1.0% 0.2% 7.0% 5.6% 9.5% 4.6%
June 17.0% 55.3% 1.1% 0.2% 7.1% 5.3% 9.6% 4.3%
May 16.6% 55.2% 1.2% 0.2% 7.3% 5.1% 10.0% 4.2%
April  15.8% 55.4% 1.2% 0.2% 8.0% 5.0% 10.3% 4.0%
March 15.0% 55.1% 1.3% 0.2% 9.4% 4.9% 9.9% 4.0%
February 14.2% 55.0% 1.4% 0.3% 10.1% 5.0% 10.0% 4.0%
January 13.4% 55.3% 1.5% 0.3% 11.0% 4.9% 9.6% 4.0%

Table 2. OS Platform Statistics. Retrieved 03.09.2014 from
http://www.w3schools.com/browsers/browsers_os.asp

Still the most popular operating system is Microsoft Windows, which has about 80% market
share. Other systems shared between the 20% of the market (10% for Mac and 5% for Linux
and Mobile). The table below shows popularity of Linux distributions in 2014. Data from
Linux Counter Distributions Report generated in 2014-09-04 on a sample of machines that
has a distribution submitted (92338 machines at all).

Distribution Name Machines Percent
Ubuntu 26,982 29,22%
Debian GNU/LINUX 17,129 18,55%
Fedora 6,666 7,22%
Slackware Linux 5,893 6,38%
SuSE Linux 5,45 5,90%
CentOS 3,846 4,17%
Gentoo Linux 3,797 4,11%
Arch Linux 3,402 3,68%
Kubuntu 1,775 1,92%

Red Hat Linux 1,537 1,66%
open SUSE 1,48 1,60%
Linux Mint 1,442 1,56%
Mandriva 1,406 1,52%
Mandrake 993 1,08%
Android 938 1,02%

Tabel 3. Linux Distribution Statistics (more than 1%); Retrieved 03.09.2014. from
http://linuxcounter.net/distributions.html

41 What is open source? Retrieved 03.09.2014 from http://opensource.com/resources/what-open-source.
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Within the framework of the most popular Linux distribution are Debian and Ubuntu (which
is also Debian derivative distribution). Those are universal use systems. On the third position
of that kind is SUSE , and then openSUSE, Kubuntu (KDE Ubuntu), Linux Mint and in some
way Fedora (which is dedicated in half for network solutions and half universal system).
Rather network systems (Slackware, CentOS, Gentoo, Red Hat) are also quite popular. But,
problem is in fact, that this percentage of popularity is in framework of 5-6% of general usage
of OS (see Table 2). What is the reason of this situation? | guess that computer forums are
nice source of information in this matter. Computer users shall know the best why some OS is
popular and other is not. ,,Kaydell” user said that ,,Linux is hard to install and most computers
come with Windows preinstalled”*. User named ,,Panguin Guy” said that there is branding
problem. Ubuntu — most people think it sounds weird; the Gimp (is this a joke?), and more®.
He also said that in Linux distributions are multiple installer package types (.deb, .rpm, .tgz,
etc) - this means that packages are not very compatible between distributions*. User called
»maflynn” said quite popular opinion that ,,.Linux is viewed by most people as an OS for
hobbyists who like to muck around with the innards of the OS, compiling kernels and such.
Most typical users don't want to dig in that much”®. User ,,Calmor” said:

,] think a large part of why Linux isn't more popular is the fact that it's hard to
displace what everyone already knows well. At this point, Microsoft is popular
because everyone uses it. Send someone an OpenOffice Writer file saved as .DOC
with a bunch of custom-formatted tables and see if they like it. Thus, MS Office is
a de facto standard of business™*®.

That is interesting way of thinking. MS Windows/Office are popular becouse of its history.
From the very begining MS products was really easy to use and user-friendly. Linux was not
like that. The beginnings were crude, the system was basically a text (weak / no GUI). It was
necessary to know the syntax of Terminal language commands and discipline in their
application. However, since the beginning of the Linux system has proved to be particularly
stable and efficient network solutions. Thus, specialists from databases and Web appreciated
its possibilities and remain faithful to this day.

The current situation of Linux has changed significantly over the last decade. The system is
no longer dull environment dedicated exclusively to developers. Already a user is not limited
to working in the terminal, but offers several desktop environments (KDE, Gnome, Xfce,
etc.). In addition, extremely high stability (mainly because of the monolithic kernel opposed
to the hybrid known from Windows), possibility of expropriation processes and work on
several file systems. In addition Linux runs extremely fast and offers a nice graphical effects
(like Compiz Beryl). Already at the start Linux provides a complete software package that
allows the user to start work immediately after installation*’. For example Ubuntu includes an
office suite (LibreOffice), a secure web browser (Firefox), FTP client, image editor (Gimp),
music (Rhythmbox, Audacity, you need to install) package of audio and video codecs and
more. In addition, a number of tools that configure and personalize the system.

42 Why Isn't Linux More Popular for Desktop Use? Retrieved 03.09.2014 from
https://answers.yahoo.com/question/index?qid=20131215032010AAn9GiC.

43 Why Linux Isn't the Most Popular Operating System. Retrieved 03.09.2014 from
http://ubuntuforums.org/showthread.php?t=1292903.

44 Ibidem.

45 Ibidem.

46 Ibidem.

47 Instalation processes is also nice and simple even for beginner users.
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5. CONCLUSION: INSTEAD OF A SUMMARY - INFORMATION SOCIETY
PARADOX?

Is not that strange situation? On one hand in mainstream we observe that now we live in
Information Society where the information paradigm is the most important. Information and
data are the most important values. However on the other hand access to information is not
free of charge (in general), so people have to pay. At the same time there is OSS project
which is free and open as well. This opportunity is well known by Internet users, who are
willing to use it. This is a good way to reduce costs while maintaining a satisfactory level of
software quality. However, this rule does not apply at the level of operating systems. It works
only at the level of software selection on already chosen platform. Often, users do not even
know about the existence of other operating systems (not to mention the file systems or other
technical stuff) than the one that they have installed on your computer. Statistics suggest that
this is usually Windows. When a standard user is knowledgeable about other operating
systems which are non-commercial projects, it still shows no desire to take advantage of
them. There is in fact a myth of difficult usage, outdated design of such solutions. As I tried to
demonstrate in the paper of this article, this is not true. OSS applications are in no way
inferior to commercial projects, as exemplified by various Linux distributions.

LITERATURE

1. About the Open Source Initiative. Retrieved 03.09.2014 from http://opensource.org/about.

2. Become an OSI Affiliate. Retrieved 03.09.2014 from
http://http://opensource.org/affiliates/about.

3. Examples of open source software in use at UK universities and colleges. Retrieved
03.09.2014 from http://oss-watch.ac.uk/resources/softwareexamples.

4. Figure 1. Open Source Affiliates. Retrieved 03.09.2014 from
http://opensource.org/files/AffiliateLogosFinal_0.png.

5. Is open source software only important to computer programmers? Retrieved 03.09.2014
from http://http://opensource.com/resources/what-open-source.

6. Kavanagh Paul (2004). Open Source Software: Implementation and Management. In
Software Development. Amsterdam: Elsevier Digital Press.

7. Martin Bill (2005). The Information Society and the Digital Divide: Some North-South
comparisons. International Journal of Education and Development using Information and
Communication Technology (IJEDICT), 2005, Vol. 1, Issue 4.

8. Moreno Muffatto (2006). Open Source : A Multidisciplinary Approach. In Series on
Technology Management. London: Imperial College Press.

9. Table 1. Browser Statistics. Retrieved 03.09.2014 from
http://www.w3schools.com/browsers/browsers_stats.asp.

10. Table 2. OS Platform Statistics. Retrieved 03.09.2014 from
http://www.w3schools.com/browsers/browsers_os.asp.

11. Table 3. Linux Distribution Statistics (more than 1%). Retrieved 03.09.2014 from
http://linuxcounter.net/distributions.html.

12. The Open Source Definition. Retrieved 03.09.2014 from
http://http://opensource.org/definition.

13. Walker Tom, 20 Most Popular Open Source Software Ever. Retrieved 03.09.2014 from
http://www.tripwiremagazine.com/2010/03/20-most-popular-open-source-software-ever-
2.html.

14. Webster Frank (2006). Theories of the Information Society. Third edition. New York:
Routledge.

203



Economic and Social Development, 7™ International Scientific Conference, New York City

15. What is open source? Retrieved 03.09.2014 from http://opensource.com/resources/what-
open-source.

16. Why Isn't Linux More Popular for Desktop Use? Retrieved 03.09.2014 from
https://answers.yahoo.com/question/index?qid=20131215032010AAN9GiC.

17. Why Linux Isn't the Most Popular Operating System. Retrieved 03.09.2014 from
http://ubuntuforums.org/showthread.php?t=1292903.

*khkhkkkk

204



Economic and Social Development, 7™ International Scientific Conference, New York City

BEYOND ECONOMIC REVENUE: THE SOCIAL IMPLICATIONS OF
TOURISM

Katerina Antoniou
University of Central Lancashire, UK
KAntonioul@uclan.ac.uk

ABSTRACT

The traditional tendency to measure the impact of tourism by its economic revenue led tourist
industries to focus on audiences that held the biggest share of their product — mass/leisure
tourism. The growing popularity of sustainable tourism indicates that the industry is now
being considered within social and environmental contexts. Alternative forms of tourism
including educational, volunteer, and cultural tourism are becoming more popular, gradually
reshaping tourism as a concept that promotes cultural understanding and peace. Dark
tourism, referring to the appeal of death and disaster, is another form of socially-impactful
tourism. Looking at post-conflict areas, one can identify the niche dark audience of conflict
professionals — researchers, academics, trainers, journalists, policy-makers. While various
forms of tourism overlap within one territory, focusing on an audience with a more evident
purpose of visit such as conflict professionals allows this study to more clearly evaluate the
social impact of that particular form of tourism. Why focus on conflict professionals?
Although their turnout can be a negligible percentage of the overall tourist turnout in a
particular territory, it is an audience that not only visits the post-conflict territory, but also
contributes to its social development and raises international awareness for the territory’s
post-conflict transition. Having in mind the articles and books written for a post-conflict area
by foreign conflict professionals, and the capacity-building offered to locals, it appears that
the social contribution this audience offers is one to be considered. Looking beyond economic
revenue, what is the social impact of post-conflict dark tourism by conflict professionals? This
thesis will discuss its significance within the context of Cyprus, a popular tourism destination,
which is also a post-conflict site.

Keywords: Cyprus, Post-conflict areas, Social development, Tourism

1. INTRODUCTION

Tourism has been traditionally referred to as the short visit to a foreign territory for the
purpose of leisure and vacation. Traditional tourism destinations promote leisure and
relaxation, and often involve scenic cities, sandy beachfronts, luxurious hotels and favorable
climates, making them the ideal getaway for the masses globally. The reason mass leisure
tourism has so far prevailed other forms of eclectic tourism is mainly because it addresses the
biggest share of the public’s tastes and preferences, and has created an industry that in many
cases integrally supports national economies. Although leisure tourism offers considerable
economic revenue to popular destinations, many tourism industries around the world have
chosen to differentiate their tourism product by focusing on niche audiences and by providing
specialized incentives to visitors, through their history and culture, their environment,
resources and facilities, their hospitals and doctors, their events, their institutions and all in all
incentives that speak to a particular interest. In the case of dark tourism, this incentive is the
fascination of death and the macabre, the experience of a disaster’s aftermath, such as war.
Post-conflict areas offer, ironically by accident, a unique tourism product for the niche
audience of dark tourists. More specifically, they attract conflict professionals — including
academics, journalists, policy-makers, facilitators and activists — who often visit post conflict
sites for professional reasons, either by invitation or on their own initiative. Either way,
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conflict professionals visit a post-conflict site primarily because of the conflict’s precedence,
and not despite of or regardless of it. Alternative forms of tourism focus on the attraction to a
specific interest, preference and experience. Despite covering a narrower scope of
preferences, the niche audiences addressed can contribute a lot more to the area they visit, as
they contribute to raising awareness on the area’s unique tourism product and eventually
making it famous for this very special characteristic. In the case of a post-conflict area
undergoing its transition towards peace and reconciliation, conflict-driven visitors like
conflict professionals can raise international awareness on the conflict’s aftermath and the
area’s challenges.

More importantly, conflict professionals can contribute by publishing their research,
promoting it through the press, engaging international organizations and providing assistance
to the locals, hence contributing to the area’s post-conflict development. This paper will
discuss the impact of tourism beyond economic revenue through the example of dark tourism
in post-conflict areas and with a particular focus on the social impact of niche tourist
audiences such as conflict professionals. It will do so by examining the case study of Cyprus,
a de facto post-conflict area that is a popular destination for leisure tourism.

2. THE IMPACT OF ALTERNATIVE FORMS OF TOURISM

Although this paper focuses primarily on dark tourism and post-conflict areas in particular, it
Is important to identify other forms of eclectic tourism which, beyond their economic revenue,
have a social impact on the area in question. Increasingly popular alternative forms of tourism
often entail elements that reveal authenticity and originality, in order for the tourist to have a
unique and genuine experience. Tourists who follow this norm are not seeking for a
pampering experience in a luxurious resort, but are instead interested in learning about the
area they are visiting, and to see it through the locals’ perspective. Sustainable and cultural
tourism are great examples of the growing search for authenticity, as well as development and
volunteer tourism. Sustainable tourism appeals to visitors that are “consumers with a social
and environmental conscience” (Burns and Holder, 1995; 208), who actively apply their
ecological sensitivity to their visits and stand against the harmful impact mass tourism and
mass tourist resorts have on the environment.

As sustainable tourism becomes more and more popular, ecologically aware tourists and
travelers seeking for authenticity choose to experience authenticity, contribute to the
environmental sustainability of the area visited, and reveal its natural beauties. Culture, a term
hard to pinpoint and define, is for the purposes of this study identified as “the interaction of
people as observed through social relations and material artifacts”, consisting of “behavioral
patterns, knowledge and values which have been acquired and transmitted through
generations” (Burns and Holder, 1995; 113). Therefore, an authentic experience at a foreign
site would undoubtedly consist of the exploration of the behavioral, artistic and infrastructural
patterns adopted and preserved though time. In order to meet the demand of presenting
culture, local populations present ‘consumable’ versions of cultural elements such as
traditional handcrafts, gastronomy, music and art, attire, language, religious monuments and
visual reminders of history (ibid.).

The growing interest of tourists in visiting cultural sites creates a demand for local policy-
makers in preserving and widely exhibiting their area’s sites of culture and history, thus
indirectly having a positive social impact on the conservation and safeguarding of the area’s
historic character. Moreover, the demand for authenticity enables locals to counter the
negative influences of mass tourism by rejecting the cultural transformation of a site to
include westernized amenities and international brands, and instead reveal upgraded versions
of its own way of living. More examples of eclectic tourism with a social impact are
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development and volunteer tourism, or voluntourism, through which tourists are involved in
various voluntary community projects that aim to alleviate the impact of poverty, war or
environmental destruction on the population of a certain area (Wearing, 2001; Kumaran,
Pappas, 2012; McGehee and Santos, 2005). Volunteer and development tourists are more
interested in the social and anthropological exploration of an area — such as the living
standards of locals —and less with its sites, monuments or natural characteristics. The social
impact of volunteer tourists is the evident contribution towards the area’s development, both
in short term actions — such as delivering language classes and providing food and water —
and long-term contributions — ie. building schools or other infrastructure.

3. THE DISTINCT NATURE OF A POST CONFLICT AREA

Post-conflict areas are identified as ones that have experienced violent warfare, and can be
identified as such as soon as the warfare seizes (Junne, Verkoren 2004). The term post-
conflict refers to a territory’s transitional period from violent dispute to peaceful coexistence.
Post-conflict areas include Bosnia, Northern Ireland and South Africa ((Moufakkir,
Omar.,Kelly, lan,, 2010, Volcic, Erjavec et al. 2013). The case of Cyprus has been identified
as an intractable conflict (Crocker et al., 2005; Coleman et al., 2007; Coleman, 2003;
Kriesberg, 1993) due to its lack of an official settlement agreement between the disputing
communities of Cyprus, Greek Cypriots and Turkish Cypriots. Nonetheless, due to the 1974
de facto partition of the island — following a military invasion by Turkey and yearlong civil
warfare between the two communities — one can identify Cyprus as to be currently
undergoing a de facto post-conflict period. An area emerging from conflict can gradually re-
develop its economy and restore its tourism industry. Uniquely, a post-conflict area can
develop tourism products that are both relevant and irrelevant to its conflict, and thus attract a
range of tourist audiences.

Types of tourism that are irrelevant to the conflict are the ones that could have developed in
its absence, like cultural and sustainable and mass tourism, and can be therefore considered
conflict-independent. On the other hand, types of tourism that develop because of conflict —
and are conflict-dependent — entail elements of the seemingly macabre conflict aftermath, and
can therefore be considered part of the “Dark Tourism Spectrum” (Stone, 2006; 151). Dark
tourism has been defined as “the act of travel to sites associated with death, suffering and the
seemingly macabre” (Sharpley, Richard, Stone, Philip R. 2009). But is dark tourism merely
the attraction to sites of death and disaster (Lennon, Foley 2000)? Dark tourism entails a
diverse scope (Sharpley, Richard, Stone, Philip R. 2009) that is not limited to the fascination
of macabre, but the interest of observing, studying, reporting and re-developing it. When it
comes to post-conflict areas, dark tourism portrays not only the simplicity of dark sites, but
the complexity of the overall experience.

Types of dark tourism that are conflict-dependent and can develop in post-conflict sites
include educational, political, business, development and volunteer tourism. For example, a
post-conflict area can act as an educational site for foreign visitors. Educational tourism
primarily attracts academics and students visiting dark sites and memorials — including post-
conflict areas — either due to personal ties to the post-conflict areas or simply for research
purposes. One such site is the Holocaust Museum in Jerusalem (Cohen 2011). Political
tourism can also be found in a post-conflict area; it is about the area’s narrative, which can
often entail sentimentality, exaggeration and political controversy. Examples of contested
political stories are found in Israel and Palestine, where narratives of Hebron and Jerusalem
include controversy, accusations and victimization (Clarke 2000, Brin 2006).

Post-conflict territories inevitably receive an inflow of international experts who fund or
design projects for social and institutional development. Post-conflict development tourism
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involves international civil society (CSOs), non-governmental organizations (NGOs) and
volunteers, and has also been referred to as NGO tourism or Voluntourism (Rogers 2007,
Cohan 2010). Post-conflict areas can also develop business tourism, both as part of the area’s
economic development, but also as a result of conflict. As defined by Davidson and Cope
(2003), business tourism refers to conferences, trainings, seminars and exhibitions; in the case
of a post-conflict area, international conferences on conflict, reconciliation or other related
themes can attract foreign professionals, enable the development of new business partnerships
and produce knowledge products, such as conference publications and journals.

Moreover, the business tourism industry also consists of individual business tourism, taken by
journalists, politicians, consultants and other freelancers (ibid.). These professionals, when
working on conflict, are prone to travelling to a post-conflict area for business. Why is dark
tourism important for post-conflict areas? Merely because the contribution of conflict-
dependent types of tourism can be catalytic to the area’s post-conflict social development; if
managed in an ethical manner and away from political controversies among local
stakeholders, niche dark tourism can assist a post-conflict area transition towards
reconciliation and viable peace.

3.1. The Case of Cyprus

It is not possible to evaluate the tourism product in Cyprus as a whole, since its Greek Cypriot
(GCC) and Turkish Cypriot communities (TCC) remain geographically and institutionally
partitioned (Causevic, Lynch 2013). The annual tourist inflow within the GCC has been on
average 2.3 million over the past decade (Statistical Service, MoF). Tourism in the TCC
suffers embargo restrictions and can only accept visitors traveling from Turkey or the GCC.
Today, many tourists visit both the south and north, although this creates political
controversies between local stakeholders from the two communities. Both tourism industries
on the island target mass tourist audiences and focus on an identical product: the island’s
sandy beachfronts, tasty cuisine, and its favorable, sunny weather.

Combined with a plethora of historical sites and options of luxurious accommodation, Cyprus
can provide a complete package of leisure and relaxation despite its post-conflict character.
Dark tourism, as a product unsuitable for the masses, has rather remained ‘in the dark’ of
public policy and tourism marketing.

Dark sites in post-conflict Cyprus include war cemeteries, war museums, and the abandoned
Buffer Zone, hosting the ghost city of Famagusta, the Nicosia Airport and the bullet-struck
Ledra Palace Hotel. Visiting these sites does not only present the past conflict, but also
reveals present development work by international organizations, peace work by local
activists and NGOs, and the growing communication and interaction between the partitioned
communities.

4. DARK TOURISM AND CONFLICT PROFFESSIONALS

Visiting a post-conflict site can be both about the fascination of such a site, but also for its
study and development. Conflict professionals are attracted to a dark site as much as holiday
visitors seeking for a dark thrill. Dark tourism resulting from the occurrence of conflict goes
beyond the attraction of death and disaster to include multiple types of tourism — political,
development, educational, business and volunteer tourism — all appealing to the niche
audience of conflict professionals.

In fact, for post-conflict societies still in grief, ‘dark leisure’ can be a taboo (Stone, Sharpley
2013), but attracting conflict professionals can have a positive social impact.

Lennon and Foley (2000) argue that 'specialists' are not the biggest share of the dark tourist
category. In the case of post-conflict areas, the dark tourist audience consists primarily of
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NGO activists, journalists, conflict mediators, facilitators, consultants, International Relation
academics and students researching conflict. Conflict professionals are directly concerned
with the post-conflict element of the area visited, which is their primary purpose of visiting.
They are not as such leisure dark tourists, as they can be more distinctly identified as ‘dark
tourists on business’.

Leisure dark tourists and conflict professionals are two groups likely to interact with the same
local stakeholders and with each other. Looking beyond the audience of leisure dark tourists,
conflict professionals offer valuable and apt contributions to the post-conflict area they visit,
both through the development of relevant knowledge products on the area — books,
documentaries, articles, photographic collections — but also by engaging in transferring
knowledge to the local population, its institutions and organizations, Through these
contributions, conflict professionals shed light on the conflict’s aftermath and promote
international awareness, while local capacity-building activities have a positive impact on the
area’s social, political and economic development towards viable peace. Conflict
professionals are thus this article’s primary audience and their analysis through the Cypriot
case study will identify their social impact as a niche tourist audience.

4.1. The Contribution of Conflict Professionals

4.1.1. Raising International Awareness

Scholarly work on a conflict is frequently associated with the author’s visit(s) to the area after
the conflict’s occurrence, where data is collected through local archives, interviews with key
figures, field trips to key areas, focus groups involving various stakeholders and other
research methods. Academic publications become a reliable source of information for the
territory and conflict they refer to, particularly when they are developed by foreign — and
perhaps less biased — researchers.

The publications produced become knowledge products for researchers, students and activists
across the world, promoting global awareness over the particular territory, the conflict’s
occurrence and the post-conflict challenges phased. The recent history of Cyprus, comprised
of interstate conflict and intrastate violence, has attracted the attention of foreign scholars,
particularly in light of historical benchmarks — ie. civil unrest, political agreements, and
reconciliation initiatives. The following graph (Figure 1.) shows an indicative sample of fifty
academic publications relating to the Cyprus conflict, authored by foreign conflict
professionals:
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As shown by the graph, there is a growing frequency and volume of foreign publications on
Cyprus throughout the years, indicating a growing foreign interest in the study and analysis of
the Cyprus conflict, and thus, more international awareness.

4.1.2. Providing Local Capacity-Building

Conflict professionals do not only report on a conflict, but often take an active role in its
transition towards viable peace. The case of Cyprus shows a post-conflict process for
reconciliation at stalemate, yet at the same time it has developed — mainly over the past
decade — a booming civil society movement working towards reconciliation and cooperation
across the island. One cannot argue accurately whether local civil society attracted foreign
conflict professionals, or whether foreign conflict professionals enabled the local civil society
to grow and establish its presence. Nevertheless, a relationship between local experts and
NGOs has been developed with foreign counterparts due to their mutual desire to analyze the
Cyprus — and other — conflicts and share best practices of conflict resolution. As a result, local
NGOs such as the Association for Historical Dialogue and Research (AHDR, 2014), Cyprus
Academic Dialogue (CAD, 2014) and the Cyprus Community Media Centre (CCMC, 2014)
have hosted foreign conflict professionals for local conferences, presentations, lectures,
workshops and trainings.

5. CONCLUSION

The steadily growing volume of foreign publications on the Cyprus conflict indicates a
growing international interest on the conflict’s study and discourse. The local civil society
engaging in peace activism and advocacy is an attraction for foreign conflict professionals
providing their expertise through projects and initiatives based in the post-conflict territory.
All in all, the interaction of foreign conflict professionals with post-conflict areas and local
stakeholders produces social impact unique to their area of expertise — conflict — and catalytic
to the area’s post-conflict transition towards viable peace. The impact of this interaction’s
outcomes - foreign publications, news entries, conferences and other related knowledge
products — is qualitative and cannot be measured in a manner similar to the economic impact
of tourism. Nevertheless, it is evidently catalytic to the post-conflict area and the local
populations. At the same time, dark tourism entails elements of controversy and can be
unethical if developed without having in mind the challenges, needs and sensitivities of the
local populations. It is therefore important to monitor and evaluate the social impact of post-
conflict tourism by conflict professionals, in order to ensure that any social impact generated
will only positively affect the area’s transition towards reconciliation.
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ABSTRACT

Being a basic platform of worldwide electronic business, the Internet has emerged as the
world’s major distribution channel for goods and services, the easiest and cheapest way for
communication and interaction. These changes, which have influenced more or less all
business areas by making them to be drastically transformed, require new challenges,
communication approaches and creative behavior in the “dot com upheaval”. It has affected
banking industry and made them to deal with radically new challenges. It has offered lots of
opportunities for businesses that can be seen even in the short period. And here managers
need to create and establish new ways and methods to transform and adjust their
organizations to the new changes, to communicate and interact to customers, which best can
be done via Social Media. Social media has become a part of human life. It has entered
consumers' day to day lives. It has tremendous impact on today’s world especially in business
world. The rapid progresses in technology seem to have more impact on changes in the
banking industry than any other. This article is focused on social media usage in banking
industry. We define social media as a manifestation, development and transformation of
human’s most impressive characters: communication and interaction, which nowadays are
done throughout the new channels. The right communication is linked with customer
satisfaction, which itself is linked with customers loyalty and retention. Thereby, in our
opinion social media is a new challenge in banking industry the ignorance of what can cost
banks customers’ loss. In fact, today banking industry is extensively debating, discussing and
thinking on Social Media usage in financial world. Banks have begun to catch that social
media is a new challenge for them and it can become a crucial constituent of banking
strategy. Social media in banking industry is a discussion topic of this article which than
comes up with its current usage in Mexican banks and its managerial view.

Keywords: customer care, customer satisfaction, communication, social media

1. INTRODUCTION

New technologies based on the Internet, World Wide Web and wireless communications have
changed the business world in 20th century. Being a basic platform of worldwide electronic
business, the Internet has emerged as the world’s major distribution channel for goods and
services, the easiest and cheapest way for communication and interaction. Social media is
almost an endless source and an important tool for communication. It has radically impacted
today business world. And todays customers have proved this fact. Social media is
influencing customers’ financial decisions. The traditional world of mouth has been changed
in social media world of mouth. Thus banking management needs to identify ways to make
profitable use of social media. By developing presence in social media banks will be closer to
customers. We believe that the fastest way to grow a business entity is through social media
and networking. Thus social media and its current usage in banking are discussion topic of
our paper. It presents the managerial view concerning to social media usage in Mexican
banks, its barriers and challenges. Based on statistics and researches in social media area, we
present a set of hypothesis and test them in Mexican banks by doing survey among managers,
directors and social media representatives in Mexican banks.
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2. SOCIAL MEDIA CHALLEGE IN GLOBAL ECONOMY AND ITS ADDED VALUE
FOR BANKING INDUSTRY

The communication ways and methods have been changed, nowadays banks have to be more
communicative, more customer-centric and innovative. Social media is a result of these
changes and it has a crucial influence on todays business world. Here is presented the
theoretical research concorning our topic. As we know, the last two decades have seen
multiple visions for “banking in the future” (Gates, 1995) that comprehended banking from a
customer perspective. Alt & Puschmann (2012) supposed that four drivers have become fairly
prevalent causing a stronger transformation in the forthcoming years: the financial crises, the
changing behavior of banking customers, the pace of diffusing innovative downstream IT-
solutions, and the emergence of non-banks. All these have direct or indirect connection with
social media phenomenon. Indeed in few years social media showed an explosive growth and
established itself as “the media of choice all across the world”. (Hun, 2010). Ernst & Young
(2012) in “Global banking outlook: 2013-14" based on their global research advises that
banks need to develop new business models and implement new operating models, because
customers “disturbing the status quo — they continue to need banking services but are
starting to look beyond banks to alternative providers”. “A major overhaul of the organization
will be needed to adapt to the new environment”. The rapid success of social media has left
corporations “in the dust” as they seek to promote their products on these platforms, develop
strategies and policies, and fill newly created social media-related positions with qualified
individuals (Kelly, 2010). King (Bank 3, 2013) told that there has never been a new media
type that has such a deep impact on business messaging and dialogue in such a short period of
time — ever. When we put it in that light, there are many banks that should have been taking
social media far more seriously for quite some time already. But perhaps those banks are
waiting for the crash, the dot-bomb of social media. Jenkins (2006) described the
contemporary media landscape as being innovative, convergent, every day, appropriative,
networked, global, generational and unequal. Gharibi (2013) pointed out that a crucial
element to ensure social media success is to have executive level support for enabling and
encouraging experimenting and learning. This makes it easier to “stick with it” since it takes
substantial commitment, time, and resources to be successful in social media. Murdough
(2009) emphasized that firms try to realize their aims through social media. Steinman &
Hawkins (2010) added that the viral feature of social media makes it fantastic for business
environment. Kirakosyan & Danaiatda (2013) showed the link between communication,
customers’ satisfaction and customers’ loyalty/retention. Which means that e-Communication
is not only a crucial variable on customer satisfaction but also on their loyalty/retention
Tapscott & Williams (2006) developed an idea of “wikinomics” and explained the use of
mass collaboration in a business environment. They mentioned that leaders must think
differently to compete and be profitable, and “embrace a new art and science of
collaboration”. Financial sectors, especially the heart of it: banks, have to harness the power
of social media. “Perhaps akin to the development of websites in the latter part of the 20th
century, organizations today sense that social media is—and will remain—an important
fabric of commerce, and that they must get on board”. (Weinberg & Pehlivan, 2011).
Edosomwan (et al 2011) underscored that “Social media helps conversations to reach a wider
audience leveraging the "long tail" concept, which means conversations that can be conveyed
to different forums”. Paridon & Carraher (2009) stressed that “Social media is a cost-effective
method for marketing activities”. Merrill (et al 2011) emphasized that “via Social networking
sites banks should be focused on deeper relation between customers, which will grow to
“know, like, and trust”. And for each kind of businesses they mentioned “But the opportunity
to interact with anyone, anywhere, anytime is too world-changing to ignore”. Brown (2010)
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mentioned “It is well-established that people feel more connected with a company when they
have direct communication on an ongoing basis and opportunities to express their opinions.”
Nadkarni (2013) wrote “But the benefits of engaging with customers on these channels
outweigh the cons, primarily, because engagement via social media keeps an organization on
its toes and ensures customer grievances are addressed immediately.” Vaynerchuk (2009)
emphasized that social media gives businesses an unprecedented opportunity for interacting
with their customers and communicating their messages. Catherine Zhou pointed out that
businesses have been talking for many years about how customers are empowered by
information. And now, more and more customers are seeking that information via social
media, and it is being filtered by their peers. (Ernst & Young, 2012)

Gallup’s Retail Banking Industry survey finds that social media and written materials are by
far the most likely to lead to a sales conversion. And if we compare the social media costs
(some social media channels are free by the way) with other sources like calls from customer
service representative, we will see that social media is the challenge that worth to undertake
(Leonard & Youra, 2013).It showed as well that the first place where customers look for bank
information is social media. Samuel (2013) mentioned that social media demanded attention.
It needs to be put into the rotation, but that doesn’t mean we take something off our calendars
to accommodate it, we should just add it to our teams’ tasks, challenging them to figure it out
until they could make a business case for hiring full-time social media staffers. “If social
media is worth doing, than it’s worth making time for”. Some banks have special departments
for CRM implementation. Via social media channels it is very easy and cheap to manage
customer relationship. Thomas (2010) mentioned that social media is “CRM for millennia”
but not a just simple marketing tool and its form may be different direct in the future but it’s
not going away. But statistics show that businesses don’t use social media for CRM purposes
extensively as they should. Particularly Social Media Marketing report for 2012 released by
Awareness (Brown, 2012) presented that the social CRM issue continues to be one that’s
lacking in uptake, with only 16% of businesses currently using a social CRM system. While
21% are planning to, 17% don’t know what a social CRM system is and why businesses need
it. Hensel & Deis (2010) stated the connection between social media and cross-selling. They
mentioned that in social media platform on-line groups communicating with each provide
cross-selling opportunities for businesses. Pearson (2013) mentioned about another benefit.
He pointed out that social media can play a role in business process management. Some
leading companies are already using the power of social media to shape their business process
management (BPM) agendas. Jiang et al. (2012) in their research paper showed that via social
media stock market performance can be predicted. This connection was a research topic for
many researchers. Das & Chen (2007) pointed out that online social media such as firm-
related web forums are valuable sources in explaining subsequent stock behavior. Tetlock
(2011) et al. showed that there are three main sources of information for stock prediction:
analysts’ forecasts, accounting variables in financial statements, and information appearing in
news and social media.

3. SOCIAL MEDIA USAGE IN MEXICO

In Latin America internet usage grows very rapidly. World Bank indicators showed that
Argentina, Brazil, Mexico, and Colombia have the highest rates of internet usage in the
region. A September 2011 report “The Rise of Social Networking in Latin America” found
that half of the top ten worldwide markets by time spent on social networking are in Latin
America. (Dominguez, 2013). And Mexico has its unique place in this growth. In October
2012, when Facebook passed 1 million users, 19 percent of those users live in Latin America.
Mexico is the first country in Latin America where the president and cabinet became engaged
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in social media. (Dominguez, 2013). The governments of virtually all large Latin American
cities now use social media to engage with citizens, and smaller cities are quickly following
suit. The Inter-American Development Bank recently found that social media is used by
governments of Latin American in 70 percent of the region’s 140 "emerging cities" (those
having 100,000 to 2 million residents and above-average economic growth rates). (Moreno,
2012)

Global Digital Statistics 2014 done by We are social’s snapshot of key indicators, presented
the worldwide internet and social media usage. According to it, total world population is
7,095,476,818, from which 2,484,915,152 are internet users. Approximately 35% of
worldwide population are using internet and from this over 1,856,680,860 are active social
network users. Which means approximately 26% of worldwide population is in social
networks. Where else business can find such a huge market? Only Facebook had more than 1
million active users for January 2014. (Global Digital Statistics, 2014)

The population in Mexico in different sources are presented different; by National institute of
statistics and geography it is 112 336 538 (http://www.inegi.org.mx/), by world population
statistics it is 117 410 000

(http://www.worldpopulationstatistics.com/), by Mundi index it is 116,220,947
(http://www.indexmundi.com/) . According to Global Digital Statistics 2014, in Mexico only
Facebook users, by the way active ones, are 50,000,000. That means, in Mexico
approximately 43 percent of population are using Facebook. And this figure is without taking
into consideration that 27.4% of population are in the age of 0-14 years (Mundi index). That
means, the target for banks only in Facebook in Mexico is more than it 43% of its population.
In Mexico each day the internet users spend average 5h 22m internet, from which 3h 46
minutes they use social media, which penetration as a percentage of the total population is
33%. Table 1 presents overall social media usage in Mexico and we can see that the list leads
Facebook. (Global Digital Statistics, 2014)

Table 1: Social media usage in Mexico (Global Digital Statistics, 2014)
Own an account (%) Used in the past month (%)

Any social network 98% 2%
FACEBOOK 94% 61%
GOOGLE+ 74% 29%
TWITTER 62% 27%
LINKEDIN 36% 12%
INSTAGRAM 28% 8%

The survey “Digital Marketing and Social Networks in Mexico, 2013” done by AMIPCI
(Mexican Association of Internet) shows that 85% use social networks, that means 8 from 10
companies have some social profile. But only 13% of companies devote more than 20 hours
in their social networking profiles in a week, though 68% of companies have special staff to
manage their profiles (almost 7 from 10), in general the time devoted to social media
engagement in a week is not pretty much: 33% less then 3 hours, 29% 4-6 hours in a week,
16% 7-10 hours in a week, 3% 11-15 hours in a week, 6% 16-20 hours in a week.

The same survey ” done among internet users found out that 93% of them use social media.
If in case of companies only 21% have presence in social media more than 3 years, in case of
social media users this figure is much more; 84% users are in social media 3 and more years.
(AMIPCI, 2013)

The most popular social media platforms for internet users are Facebook, Twitter, YouTube,
LinkedIn and Google+.
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Table 2: The most popular social media platforms among internet users
(AMIPCI, 2013)

Registered (%) Daily access (%) Men (%)
Facebook 96 93 45 55
Twitter 69 66 44 56
YouTube 65 65 45 55
Google+ 57 56 48 52
LinkedIn 38 27 42 58

Another important factor is the age in social media platforms. In average for the most popular
platforms generally the age is 18-24, then comes 25-34. (Table 3)

Table 3: The social network users’ age is different for different social media platforms
(AMIPCI, 2013)
Age Facebook (%) Twitter (%) YouTube (%) Google+ (%)  Linkedln (%)
18-24 39 48 48 44 26
25-34 26 26 25 24 31
35-44 16 14 12 15 21
45-54 13 8 11 11 15
More than 55 8 4 4 6 7

Social media has become the place where customers look for information, promotions,
products have become the fans of any of those products, and last but not least, are influenced
to make purchase. Thus, from social media users 51 % follow some brand and 40 % are fans
for them. The survey shows that 59% social media users had its influence for decision to buy
something. (Figure 1)

Influence to buy in social networks (%)
40 36 33
23
20
] . L : :
0 ]
Very much Much Nether much nor less Almost nothing Nothing

Figure 1: Main social media platforms (AMIPCI, 2013)

4. THE MANAGERIAL VIEW OF SOCIAL MEDIA USAGE IN MEXICAN BANKS
Mexican banking system is very large. It has Mexican Banks, foreign-owned banks,
development banks and others. Based on statistics and findings about social media usage
which were mentioned in the 1st and 2nd chapters, we set hipothesis and to testify them we
have done survey among Mexican banking system and had interviewed 33 managers,
directors and social media responsible working there by selected the questions that allow us to
validate our hypothesis about social media barriers and challenges.

H1: Mexican banking system has a strong social media presence

H2: The banks in Mexico consider that there are several barriers in social media adoption.

H3: The banks in Mexico consider that social media adoption brings a set of challenges for
the banks.

H4: Social media is used among Mexican banks for various purposes.

H5: Social media has a strong impact on Mexican banks.
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H1: The banks in Mexico are present on most of the known social media platforms
90% of the respondents said their bank has presence in social media platforms. The leading
platforms are Twitter, Faebook, LinkedIn, YouTube, Wikipedia (Figure 2).
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Figure 2: The main social media platforms in Mexican banks for 2014

H2: The banks in Mexico consider that there are several barriers in social media
adoption

69.6% respondent think that one of the barriers is the lack of strategy around social media
usage (Figure 3, Multiple-choice question whereby respondents selected all the categories that
applied to them).

80 57.5 57.5 66.6 6.8

60

40

20

0

Lack of senior Lack of a dedicated Social Lack of skills and Lack of strategy around
management Media Manager competencies within "usage” of Social Media.
understanding banks.

Figure 3: Managerial view on Social media adoption barriers in Mexican banks, 2014

H3: The banks in Mexico consider that social media adoption brings a set of challenges
for the banks

81.8% respondent think that one of the challenges in social media usage is customers’ demand
and behavior recognition (Figure 4, Multiple-choice question whereby respondents selected
all the categories that applied to them).

100 757 727 81.8
80 60.6 57.5 58
60
40
20
0
Potential Innovative  Advanced way for Fast way for the  Customer care Customers’
customer method for crowdsourcing. new competitors’” improvement. demand and
attainability in marketing and market’s behavior
easy and fast activities. tracking. recognition.

way.

Figure 4: Managerial view on social media challenges in Mexican banks, 2014
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H4: Social media is used among Mexican banks for various purposes

The managerial view for social media usage in banking industry shows that 42.4 %
respondents do strongly agree that social media is a tool for brand strengthening. Table 4
presents the managerial view concerning to the purposes of social media usage in banking
(Multiple-choice question whereby respondents selected all the categories that applied to them
by rating scale).

Table 4: Social media usage purposes for Mexican banks, 2014
For what purpose banks use social media Strongly Agree Neutral Disagr Strongly
agree (CH)) C)) ee (%) disagree
(%) (%)

For conversation with audience

To build relation with existing and potential
customers

To reach banking transparency/visibility

For Customer loyalty / retention programs
To monitor public awareness

For information distribution

For brand strengthening

For Customer Relationship Management
For cross-selling

To reduce advertisement expenses

For HR purposes

H5: The banks in Mexico consider that they benefit from social media usage

More than 50 % agree that via social media the bank can restore trust among stakeholders.
Table 5 presents the managerial view on benefits from social media adoption (Multiple-choice
question whereby respondents selected all the categories that applied to them by rating scale).

Table5: Managerial view on Benefits from Social Media adoption
for Mexican banks, 2014
Strongly ~ Agree Neutral Disagre | Strongly
agree (%) (%) (%) e (%) disagree (%0)
Social media reduces workload in the

branches.
Social media reduces call workload.

Social media increases banking
recognition.

Social media effects banking
reputation.

Via Social media the bank can restore
trust among stakeholders.

The hypothesis test

H1: Accepted; 90% of the respondents said their bank have presence in social media
platforms

H2: Accepted; 50% of our respondents agree with our barriers

H3: Accepted; over 60% of our respondents agreed with the chosen set of challenges

H4: Accepted; banks use intensively or moderately all of the mentioned purposes and
activities

H5: Accepted- strong influence of social media on banking recognition, bank reputation.
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5. CONSLUSION

The most important stakeholders for banks are customers. And this factor forces banks to
change the way they interact with them and put attention on relationship and communication
which can’t be done without using all modern online communication channels. From which
the most popular and powerful one is social media. Banks must start to take the social media
industry seriously and develop a clear strategy. Some banks have already started using social
media for their services. While some are focusing on providing information about products
and trying to generate leads, others are providing transactional services. By taking into
consideration that Social Media has a big impact on today’s business world, banking
management needs to identify ways to make profitable use of social media. Social Media is a
powerful tool for gaining customer and for communicating with potential and existing ones. It
allows banks to reach end-consumers at comparably low cost and higher level of efficiency
than can be achieved with more traditional communication tools. Though being a new way of
communication it is not an easy task for its usage. It requires new methods, new ways of
thinking. And the results can be not always satisfying, because there are no well-known or
well-researched methods and tools for Social Media involvement. The key factor for the
success of social media is conversation, communication and interaction first, then product and
service marketing. Banks needs to be there where present and potential customers are talking,
blogging, complaining, expressing their pleasure or dissatisfaction about their products and
services.
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ABSTRACT

The aim of this paper was to develop a statistical model that will be able to encompass the
most important macroeconomic shocks that hit the Croatian economy in the last decade.
Since Croatia is a small open economy (SOE), which is due to the economic structure largely
dependent on the economic performance in the euro area, it is assumed that any significant
change in the euro area would affect Croatian economy. Therefore, the goal was to identify
and explain the reaction of the domestic economy to domestic and euro area shocks. For the
purpose of this research, a five-variable structural vector autoregressive (SVAR) model
comprising both domestic and foreign variables was used imposing block-exogeneity
restrictions and assuming that domestic shocks have no significant impact on variables from
the euro area. Variables were divided into two blocks, where the first block represented
foreign economy and was comprised of real Gross Domestic Product (GDP) and harmonized
consumer price index in the euro area, while the second block represented Croatian economy
and consisted of real GDP, consumer price index and real exchange rate of the kuna against
euro. Using innovation analysis, we examined the size and the persistence of both domestic
and foreign shocks on the Croatian economy and studied the relative importance of each
shock in explaining the fluctuations of domestic variables. The estimated impulse response
functions and variance decomposition showed that foreign variables have a significant impact
on domestic variables and are the main determinants of domestic inflation and economic
activity in Croatia. The results can be useful to policy makers as they show that the volatility
of foreign macroeconomic fundamentals should be taken into account for future studies of
domestic economic developments.

Keywords: Block-exogeneity restrictions, Croatia, Macroeconomic shocks, Small open
economy (SOE), structural vector autoregressive (SVAR) model
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1. INTRODUCTION

With the ongoing globalization and liberalization of financial markets including capital
markets countries are becoming more and more interconnected through international trade and
capital movements. The global economic crisis that originated in the summer of 2007, as well
as the efforts of G8 countries embedded in the coordination of economic policy responses to
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the crisis, showed the existence of high interconnectedness between economies (Gali and
Gertler, 2009). Accordingly, it can be assumed that economic conditions in one country can
affect other countries, in particular countries with the largest share in foreign trade. The above
assumption is primarily of interest to policy makers in the process of formulating an economic
model and implementing economic policy. Better understanding of the source of fluctuations
in the domestic economy is necessary for economic policy makers in order to examine
whether the domestic economic trends are affected by domestic or external shocks.

Since a small open economy (SOE) is an economy small enough so that its policies do not
actively influence the world demand (De Paoli, 2003), the SOE is considered to be a price
taker in the world market (Rodseth, 2000). In the case of a SOE, understanding the impact of
external shocks is of a special importance. The SOEs are vulnerable to global economic trends
and largely exposed to external shocks due to their economic structure.

The Republic of Croatia is a SOE which is largely dependent on economic situation in the
euro area and is assumed that any significant change in the euro area will have an impact to
the Croatian economy. Namely, the Croatian economy is characterized by substantial foreign
trade imbalance, with high import dependency, weak competitiveness of domestic products,
high external debt denominated in the foreign currency as well as the high dependence of the
financial sector of the euro currency. Due to the high euroisation of the financial sector, the
Croatian National Bank (CNB) conducts a passive monetary policy, which is primarily caused
by focusing on the exchange rate management in order to maintain a stable price level (Bokan
et al, 2010). The consequence of this is the inability to influence the real movements since the
role of monetary policy in absorbing macroeconomic shocks is restricted. In other words, due
to the unfavorable structure of the domestic economy, any tightening of European Central
Bank monetary policy or changes in economic activity in the euro area would significantly
impact economic developments in Croatia (Dumici¢ and Krznar, 2013). Although the
unfavorable economic situation has been present in Croatia even before the on-going
economic crisis, current crisis which turned into recession further pointed to the strong
vulnerability of Croatian economy to foreign adverse economic shocks. Therefore, the crisis
has emphasized the limitations of current economic policy decision making together with the
existing need for modification of economic policy modeling.

In line with the above stated empirical facts regarding the SOE of Croatia, the aim of this
research is to identify and examine the reaction of the domestic economy to domestic and
foreign shocks whereat foreign shocks refer to euro area shocks. In other words, the aim of
this study is to quantify domestic and euro area shocks by assessment of the relative
importance of each shock on macroeconomic developments in Croatia. In accordance with the
stated aim and the relevant research of that problem in domestic and international literature,
two research hypotheses are stated. The first research hypothesis is that foreign variables have
a significant impact on domestic economic developments. This assumption stems from the
fact that Croatia is a SOE and the state of the financial system and domestic economic activity
largely depend on the state of the world economy and financial system. Second research
hypothesis is that that the relative contribution of foreign macroeconomic variables to
economic movements in Croatia is higher in comparison to the contribution of domestic
macroeconomic variables.

The structure of the paper is as follows: the research objectives and hypotheses are defined in
the introductory part of the paper. Chapter 2 describes the used methodology, namely the
structural vector autoregressive (SVAR) model with block-exogeneity restrictions. Chapter 3
offers the empirical analysis of the impact of domestic and euro area shocks to the Croatian
economy. Firstly, the variables that will be used in the empirical analysis are defined and
explained and their stationarity is tested. Then, the SVAR model with block-exogeneity
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restrictions is specified and after that the innovation analysis is conducted, i.e. the results of
the impulse response functions and variance decomposition of foreign shocks are analyzed.
Finally, the conclusions of the research are stated as well as limitations of the study and future
research perspective.

2. THE LITERATURE OVERVIEW

Among early papers dealing with the impact of foreign shocks to SOEs, most of them focused
on the analysis of monetary transmission mechanism (see e.g. Cushman and Zha, 1997) and
therefore ignored the relative importance of other macroeconomic fundamentals. Most of the
empirical research is focused on analyzing the impact of shocks, their spillovers and
transmission channels of the world's largest economies, such as USA and EU (see e.g.
Benczur, Koren and Ratfai, 2004; Canova, 2005). In general, the above studies, as well as
many others have shown that external shocks in large developed economies explain a
significant proportion of the variation of macroeconomic developments in SOEs.

To the best of the authors' knowledge, nine studies examine the impact of foreign shocks to
the Croatian economy. Fidrmuc and Korhonen (2003), Broz (2008) and Dumitru and Dumitru
(2011) implemented SVAR model with long-run Blanchard-Quah restrictions and found that
there is no interconnection between foreign and domestic economic fluctuations or that the
relationship is negligible. There could be several reasons for such results. First of all, data for
GDP before 2000 differ substantially in the way of measurement compared to data for period
after the 2000 year, and such data are not consistent and comparable to each other. Secondly,
Broz (2008) and Dumitru and Dumitru (2011) use GDP deflator as an indicator of inflation.
However, GDP deflator measures the prices of all products that are produced in a particular
country, whether or not these products are aimed for export. On the other hand, the Consumer
Price Index (CPI) measures the prices of goods produced and consumed in a particular
country as well as the prices of imported goods that are consumed in that country. Thus,
unlike the GDP deflator, CPI includes import, but excludes export. Since a significant portion
of goods in Croatia is imported, it would be more appropriate to use CPI as an indicator of the
price level rather than the GDP deflator. Finally, aforementioned authors use data in period
before 2000 in which the Croatian economy was not dependent on external economic
developments to large extent. However, the effect was intensified primarily by the entry of
foreign banks to the Croatian banking market. The results of other studies (see Nabil, 2009;
Krznar and Kunovac, 2010; Erjavec, Cota and Jaksi¢, 2012; Jovanéevi¢, Arcabi¢ and Globan,
2012; Koukouritakis, Papadopoulos and Yannopoulos, 2013; Petrevski, Bogoev and
Tevdovski, 2013) indicate that the Croatian economy is highly vulnerable to the foreign
shock, in particular to shocks coming from the euro area.

3. DATA SPECIFICATION AND METHODOLOGY

3.1. Data specification

Time series data used for the purpose of the empirical analysis refer to the quarterly data for
the period from the first quarter 2000 to the fourth quarter 2013 for Croatia, supplied by the
CNB as the official source. In order to prepare data for the empirical analysis, certain
transformations of variables are conducted, such as the logarithmic transformation and the
seasonal adjustment. Moreover, the stationarity of the time series is tested using the
augmented Dickey—Fuller test (ADF) unit root test (for ADF test in detailed, see, for example,
Enders (2010)).The results of the ADF test are not presented in the paper due to space
limitation, but are available on request. ADF stationarity testing shows that time series in
levels are not stationary, while the first differences of variables are stationary, suggesting that
the variables in the model are integrated of order one.
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The selected variables are divided into two blocks:

e The first is the foreign block which represents the economy of the euro area. It consists of
the growth rate of seasonally adjusted real GDP (DSLBDP_EZ) with the base year
2005=100 and the growth rate of CPI (DLCPI_EZ). The foreign block does not include the
referent interest rate in the European interbank market (Euribor) because that does not
contribute to the interpretation of results. The Euribor stems from the Taylor (1993) rule of
the European Central Bank, meaning that the GDP is taken into account when defining the
level of interest rate and therefore the results of the estimated impulse response functions
have the same interpretation regardless of whether the model includes only GDP or both
Euribor and GDP (Krznar and Kunovac, 2010).

e The second block refers to the domestic economy, in this case the SOE of Croatia, and
consists of the growth rate of seasonally adjusted real GDP (DSLBDP_RH) with the base
year 2005 =100, the growth rate of CPI (DLCPI_RH) and the growth rate of seasonally
adjusted real exchange rate against the euro (DSLRER). The domestic block does not
include the money market interest rate because Croatian National Bank does not conduct
monetary policy that relies on the interest rate channel and therefore the interest rate does
not have the significant role in the financial system and nor the impact on the real sector
(Krznar, 2004).

3.2. Specification of the SVAR model

In order to analyze the effect of economic shocks in the euro area on Croatian economy, the
vector autoregression model (SVAR) model is implemented. The SVAR model is defined by
the following equation (Liitkepohl and Krétzig, 2004):

ANy, =TTy 4 +T7 AY g +..+ T 1Ay g +Bey 1)

where ¢ refers to innovations, &, ~ (0, I, ). However, the structural model (1) is not directly

estimated and the estimation is conducted for the reduced form of the model. To derive the
reduced form from the equation (1), it is necessary to multiply both sides of the equation (1)
AL, Hence the reduced form is given by:

Ay =11y + DAY g+ AT AY g Ve (2)

whereat IT=A"TI",T; =AT},j=1...p-LA; =A"A],j=1...,p and v, =A™'Be,, what

relates error terms v with the corresponding structural shocks &;. For the purpose of the
empirical research, vector y; which consists of five endogenous variables, is given by:

y, =[DSLBDP_EZ,DLCPI _EZ,DSLBDP_RH,DLCPI _RH,DSLRER].

It consists of growth rate of seasonally adjusted real GDP in the euro area, growth rate of the
price level in the euro area, the growth rate of seasonally adjusted real GDP in Croatia, the
growth rate of the price level in the Republic of Croatia and the growth rate of seasonally
adjusted real exchange rate against the euro at the end of period.

Unlike the unrestricted vector autoregressive (VAR) model in reduced form, the SVAR model
includes more parameters than in the case of the estimation on the basis of the actual value
(see, for example, Liitkepohl and Kritzig, 2004). Therefore, it is necessary to introduce a
certain number of constraints on the parameters of the matrix in order to identify the
parameters in the structural form. The Cholesky ortogonalization is used in the formation
accurately identified model was used. In this case, the order of variables can have a significant
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effect on the result obtained and the variables are ordered with regard to the economic theory.
As it is previously mentioned, Croatia is a SOE which does not have the significant impact on
economic developments in the euro area. Therefore, the euro area variables are determined to
be the first in the model, followed by the variables which refer to Croatia.

Specifically, the variables introduced into the model are:

e The first variable is the GDP of the euro area, which is considered to have a direct impact
on all the other variables in the model.

e The next variable is the price level in the euro area, which is considered not to have an
immediate impact on the GDP of the euro area, but impacts other variables in the model.
Therefore, GDP is put prior to price level.

e The intuition is that it is considered that the euro area is one of the world most important
economies, whose demand for certain products may affect the price level in the world
market. After the foreign variables, using same intuition, domestic variables are placed in
the model. So, the third variable is domestic GDP. As it has previously been mentioned,
changes in economic activity or price changes in the euro area may be transmitted to
Croatian economy through trade channel, due to the fact that euro area is one of the
biggest trading partners for Croatia. Increased demand in euro area leads to the increase in
foreign prices, and thus to an increase in demand for Croatian goods which ultimately
increases the GDP of Croatia (Andonova and Petkovska, 2011).

e The last variable in the order is real exchange rate because it is considered that it responds
to changes in the aforementioned variables (Kim and Roubini, 2000).

The following matrix representation describes the above mentioned economic relations:

‘gtDSLBDP_Ez‘ _b11 0 0 0 O __VItZ)SLBDP_EZ_
gltDLCPI_EZ b21 b22 0 0 O VItDLCPI_EZ
StDSLBDP_RH _ b31 b32 b33 0 0 VItZ)SLBDP_RH
8ItDLCPI_RH b41 b42 b43 b44 0 V{DLCPI_RH
_StDSLRER ] _b51 b52 b53 b54 b55__\’tDSLRER A

Since it is necessary to introduce at least K(K-1)/2 restrictions for the identification of the
matrix, and thus the structural shocks, using Cholesky decomposition 10 restrictions is
introduced, what allows accurate identification of the model. For the explanation of Cholesky
ortogonalization see, for example, Lutkepohl and Kratzig (2004).

3.3. Implementation of block-exogeneity restrictions

It is well known that the shocks in SOEs have very little impact on major foreign countries
and therefore it is proper to treat the foreign variables as exogenous to domestic economy. As
a result, the model is divided in two blocks: the euro area block and the domestic (Croatian
variables) block.
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Therefore, the first block represents the foreign euro area economy while the second block to
represents the Croatian economy. Thus the vector y; which represents the vector of
endogenous variables, is to be divided into two blocks what can be written in the following
form:

Yt :[ylt’th] .
Vector yi; is comprised of the variables representing euro area economy and it is given by

Yy =|DSLBDP_EU, DSLCPI_EU], while yx represents Croatian economy and is given
Y, =[DSLBDP_ RH, DSLCPI_ RH, DSLNER].

Accordingly, the VAR model may be presented in the following way:

Y, ={yn}rj _ 11:1,11 ll:j,lz " =|:V1t:|,
Yo jor tj22 Vo

where I'j;; i [, are coefficients related to the euro area economy, while I'j;; i T'j;, refer

to coefficients of domestic economy. Since Croatia is a SOE, domestic shocks do not have a
significant impact on the economy of the euro area and therefore the block- exogeneity
restriction is introduced in the form T,,, =0, what fits the assumption that domestic

(Croatian) shocks have no impact on the foreign (euro area) block, while foreign shocks may
impact the domestic economy.

4. RESULTS OF THE EMPIRICAL ANALYSIS

In this section the innovation analysis, i.e. the impulse response functions and variance
decomposition are discussed. Figure 1 reports the impulse response functions of domestic
variables when to one standard deviation shock in the variables from the euro area. The
results suggest that economic developments in the euro area have significant effect on
domestic economic fluctuations. Positive shock of one standard deviation in the growth rate
of GDP in the euro area has positive effect on the domestic GDP. In the first year after the
shock this effect is the strongest. However, it weakens with time and three year after the
shock the domestic GDP is around its initial level. The result is in line with economic theory
and empirical research referring to SOEs. Taking into account the empirical fact that the
Croatian economy is largely dependent on the trade with the euro area countries, an increase
of economic activity in the euro area stimulates demand for the Croatian product, thus
increasing Croatian export which consequently increases domestic GDP. Furthermore,
increase of the foreign GDP leads to inflationary pressures, although after that the growth rate
of the CPI decreases and then fades out year and a half after the shock. The effect of the
foreign GDP to the real exchange rate is not significant.
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Figure 1: The impact of one-unit shock in euro area variables on domestic economy
(Authors' calculation using JMulti software)

Figure 2 represents the impulse response functions of domestic variables when one standard
deviation shock occurs in the domestic variables. In general, domestic shocks have
instantaneous effect that fades very quickly, except in the case of real exchange rate. More
precisely, an increase in domestic economic activity causes an initial fall in the domestic price
level, but after the first quarter the impact of the shock is insignificant and alternates around
zero. In the case of real exchange rate, the increase in domestic GDP and price level causes
the alternation of depreciation and appreciation episodes.

Finally, it is very important to note that domestic variables do not have significant impact on
domestic economic activity, thus showing that domestic GDP is more vulnerable to foreign
shocks than to domestic macroeconomic shocks.
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Moreover, the results of variance decomposition of domestic variables are given in Table 1.

Figure 2: The impact of one-unit shock domestic variables on domestic economy

(Authors' calculation using JMulti software)

Presented variance decomposition shows the extent to which domestic shocks and euro area
shocks account for fluctuations in domestic variables. On the basis of variance decomposition
it can be concluded that one third of variation of economic activity in Croatia can be
explained by the euro area income shock, i.e. demand side shock in the euro area. Moreover,
when foreign prices shock is included, more than half of domestic GDP fluctuations is
explained by euro area shocks. Accordingly, more than 70% of the forecasting errors variation

in the domestic price level is explained by price shock and demand shock in the euro area.
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Table 1: Variance decomposition of domestic variables (Authors' calculation)

Variable Period Shock
DSLBDP EZ | DLCPI EZ | DSLBDP RH | DLCPI RH | DSLRER
1 0,15 0,01 0,84 0,00 0,00
4 0,32 0,18 0,46 0,01 0,02
DSLEDP_RH 8 0,34 0,19 0,43 0,01 0,03
12 0,34 0,18 0,43 0,01 0,04
1 0,02 0,71 0,11 0,17 0,00
4 0,02 0,7 0,09 0,14 0,05
DLCRI_RH 8 0,03 0,68 0,09 0,14 0,06
12 0,04 0,68 0,09 0,14 0,06
1 0,00 0,00 0,06 0,03 0,91
4 0,00 0,08 0,05 0,07 0,8
DSLRER 8 0,08 0,09 0,08 0,11 0,64
12 0,10 0,10 0,10 0,11 0,59

Regarding the variation of the real exchange rate of Croatian kuna against the euro, foreign
shocks have the lowest relative impact on the real exchange rate volatility, and after three
years the variable itself explains the largest share of its own variation.

5. CONCLUSION

In order to establish the appropriate economic model, economic policy makers should be
acquainted with the source of fluctuations in the domestic economy. Since Croatia is a SOE, it
is considered that external shocks have a significant effect on its economic development.
Therefore, the aim of this paper is to develop econometric model which would be able to
comprise the most important macroeconomic shocks which affected Croatian economy from
2000 to 2013 year. The response of the Croatian small economy to foreign economic
fluctuations referring to the economic shocks in the euro area was examined. This research is
aimed at determining the response of the Croatian economy to domestic and euro area
economic fluctuations as well as assessing the relative importance of each of the observed
domestic and foreign shocks on Croatian economy.

Therefore, SVAR model with block-exogeneity restrictions was implemented for the period
from the first quarter of 2000 to the last quarter of 2013 in order to conduct innovation
analysis. The estimated impulse response functions show that economic fluctuations in the
euro area have significant effect on the domestic economic fluctuations. Increase in economic
activity in the euro area leads to an increase in domestic economic activity and the price level.
On the other hand, price increase in the euro area has an impact on developments in Croatia,
but the effect is short-term and inconsistent. The results of the estimated impulse response
functions confirm the first research hypothesis that economic fluctuations in the euro area
have a significant impact on domestic economic developments.

Furthermore, the results of variance decomposition partially confirm that the relative impact
of the variables from the euro area on domestic economic fluctuations is higher compared to
the impact of the domestic variables. Except for the real exchange rate, the variance
decomposition analysis shows that the foreign variables are the main contributors of overall
volatilities in domestic variables. In other words, foreign variables explain more than half of
the fluctuations of domestic GDP and more than 70% of the forecasting error of the domestic
price level.
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Finally, the limitations of the conducted research as well as future research perspective will be
pointed out. Notwithstanding the satisfactory results of SVAR model with block-exogeneity
restrictions, it should be noted that the research conducted is confined in several aspects. First
of all, due to the limited time period, the analysis is limited to a choice of small number of
key macroeconomic variables. Therefore, in future research it is advisable to use
multidimensional models such as the factor VAR model or dynamic stochastic general
equilibrium modeling in order to comprise impacts of more variables. Moreover, the analysis
of the impact of foreign shocks in this paper is limited to observing the impact of the euro
area on Croatian economy. In this context, future research could also include the assessment
of the world economic fluctuations through the analysis of the impact of the price of oil on the
world market.

Altogether, regardless of the mentioned limitations of the research and provided ideas for the
improvement, the obtained results are of great importance for the policy makers as they
suggest that the domestic economic developments are largely sensitive to foreign shocks,
what should be taken into account when establishing an appropriate economic model.
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ABSTRACT

Implementation of the Balanced Scorecard method to the management system of Slovak
businesses seems to be a real problem. A large number of factors are involved in the use of
this method in the business management, from theoretical concepts to practical applications.
The largest, respectively the most significant problem is in the misunderstanding of the
importance and benefits of this method, but also in financial difficulty of Balanced Scorecard
model implementation to the life of Slovak companies. Small and medium-sized businesses in
particular are concerned about this method because it is rather expensive for them and they
are not convinced of its benefits and positive results. In addition, the present time is
significantly affected by a lack of funds for the implementation of expensive software solutions
for business management and controlling. Balanced Scorecard method, however, is an area
that cannot be omitted due to lack of funds. It is the area that is important to develop in time
of lack of funds, because the right setting of goals helps to overcome this problem as well. No
expensive software solutions of Balanced Scorecard from IT companies are needed but
healthy strategic thinking of managers of enterprises. Only those who work in the company
know it the best. The benefit of this paper is to point out a way of applying BSC method
without application of software products of IT companies but by the initiative of managers
and employees in selected Slovak company.

Keywords: Balanced Scorecard, Perspectives, Strategy, Strategy Map.

1. INTRODUCTION

Implementation of Balanced Scorecard (BSC) into the management system of Slovak
businesses is a real problem faced by managers. Variety of factors — from theoretical concepts
to practical applications — participate in the use of this method in the management of
enterprises. The most significant problem is in the misunderstanding of the importance and
benefits of this method as well as in financial costs of Balanced Scorecard implementation.to
the Slovak businesses. Particularly small and medium enterprises are afraid of this method
since its introduction is expensive for them and management of these businesses is not
convinced about the benefits of this method. Another problem is the absence of manual or
single procedure for creation of the model applicable in all types of business. Nowadays there
are several BSC applications on the market designed for different types of enterprises as well
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as for various types of business processes. Providers of these applications address a number of
issues particularly related to the unpreparedness of enterprises to implement selected BSC
application. The consultation with several providers of BSC applications resulted in the
demand for the creation of BSC model, particularly for small and medium businesses, and
efficient implementation of this model. BSC would be important tool for the managers of
enterprises. Contribution of BSC would appreciate not only managers but also providers of IT
solutions, whose communication with businesses on the issues of preparedness and ensuring
background for the implementation of BSC application would be easier. This would resolve
number of issues, from the perspective of both submitter and provider of BSC
implementation.

2. LITERATURE REVIEW

Balanced Scorecard was developed by U.S. consultants Robert S. Kaplan and David P.

Norton in 1990s. Since that time, it has received more and more popularity mainly due to its

complexity and clarity for management at all levels (Dumitrescu, Fuciu, 2009, p. 38).

Balanced Scorecard was initially focused on strategic management of business, this method

gradually developed to the level of operational management and currently it is a

comprehensive system of planning and control. Balanced Scorecard determines a balanced

system of strategic objectives and decomposes them into partial objectives, including
indicators and benchmarks. Since 1990 three generations of BSC formed:

1. BSC, as business performance measurement system. BSC concept was first published in
1992 in the journal Harvard Business Review by Kaplan and Norton. This concept was
the product of an annual research in 12 companies.

2. BSC, as asystem of strategy implementation. The era of the second generation is a big
step forward for the BSC — from the one of measuring performance to the BSC — a system
for strategy implementation. It defined the link between the metrics and goals as well as
the goals and subjects responsible. Cascading and decomposition of goals has
subsequently raised the issue of strategic alignment within the organization (Kaplan,
Norton, 1996; Olve, Roy, Wetter, 1999). The second area, causality, was shifted from the
indicated links between the perspectives of the first generation towards to cause-and-effect
relations between the criteria in the new generation. On one hand, this shift enriched the
BSC system by a Strategic Linkage Model, but on the other hand it raised the conceptual
issue, which has become the lurking object of discussion even today such as the way of
analyzing, defining and verifying the causalities involved (e.g. Brewer, 2002, pp. 44 - 52).
The discussions are focused mostly on two areas, namely, on how the strategic linage
model is conceived, in terms of interlinking the BSC and the vision and strategy
(Cobbold, Lawrie, 2002), so rarely defined in practice or not involved in company-wide
consensus. The second area was about determining the target values to the individual
criteria (Target Setting), where companies lack elaborate methodology (AntoSova,
Mihal¢ova, Csikosova, 2014, p. 16)

3. BSC, as astrategic management system. Numerous findings about the issue of this
generation of BSC summarizes Gavurova in her study (Gavurova, 2011, pp 163 — 167).
The third generation BSC systems are typical for the interlinking strategy and the
management of competitive advantages as well as the management of transformational
changes AntoSova, Mihalcova, Csikosova, 2014, p. 16). The first BSC models featuring a
new item of the so called Destination Statement - declaration of goals, are appearing on
the scene in the course of 1998 — 1999. The number of subjects implementing the third
generation BSC is continuously increasing (Lawrie, Cobbold, 2004, pp. 1-16; Andersen,
Lawrie, Savic, 2004, pp.634 - 645) since then on.
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Several views on BSC

On the basis of the company vision BSC formulates partial objectives in individual areas of
the business and connects them. Subsequently it selects indicators which provide feedback to
top management on whether the chosen strategy works. If the strategy does not work, BSC
indicates to managers that the adjustment should be made (Phillips, 2007, p. 732).

The aim of BSC is the achievement of comprehensive balance in several ways:

between short-term and long-term goals,

between value-based and in-kind indicators,

between delayed indicators and drivers,

e between internal and external performance indicators (Fibirova, Soljakova, 2005).

The success of the business is influenced not only by the area in which business operates but
also by management methods used. Balanced Scorecard is a new comprehensive approach to
business management. It comprises all previous attempts to improve business management, as
well as traditional methods used, such as financial analysis, principles of controlling and
principles of process management and reengineering. All this methods are supplemented by
two important aspects — the customer care and the employee care (Hudakova, 2008, pp. 1-2).
BSC is a system for performance measurement, in which it is necessary to keep in mind the
most important aspects of entrepreneurship. They are expressed in company vision, mission
and strategy (Gallo, 2013, p. 10).

According to Horvath & Partners Balanced Scorecard is a special kind of realization,
representation and monitoring the strategy. With its assistance the probability of application
of proposed strategy increases significantly. Its starting point was represented by the criticism
of strong financial focus on American management system. In order to adequately assess
creation of aggregate enterprise value this one-sided financial orientation should be relativized
and extended by a balanced set of financial and non-financial measures. Horvath & Partners
also refer to finding of early users of this concept that with the correct selection of objectives
and indicators BSC explains strategic direction of the business and at the same time it allows
measurement of the achievement of strategic objectives (Horvath & Partners, 2002, pp. 24 -
36).

3. CURRENT POSITION OF BSC IN THE SLOVAK REPUBLIC

In the Slovak Republic, several researches which concerned the application of BSC in the
management of Slovak businesses were conducted. The research sample consisted of
businesses achieving turnover of around 5 million EUR. 13% of them formed construction
companies, 8% wholesale and retail companies, 13% transportation companies, 47%
companies from the mining and engineering industry, companies of professional and
scientific activities accounted for 7% and other activities accounted for the remaining share.
Within these surveys was also examined whether the companies established top long-term
target. 84% of top managers of these companies responded positively to this question. Survey
participants were within the measurement system further asked about the performance
indicators used to measure long-term goal. Indicator annual profit received 30% as well as
indicator annual turnover which also reached 30%. 18% of the companies’ measure
performance with the use of market share, 5% of the subjects’ measure value creation for the
owner, 5% of the companies’ measure the size of export, 4% of respondents use EVA
indicator and 3% use indicator paid profit shares. 5% of respondents use other performance
indicators such as financial stability and independence, Altman Z-score, EBIT, ROA, ROE,
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ROI, cash flow, covering contribution, value added, productivity indicators, number of
awards of product innovation, customer loyalty index, employee satisfaction and customer
satisfaction. Within the survey the question of the relationship between strategy and
performance measurement was addressed. 50% of respondents answered positively to this
question. The survey was also focused on the extent of the use of modern management
techniques, within them BSC. Worldwide use of BSC (within the most commonly used
management tools) annually evaluates Bain & Company. Since 1993 this company examines
opinions of the managers around the world on the use of management tools and satisfaction
with them.

The company currently has a database of nearly 10,000 respondents and can systematically
trace the effectiveness of the worldwide use of management tools. The results were processed
by Rigby and Bilodeau in the report ,,Management Tools and Trends 2011, If we look
closely at the results, BSC is the eighth most commonly used management method from 25
tools used in Europe. Compared to the world both methods - Balanced Scorecard and
Benchmarking - reached the worst decline from the most widely used tools in Slo