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Abstract
Global competitiveness position is perceived as a highly relevant factor for attracting foreign
direct investments. Our study goes beyond from this knowledge in order to understand wheather
economic freedom indicators are relevant cause for global competitiveness in attracting foreign
direct investment and how this relationship behaves in different conditions of political stability.
We focused our empirical study to mediating and moderating processes through which global
competitiveness are linked with FDI. We developed and tested second stage moderated parallel
mediation model to observe mediating effects of economic freedom and moderating effects of
political stability. The findings indicate that Legal System & Property Rights and Freedom to
trade internationally have positive conditional indirect effect within the model. Freedom to trade
internationally is a much more sensible mediator variable in case of different levels of political
stability while Legal System & Property Rights is not significantly affected by political stability.
Keywords: global competitiveness, economic freedom, foreign direct investment, political
stability
JEL classification: F21
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Introduction
Foreign direct investments play very important role in economic life. Almfraji & Almsafir
(2014) point to the literature that discusses the effects of FDI on economic growth. Having this
in mind some authors promote the efforts in attracting FDI (Popovici & Călin, 2015; Zlatković,
2016). Popovici & Călin (2015, p.55) argue that “competitiveness is a determinant factor for
foreign investors”. Positive effects of global competitiveness on foreign direct investments is
well-known fact from practice and confirmed by different empirical studies (Popovici & Călin,
2015; Anastassopoulos, 2007; Zlatković ,2016; Curtis, Rhoades, & Griffin, 2013).
Anastassopoulos (2007), based on the sample of 15 EU member countries, found a positive
effect between competitiveness and FDI inflows. However, the study showed some differences
in FDI determinants between north and south part of Europe. Other studies showed that
competitiveness is also very important factor for FDI in Central and Eastern European countries
(Paul, Popovici, & Cǎlin, 2014; Popovici & Călin, 2012). Zlatković (2016) found very similar
results with positive effects of each competitiveness pillar and FDI for the Balkan countries.
Very extensive research in this field has been conducted by Curtis, Rhoades, & Griffin (2013).
Their very extensive study confirmed that global competitiveness is important factor in attracting
inward FDI.
Previously mentioned studies confirmed the existence of positive effect between competitiveness
and foreign direct investment. However, it is not evident what are the causes for global
competitiveness to affects the inflow of foreign direct investment. Very little attention is paid to
explain how economic freedom under different condition of political stability affects the
relationship between global competitiveness and foreign direct investment. In particular, it is not
sufficiently observed how economic freedom and internal political stability affect the
relationship between competitiveness and foreign direct investment. We are keen to understand
whether economic freedom indicators are relevant causes for global competitiveness in attracting
foreign direct investments and how this relationship behaves in different conditions of political
stability. Thus, we set up our research question as follows: Do different dimensions of economic
freedom under different conditions of political stability contribute to increasing/decreasing the
effects of global competitiveness on foreign direct investments?

1. Literature review
Effects of economic freedom
Foreign direct investment is highly important for developing countries especially because it
provide different benefits such as provision of capital or transfer of technology. Quazi (2007)
indicates on extensive literature about different variables that influence FDI such as market size
or trade openness. According to Caetano & Caleiro (2009, p.65), “economic freedom means the
degree to which a market economy is in place, where the central components are voluntary
exchange, free competition, and protection of persons and property.” In order to monitor
economic freedom, different indicators are established for its measurement. Pearson, Nyonna, &
Kim (2012) highlight especially two indexes: Fraser’s Institute Economic Freedom World
(EFW) and Heritage Foundation Economic Freedom Index of the World. Our study utilizes the
EFW index.
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In case of lack of domestic sources for investment, foreign direct investment can fill exsting
“development gaps” (Ketabforoush & Poorabdollahi, 2017; Quazi, 2007). According to
Gwartney and Lawson (2001), “investment capital and entrepreneurial talent will flow toward
economies with low taxes, secure property rights, sound money and sensible regulatory policies.
In contrast, when these factors are absent, people will find more attractive environments
somewhere.” This indicates to the importance of economic freedom for attracting foreign direct
investment. “When economic freedom is present, the choices of individuals will decide what and
how goods and services are produced. Put another way, economically free individuals will be
permitted to decide for themselves rather than having options imposed on them by the political
process or the use of violence, theft, or fraud by others” (Gwartney et al., 2017, p.1).
There are several studies discussing the relationship between economic freedom, economic
performance and foreign direct investment. A good overview of such studies is given by
Sovbetov & Moussa (2017). Most of these studies are focused on specific regions. One of
significant research was exercised by Pearson et al. (2012) who analysed the effects of economic
freedom and other economic factors on FDI at the level of federal states in the USA. They found
significant positive effect of economic freedom on FDI in all US federal states. Fofana (2014)
observed how different indicators of economic freedom influence foreign direct investment in 25
Western European and 26 Sub-Saharan countries in period through 2001-2009. He analysed the
impact of institutional variables of economic freedom such as "the size of the economy", "the
size of the population", and "the legal system and rule of law"; and regulatory variables such as
"size of government", "freedom of international trade", and "regulations of labour, credit, and
business". According to his empirical results, aggregate economic freedom index has no
significant effect on FDI for Africa. This scholar found that institutional variables are important
for FDI for Europe and Africa. One of restrictions within his empirical study was insufficient
observation number. Mohamed & Sidiropoulos (2010) investigated how economic freedom
affects FDI in MENA countries observing the period from 1975 to 2006. They found that trade
freedom is insignificant factor.
Hayrdaroglu (2016) put focus on BRICS countries namely, Brazil, Russia, India, China and
South Africa over the term 1995-2013.This scholar analysed the interaction findings indicate that
economic freedom is positively associated with economic growth, further, and FDI is positively
related with economic growth. It is also confirmed that just index of size of government is
negatively associated with economic growth. The previous literature review has revealed
diversity of empirical results about the effects of economic freedom on FDI. Especially
interesting empirical results are provided by Quazi (2007) who analysed seven East-Asian
countries in the period from 1995 until 2000. From this study we found an unexpected result by
which economic freedom is insignificant factor for FDI. However, this is in case when China
was included in the sample. After excluding China from the sample, then economic freedom
becomes a statistically significant factor for FDI. Having in mind that China is very attractive for
FDI, at the same time receives solid ranks from the Global Competitiveness Report and low
ranks by the Economic Freedom of the World (Allen, Qian, & Qian, 2005), we found justified to
observe how individual indicators of economic freedom mediate the relationship of global
competitiveness and the level of inward FDI. In this way we can find out whether the individual
indicators of economic freedom are causes of positive relationship between competitiveness and
11

foreign direct investment. Thus, we set up our first hypothesis to confirm or oppose the claim
that the positive relationship between global competitiveness and foreign direct investment will
be mediated by selected indicators of economic freedom. We set up Hypothesis 1: Global
competitiveness will attract more foreign direct investment in countries with a higher level of
economic freedom.
Effects of political stability
The risk perceived by investors is crucial for investment decision, particularly for investments to
be made outside of country of origin (Caetano & Caleiro, 2009). Barro (1991) and Corbo
&Schmidt-Hebbel (1991) argued that political instability reduce economic growth and
investments by creating uncertain economic environment. Nazeer & Masih (2017) indicate that
“political instability is considered by economists as a serious disease harmful to economic
performance”. Moreover, “political instability has been a harmful factor that would hinder the
flow of FDI and the growth of an economy” (Nazeer & Masih, 2017, p.2). Krugman (2009)
believes that investor's confidence is very important economic element. According to Brada et al.
(2006, p.6) “investment, including FDI, is a forward-looking activity based on investors'
expectations regarding future returns and the confidence that they can place on these returns.
Thus, by its very nature, the FDI decision requires some assessment of the political future of the
host country.” Rani & Batool (2016) argue that due to political instability, uncertainty comes in
an economy leading to decreasing of investment level. One of such examples is Sub-Saharan
Africa in which high political risk does not contribute to investing interest (Asiedu, 2002).
There are different opinions among scholars about the effects of political instability on FDI. Kim
(2010) argue FDI inflows are higher for politically unstable countries expressing an oppose view
with many other scholars. According to empirical findings provided by Quazi & Mahmud
(2006), political instability significantly depresses the level of FDI in South Asia. Schneider &
Frey (1985) came to similar empirical results confirming the inverse relation between political
instability and FDI. Contrary to previously mentioned findings, Jaspersen et al. (2000) and
Fernández-Arias & Hausmann (2001) found no significant relations between political stability
and foreign direct investment. Loree & Guisinger (1995) provided their empirical findings
according to which political stability was statistically significant negative impact in 1982, but
without statistically significant effect in 1977. Carmignani (2003) also provided an excellent
review of the literature discussing the relations between political instability and economic
performance. Busse & Hefeker (2007) analysed what it is most important for multinational
corporations when make own investment decisions. According to them, level of FDI is
conditioned especially with government stability, absence of internal conflict and ethnic
tensions, basic democratic rights and ensured law and order. Busse & Hefeker (2007) also found
that FDI is under influence of the investment profile, internal and external conflicts, ethnic
tensions and democratic accountability. Brada, Kutan, & Yigit (2006) focused their attention on
the countries in transition including transitional economies from Central Europe, the Baltics and
the Balkans. They found that conflict and political instability has smaller impact on FDI flows
for transition countries comparing to West European countries and that stabilization reforms
have contributed to FDI inflows. These authors found that conflict and instability, together with
the challenges of stabilization reforms occurred in Balkan counties reduced FDI inflows below
what one would expect for comparable West European countries. Based upon empirical study,
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Kurecic & Kokotovic (2017) conclude that there is a long-term relationship between political
stability and FDI for the panel of small economies, while empiric evidence of such a relationship
is lacking for both panels of larger and more developed economies. There are few studies
clarifying relations of economic freedom and political instability on economic performance and
FDI. Bayar & Aytemiz (2015) indicated that both economic freedom and political stability has
positive long-term impact on economic growth. Evidence from Bangladesh indicates that the
FDI inflow is significantly decreased because of the absence of economic freedom and increased
political risk (Quazi & Quddus, 2018). Sovbetov & Moussa (2017) understood the importance to
observe the macroeconomic impact of economic freedom on foreign direct investments inflows
in often neglected nations such as Fragile and Conflict-Affected states, Sub-Saharan, Oceania,
and Post-Soviet countries. Their study finds a positive impact of economic freedom on FDI in
global case. The highest impact is recorded in European countries, whereas the lowest ones are
documented in Fragile-Conflict affected states, Sub-Saharan zone, and Oceania. They gave an
interesting observation about Arab countries where FDI has negatively affected by conflicts.
According to Singh & Jun (1995), econometric tests to identify relationships between foreign
direct investment and political risk often fail. They express opinion that political instability, as a
qualitative phenomenon, is a complex issue. Looking at the previous literature on the effects of
specific indicators of economic freedom on foreign direct investment, it is evident that this
relationship has not been sufficiently observed through the prism of various conditions of
political stability. Therefore, we will consider is there any moderation effects of political stability
on relationship between selected indicators of economic freedom on foreign direct investment.
Following this empirical gap, we set up our Hypothesis 2: The influence of economic freedom on
foreign direct investment will be stronger in countries that are more politically stable. From the
literature we found no enough evidence on conditional indirect effect of competitiveness on FDI
taking into account mediation effects of economic freedom and moderating effects of political
stability. Ferreira et al. (2016) observed moderating effect of corruption on the ability to attract
FDI. This study is focused on a more narrow issue and not covering our research question. We
shall look back at the study provided by Nageswaran (2004) who observed the political regime in
China. Although run by a one-party system, China shows significant locational advantages, with
capacity for making quick and smooth decision. This scholar points that open democracy
involves reconciling the interests of multiple stakeholders that could be against the interest of
foreign investors. Thus, he believes that the absence of democratic institutions in China with
high control of government have created a political environment simulative for FDI. We also
witness significant changes in the views of the USA and China in terms of economic freedom,
especially in regards to free trade. This opens up an exciting area for empirical analysis. In our
study we are interested to understand whether there are significant indirect effects of global
competitiveness on foreign direct investment, mediated trough selected indicators of economic
freedom and moderated by political stability. Having this in mind, we set up our Hypothesis 3:
Economic freedom will have a stronger conditional indirect effect of global competitiveness on
foreign direct investment for politically more stable countries.

2. Methodology
This study contributes to our understanding of mediating and moderating processes through
which individual country competitiveness within global environment are linked with the level of
13

foreign direct investment. We developed a moderated mediation model linking global
competitiveness to foreign direct investment. Our research model posits that the effect of global
competitiveness on foreign direct investment is mediated by the level of economic freedom
represented through parallel mediation variables including Size of Government, Legal System &
Property Rights, Sound Money, Freedom to trade internationally and Regulation, as specified by
the Economic Freedom of the World index. The study also includes the relationship between
indicators of economic freedom and foreign direct investment moderated by the level of political
stability. The research model enables deeper understanding whether economic freedom and its
indicators are important for attracting foreign direct investment under different level of political
stability. The conceptual model is shown in the following figure.

Figure
1. Research conceptual model

From the empirical point of view, we implemented second-stage moderated parallel mediation
model (Edwards & Lambert, 2007), also known as model 14 introduced by Hayes (2013). We
were especially interested to understand conditional indirect effects of our independent variable
on dependent variable under moderated mediation. To get full overview of the findings within
proposed model, we conducted our research in three stages (Preacher, Rucker, & Hayes, 2007):
Step 1- Mediation analysis;
This step enables an answer on the question about whether particular indicators of economic
freedom represent relevant cause for competitiveness in attracting foreign direct investment.
With parallel mediation analysis we were able to understand whether individual indicators of
economic freedom provide statistically significant indirect effect of competitiveness on the level
of foreign direct investment. Mediation tests a relationship where the effect of global
competitiveness, as independent variable (X), on foreign direct investment, as dependent variable
(Y), is explained by economic freedom, as mediator variable (M). These are the basic
assumptions to confirm the existence of mediation effect (Baron & Kenny, 1986; Preacher &
Hayes, 2008):
• significant association between IV and DV (path c)
• significant association between IV and mediator (path a)
14

•
•

significant association between mediator and DV (path b)
statistically non-significant (full-mediation) or reduced statistically significant (partial
mediation) association between IV and DV after controlling for mediator (path c').

Step 2 - Moderation analysis;
This step enables understanding how different indicators of economic freedom effect foreign
direct investment and how this relationship behaves in different conditions of political stability.
We analysed moderation effects of political stability only for those individual indicators of
economic freedom that were confirmed in the previous step as statistically significant mediators.
For empirical purpose only, we observed selected indicators of economic freedom as our
independent variable (X), foreign direct investment as our dependent variable (Y) and political
stability as our moderator (M). In this step we searched for influence of M on the relationship
between X to Y not only for the overall model, but also for different values of political stability:
average (sample mean), low (-1 standard deviation) and high (+1 standard deviation).
Step 3 - Moderated mediation analysis
This step enables understanding how mediated relationships of selected indicators of economic
freedom between global competitiveness and foreign direct investment will be moderated by the
level of political stability. The proposed model integrates moderated regression analysis and path
analysis; expresses direct, indirect, and total effects of mediation; and shows how paths vary
when the moderator variable is included (Edwards & Lambert, 2007). This model analyses the
influence of a fourth (moderator) variable on the mediated relationship between X and Y
(Preacher et al., 2007) for those indicators of economic freedom that have been confirmed as
statistically significant mediators in previous steps. Thus, we observed how mediating effect
behaves when is thought to be moderated by some variable (Baron & Kenny, 1986). We put
focus on moderation effects on path b of parallel mediation model. The findings from this step
enabled our understanding about conditional indirect effects known as moderated mediation
effects. In assessing indirect effects we used bootstrapping method which has been suggested in
order to generate confidence intervals (Bollen & Stine, 1990; Lockwood & Mackinnon, 1981;
MacKinnon, Lockwood, & Williams, 2004; Preacher & Hayes, 2004; Shrout & Bolger, 2002).
Bootstrapping has been promoted as very useful resampling strategy which does not require any
assumptions about the shape of the sampling distribution (Edwards & Lambert, 2007; Preacher
et al., 2007). For that purpose we used 5000 number of bootstrap samples for bias corrected
bootstrap confidence intervals through the analysis of the effect of moderators in this model.
Finally, we analysed index of moderated mediation proposed by (Hayes, 2015) to integrate
moderation and mediation analysis. During empirical research we used SPSS macro for a
command PROCESS Version 2.l3 (Hayes, 2013) as a stand-alone and comprehensive tool which
integrates different functions including bootstrapping methods. Our research sample was based
on N= 215 countries in the time interval from 2000 to 2016. The final number of observations for
individual analyses depended on the availability of comparable data of variables in the model.
Within the second stage moderated mediation model we observed sample size with Nt=1291
cases. From established model we identify several variables presented in the following table:
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Variable
Global Competitiveness Index

Foreign direct investment, net
inflows (% of GDP)

EFW1 Size of Government

EFW2
Legal
Property Rights

System &

EFW3 Sound Money

EFW4
Freedom to trade
internationally

EFW5 Regulation

EFW6 Political Stability and
Absence of Violence

Table 1. Research variables
Initials Interpretation
GCI
„competitiveness as the set of institutions, policies,
and factors that determine the level of productivity of
a country” (Schwab et al., 2017, p.317)
FDIgdp „the net inflows of investment to acquire a lasting
management interest (10 percent or more of voting
stock) in an enterprise operating in an economy other
than that of the investor“ (World Bank Open Data)
EFW1 „As spending and taxation by government, and the
size of government-controlled enterprises increase,
government decision-making is substituted for
individual choice and economic freedom is reduced.”
(Gwartney et al., 2017, p.3)
EFW2 „Protection of persons and their rightfully acquired
property is a central element of both economic
freedom and civil society. Indeed, it is the most
important function of government.” (Gwartney et al.,
2017, p.3)
EFW3 „Inflation erodes the value of rightfully earned wages
and savings. Sound money is thus essential to protect
property rights. When inflation is not only high but
also volatile, it becomes difficult for individuals to
plan for the future and thus to use economic freedom
effectively.” (Gwartney et al., 2017, p.5)
EFW4 „Freedom to exchange—in its broadest sense,
buying, selling, making contracts, and so on—is
essential to economic freedom, which is reduced
when freedom to exchange does not include
businesses and individuals in other nations.”
(Gwartney et al., 2017, p.5)
EFW5 „Governments not only use a number of tools to limit
the right to exchange internationally, they may also
develop onerous regulations that limit the right to
exchange, gain credit, hire or work for whom you
wish, or freely operate your business.” (Gwartney et
al., 2017, p.5)
„perceptions of the likelihood that the government
PS
will
be
destabilized
or
overthrown
by
unconstitutional or violent means, including
politically‐motivated violence and terrorism”
(Kaufmann et al., 2010, p.4)
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3. Results
According to proposed methodology, we present the findings from three different steps.
Step 1 - Parallel mediation
According to parallel mediation analysis, we found statistically significant association between
independent and dependent variables (path c). In this way, we have provided an empirical
background for continuation of empirical research confirming the significant positive effect of
global competitiveness on the level of foreign direct investment b=2.11, t(1289)=2.42, p<.05,
CI[-10.71,-4.21]. This result support previous theoretical thinking of positive effect of global
competitiveness status on foreign direct investment. Once we get this confirmation, further
results will show how individual indicators of economic freedom contribute to such a
relationship of independent and dependent variables. We found statistically significant effect
between independent variable and mediator for each individual indicator of economic freedom
on the path a. However, on the path b there is an absence of statistical significance for the
following indicators: Size of Government, Sound Money and Regulation. We found statistical
significant results only for indicators Legal System & Property Rights with the result b=4.05,
t(1284)=5.24, p<.05, CI[2.53,5.56] and Freedom to trade internationally with the result b=3.20,
t(1284)=3.34, p<.05, CI[1.32,5.07]. Direct effect from the path c' with the result b=-7.46,
t(1289)=4.50, p<.05, CI(-),[-10.71,-4.21]. Since direct effect (path c') is still statistically
significant with reduced effect compared to total effect (path c), we confirmed the existence of
partial mediation. These results are shown in the figure below.

Figure 2. Mediation
From the previous figure focusing on the results in path b, but also from the table that provides
insight into the results of indirect effects of independent on dependent variable, it can be
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concluded that the existence of partial mediation only applies to mediators EFW2 and EFW4.
According to Sobel test, we found statistical significant result for variable EFW2 where Z=5.22,
p<.05, κ2=7.98 and EFW4 where Z=3.31, p<.05, κ2=2.86. Thus, we will use only Legal System &
Property Rights and Freedom to trade internationally as significant mediators in further steps of
empirical analysis.

TOTAL
EFW1
EFW2
EFW3
EFW4
EFW5

Effect
9,568
-,048
7,977
-,648
2,863
-,576

Table 2. Indirect effect of X on Y
Boot SE
2,689
,146
2,333
,346
,741
,472

BootLLCI
5,533
-,299
4,453
-1,330
1,708
-1,732

BootULCI
16,129
,289
13,674
,051
4,747
,176

Step 2 – moderation
In the further analysis we conducted two separated moderation analysis in which we used Legal
System & Property Rights and Freedom to trade internationally as our independent variables.
For EFW2 as an independent variable, we found statistically significant result of the moderation
model with the result F(3,2094)=15.44, p<.05, R2=.03. Within the model we were particularly
interested in the product of independent variable and moderator X*M which represents our
interaction coefficient between Legal System & Property Rights and Political stability and
absence of violence. We found statistically significant effect of the interaction coefficient b=.76,
t(2094)=2.83, p<.05, CI[.23,1.28]. For EFW4 as an independent variable, we confirmed
statistically significant effect of the overall moderation model with the result F(3,2094)=14.81,
p<.05, R2=.04. After observing individual coefficients in the model, we found statistically
significant interaction coefficient representing the product of Freedom to trade internationally
and Political stability and absence of violence with the result b=1.84, t(2094)=3.90, p<.05,
CI[.914,2.77].
By further analysis of conditional effects of Legal System & Property Rights on foreign direct
investment under different levels of political stability, we found statistically significant effect for
average and high level of political stability. There is absence of statistically significant effect of
Legal System & Property Rights on foreign direct investment when the level of political stability
is low. Very similar results we found by analysis of conditional effects of Freedom to trade
internationally on foreign direct investment. Likewise, we found statistically significant effect of
Freedom to trade internationally on foreign direct investment only for average and high level of
political stability. However, the intensity of increasing the effect from an average to a high
degree of political stability is higher when we look on conditional effects of Freedom to trade
internationally on foreign direct investment from b=1.62 (average level of political stability) to
b=3.35 (high level of political stability). For conditional effects of Legal System & Property
Rights on foreign direct investment we found transition from b=.39 (average level of political
stability) to b=1.09 (high level of political stability).
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Fi
gure 3. Moderation
Step 3 – Moderated mediation with model 14
Since we found in separate steps statistically significant mediation and moderation models for
EFW2 and EFW4 variables, in this step we will put focus on moderated mediation effects.
Primarily, we analysed statistical significance of the product between mediator and moderator
M*V in dual stage moderated mediation model. Observing the effect of interaction between
Legal System & Property Rights and Political Stability and Absence of Violence, we did not find
a statistically significant effect because of b=.10, t(1284)=.28, p=.78, CI[-.62,.82]. We found
statistically significant effect of interaction between Freedom to trade internationally and
Political Stability and Absence of Violence with the result b=3.08, t(1284)=.3.21,
p<.05,CI[1.20,4.95].
Within dual stage moderated mediation model we found statistically significant conditional
indirect effect of global competitiveness on foreign direct investment at different values of
political stability (low, average and high) for both indicators of economic freedom: Legal System
& Property Rights and Freedom to trade internationally. These results are shown in the figure 4.
These results confirm the existence of mediation effects of both selected variables of economic
freedom. The intensity of the change in value of conditional indirect effect of independent
variable on dependent variable under different level of political stability is higher for EFW4 (low
b=.59; average b=3.05; high b=5.52). For EFW2 we noticed less intensity of changes of this
effect for different levels of political stability (low b=4.77; average b=4.94; high b=5.12).
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Moreover, we did not find evidence of existence of moderated mediation for Legal System &
Property Rights since Index of moderated mediation is not statistically significant. The result of
Index of moderated mediation for this indicator is b=.20, CI[-1.03,1.79]. Having in mind that
bootstrap confidence interval crosses through the value of 0, we reject the claim about existence
of moderated meditation for Legal System & Property Rights. For Freedom to trade
internationally we found statistically significant moderated mediation effect with Index of
moderated mediation b=2.76, CI[1.39,4.89]. Based on these result we can confirm that Legal
System & Property Rights and Freedom to trade internationally, as indicators of economic
freedom, represent relevant cause for competitiveness in attracting foreign direct investment.
Freedom to trade internationally is a much more sensible mediator variable for changes in the
level of political stability while Legal System & Property Rights is not significantly affected by
changes in the level of political stability. By improving political stability, Freedom to trade
internationally improves positive effect of competitiveness on FDI.

Figure 4. Moderated mediation
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4. Discussion
From the previous studies given in the literature review, we have learned more about the impact
of economic freedom on foreign direct investment. However, all these studies observed only a
direct effect of economic freedom on FDI. Taking into account the findings provided by Quazi
(2007), who separates the effects of economic freedom on FDI in China that are different
compared with other countries from the research sample, we found a paradox suggesting that
some countries with low level of economic freedom achieve a high degree of global
competitiveness and stunning volume of inward FDI. Therefore, there was a clear need to
determine whether economic freedom represents the real cause why a country's competitiveness
contributes to an increase in inward FDI. Due to the confirmed relationship between global
competitiveness and foreign direct investment supported by many scholars (Anastassopoulos,
2007; Curtis et al., 2013; Paul et al., 2014; Popovici & Călin, 2015; Popovici & Călin, 2012;
Zlatković, 2016), it was highly justified to observe the indirect effects of economic freedom
which have not been sufficiently explored by existing studies. Bearing in mind that our parallel
mediation analysis found statistically significant indirect effects for two mediators, namely Legal
System & Property Rights and Freedom to trade internationally, we are able to partially confirm
our Hypothesis 1 limiting only to these two indicators of economic freedom. Other indicators
within Fraser Institute's Economic Freedom of the World index do not represent a cause of
positive effect of global competitiveness on inward FDI. From our findings we can conclude that
the positive impact of competitiveness on inward FDI can be strengthened when we have a
higher degree of Legal System & Property Rights and Freedom to trade internationally. Thus,
we oppose Wang, Xu, & Zhu (2011) who claimed that the rule of law is not necessary for a
country to attract FDI. Besides, our findings confirm previously expressed opinion on the
importance of free trade for attracting foreign direct investment (Chankwon & Yong Joon, 2013;
Reed, Lira, Byung-Ki, & Lee, 2016) (Chankwon & Yong Joon, 2013; Li & Maani, 2018; Reed et
al., 2016). The indirect effect of Legal System & Property Rights is much stronger and intense
mediator comparing to Freedom to trade internationally. Taking into account statistically
significant direct effects of all individual indicators of economic freedom on inward FDI shown
by Amponsem (2017), economic freedom indicators do not have the same effect when viewed as
mediators within the proposed model of parallel mediation. Therefore, we can not fully agree
with this scholar that all individual sub-components of economic freedom amplifies FDI inflows.
Observing the influence of political stability, as a moderator between economic freedom and
inward FDI, we can confirm our Hypothesis 2 for both selected indicators of economic freedom;
Legal System & Property Rights and Freedom to trade internationally. It is noticeable that under
unstable political conditions there is no statistical significant effect between selected indicators
of economic freedom and FDI. Taking into account our findings, we cannot confirm the claim by
Quazi & Mahmud (2006) that the political instability significantly depresses the level of FDI is
true at the global level. However, we cannot also support Kim (2010) that FDI inflows are large
for politically unstable countries since we have not found statistically significant effect of
moderating effect in case of low level of political stability. By increasing the level of political
stability Freedom to trade internationally, comparing to Legal System & Property Rights,
achieves a much more intense effect on inward FDI. Our empirical findings supports the claims
expressed by Caetano & Caleiro (2009) who believe that investments become very sensitive in
relation to the degree of stability and security. If particular country has established proper legal
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system, adequate protection of property rights and secured free trade, then political instability in
this country does not have high influence on inward FDI. On the other hand, increasing the level
of political stability will provide a more intensive effect of selected indicators of economic
freedom on inward FDI. With these findings we can explain what Brada et al. (2006) found that
the Balkan counties under influence of low level of legal protection and high level of political
instability receives much less FDI, comparing to other transition economies of Central Europe
and the Baltics that succeeded with stabilization and reform in these areas.
The importance of trade openness, institutional reforms and competitiveness mentioned by
Bassey & Temitope (2015) can be confirmed as a very fundamental factors to attract foreign
direct investment. From our second stage moderated mediation model, we found statistically
significant moderated mediation effect only for Freedom to trade internationally. This finding
supports Hypothesis 3 for mediator Freedom to trade internationally while this hypothesis
should be rejected for mediator Legal System & Property Rights. Although both mediators,
including Legal System & Property Rights and Freedom to trade internationally, represent
relevant cause for competitiveness in attracting foreign direct investment, only Freedom to trade
internationally will provide statistically significant increasing of conditional indirect effect of
global competitiveness on foreign direct investment for politically more stable countries. This
implies that increasing the level of Legal System & Property Rights will not statistically increase
the effect of competitiveness on FDI when the level of political stability increases. On the other
side, by improving political stability, Freedom to trade internationally will significantly improve
positive effect of competitiveness on FDI. Due to the lack of significance of conditional indirect
effect for most indicators of economic freedom, we cannot confirm the claim provided by Quazi
& Quddus (2018) that the FDI inflow is significantly depressed by the lack of economic freedom
and increased political risk if we look on conditional effects between competitiveness and inward
FDI. To simplify our previous discussion, Legal System & Property Rights, as confirmed cause
in increasing positive effect of global competitiveness on inward FDI, is less sensitive on
political risks and instability in the country comparing to Freedom to trade internationally. Thus,
it is a more stable indicator of economic freedom which contributes to increasing of FDI
regardless of the level of political stability. Once a proper legal system and adequate protection
of property rights are established, foreign investors will feel comfortable regardless of the
political risks in the country.

Conclusion
Previous studies do not show whether the impact of competitiveness on foreign direct investment
is achieved by the same intensity in countries with different levels of economic freedom and
under different conditions of political stability. Therefore, application of the second stage
moderated mediation model provides a more detailed insight into a rather complex problem. It
enables understanding existing paradox according to which some countries with low level of
economic freedom achieve a high degree of global competitiveness and stunning volume of
inward FDI. Our empirical findings observed the mediation effects of all sub-components of
Fraser’s Institute Economic Freedom World (EFW) Index on the relationship between global
competitiveness on inward foreign direct investment under different levels of political stability.
We found that only two indicators of economic freedom, namely Legal System & Property
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Rights and Freedom to trade internationally represent relevant cause for competitiveness in
attracting foreign direct investments. Thus, strengthening economic freedom in these two
dimensions provides an enhanced effect of existing competitiveness on FDI growth. We
recognized that political stability has no influence on the indirect effects between
competitiveness and inward FDI produced by Legal System & Property Rights, as one of
dimensions of economic freedom. Therefore, to attract FDI in unstable political conditions is
very useful to establish proper legal system and adequate protection of property rights. In such a
legal environment foreign investors will feel comfortable regardless of the political risks in the
country. Freedom to trade internationally is a much more sensible mediator variable under the
influence of political instability. For those countries that are politically stable, this dimension of
economic freedom could be very important cause to improve foreign direct investment.
Our empirical findings can serve as a basis for policy making and affirmation of reforms that can
contribute in increasing the volume of inward foreign direct investment. Each country should
work on building competitiveness factors, which will allow increasing its attractiveness towards
foreign investors. Furthermore, it is necessary to analyse the political environment in order to
perceive which dimensions of economic freedom can contribute in increasing the effects of
competitiveness on FDI. Regardless of the level of political instability, each country needs to
build its legal system to protect property and rights. In countries where political instability
prevails, this form of economic freedom is particularly important in attracting FDI. In addition, it
is necessary to allow free international trade especially in countries that are politically stable, as
this will contribute to strengthening the effects of their own competitiveness on the level of
foreign direct investment. In our study we used indicators of Fraser’s Institute Economic
Freedom World (EFW) Index to observe mediation effects of global competitiveness on inward
FDI. In future empirical studies other indicators, such as Heritage Foundation Economic
Freedom Index of the World, may be used which would complete the image of a very complex
research problem.
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Abstract
Attitudinal studies about the gray market of tobacco products are in particular scarce for
countries along the Balkan route that has been known as a smuggling corridor for centuries. This
empirical study fills the gap by using a large survey dataset of 21,000 citizens in seven Western
Balkan countries: Slovenia, Croatia, Bosnia and Herzegovina, Serbia, Montenegro, North
Macedonia, Kosovo. The analyses of public opinion on tobacco gray market in the Western
Balkans distinguish smokers and non-smokers, includes a set of individual socio-demographic
attributes (gender, age, level of education, occupation, income), and an indicator of the
importance of the tobacco sector for the national economy. Citizens are grouped into four
distinct clusters based on their attitudes towards tobacco gray market. The typology of citizens in
the region reveals that public opinion differs primarily depending on whether an individual is a
smoker or not. The most repressive attitudes and opinion that curbing gray tobacco market will
reduce smoking come from non-smokers and from citizens of countries that have no comparative
advantages in the tobacco trade. The results showed the level of public awareness on the negative
aspects of tobacco gray market. Finally, the analysis pointed out whether stricter sanctions were
rated as appropriate actions to curb the gray market of tobacco, cigarettes and other tobacco
products.
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This paper is part of the research project "Illegal Trade of Tobacco Products: Smuggling as
Experienced along the Balkan Route – BalkanSmugg", funded by PMI IMPACT – a global grant
initiative by Philip Morris International (“PMI”) to support projects dedicated to fighting illegal
trade and related crimes. In conducting their research, the authors maintained full independence
from PMI. Views and opinions expressed in this document are those of the authors and do not
necessarily reflect the views of PMI. The previous version is available as working paper EIZWP-1904
https://www.eizg.hr/vijesti/publikacije-70/novi-broj-radnih-materijala-eiz-a4864/4864.
1. Introduction
Illicit tobacco trade is a global problem. It is estimated that one out of nine cigarettes worldwide
(11.6 percent) is illicit and this share is a bit higher in low-income countries (Joossens and Raw,
2012). Discrepancies in tobacco product prices, due to the different taxation policies, are the
initial stimulus for smuggling, but criminal networks, corruption or existing conflict zones
without border control are fertile ground for illicit tobacco trade, and the Balkans stand here as a
historical smuggling route. The Western Balkans region, which is situated in the south part of the
EU and its periphery, permanently struggles with illicit tobacco trade. The size of the tobacco
gray market varies among countries, from about 3 percent in Slovenia to 28 percent in
Montenegro (Recher, 2019).
Reports on attitudes of Europeans toward tobacco reveal changing trends in increasing
consumption of the young, and a visible gap in tobacco consumption between northern and
southern European countries. The highest smoking prevalence in the EU is observed in three
Balkan states (Greece, Bulgaria, and Croatia) and France (European Commission, 2017).
Estimates on the scale of the illicit cigarette market in the EU, Norway and Switzerland amount
to 9 percent of the total consumption (KPMG, 2016). The same study reports the social
acceptability of cigarette smuggling, and the loss of state revenues as the biggest problem
perceived by consumers related to illicit cigarette trade. Cross-border illegal trade is driven by
price differences and the report briefly explains that unemployment and other socio-economic
reasons might as well stand behind the illegal market developments. The Eurobarometer survey
estimates that the penetration of black market cigarettes is on average 19 percent in 28 EU
member states (European Commission, 2016). The main reason for buying at the gray market is
price. The outstanding issue connected with the tobacco gray market for Europeans is again tax
revenue losses. Further, only 14 percent of respondents think it is a source of revenue for
organized crime. Among the majority of European citizens who are in favor of enforced tobacco
control policies, women and older citizens prevail.
There are studies on socio-economic predictors of smoking prevalence and attitudinal studies of
smoking prevalence and tobacco control (see e.g. Bempong, 2017; Adkison et al., 2015).
However, there is no research on socio-economic characteristics describing attitudes towards the
tobacco gray market. Attitudes are crucial for both anti-smoking campaigns and for fighting
illegal tobacco trade. If de-normalization of smoking brings lower smoking prevalence (Burton
et al., 2015), it is reasonable to assume that building a negative opinion on tobacco gray market
would help curbing illegal tobacco trade.
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The objective of this research is to capture the opinion on tobacco gray market of citizens in the
Western Balkan countries. Furthermore, an additional research question is if citizens can be
clustered into distinct clusters based on their attitudes towards tobacco gray market. If so, are
there differences in these clusters based on demographics, respondents’ smoking / nonsmoking
status, and/or comparative advantages in the tobacco trade of their respective countries? The
results will shed light on the public awareness of the negative aspects resulting from the tobacco
gray market. Finally, the analysis will point out whether stricter sanctions are rated as
appropriate actions to reduce the gray market of tobacco, cigarettes and other tobacco products.
To better understand the research topic, the context of Balkan illegal tobacco trade is first
explained in section two. Afterwards, section two summarizes the relevant literature review on
similar tobacco consumption and trade studies on individual socio-demographic characteristics
and attitudes is summarized. Data and methodology are explained in detail in section four, while
the results are discussed in section five. The last section concludes with findings and offers
policy recommendations and future research questions.
2. Balkan Illegal Tobacco Trade – Background
The Balkan route has long been infamous as a passage along which illegal goods and immigrants
are smuggled into Western Europe. It has mainly been known for drug trafficking, most notably
heroin produced in Afghanistan for the West European market. The original route passes from
Afghanistan through Pakistan or Iran, Turkey, Bulgaria, North Macedonia or Serbia, Bosnia and
Herzegovina, Croatia, Slovenia, and finally into Italy and Western Europe (UNODC, 2010).
Organized crime has long plagued the Balkan region, having gained a foothold during
communism and the 1990s conflicts. Facilitated by corruption, the Balkan route has turned the
region into a transit zone for illegal transactions of goods or traffickers of drugs, illegal migrants
and other persons involved in crime, evasion of taxes and customs duties, deceptions and frauds,
smuggling of high rated goods like tobacco and cigarettes, and money laundry (Foster, 2012).
Contraband trade, including illicit trade with cigarettes and tobacco, have a long history since the
Ottoman and Austro-Hungarian empires which had established tobacco trade monopolies, and
this, in turn, boosted the smuggling of cigarettes (Hozić, 2004).
The trade in cigarettes at the gray market flourished during the 1990s conflicts – it was a
common method of funding the war in the Balkan countries – and continues to maintain a large
presence in the region. War-induced economic sanctions imposed on Serbia and Montenegro and
an embargo stimulated smuggling (Andreas, 2004). This form of smuggling is often done
through crime groups or with the consent of a legal manufacturer (Hozić, 2004). Griffiths (2004)
wrote, after the Dayton Peace Agreement was signed in 1995, about tobacco smuggling in
Bosnia and Herzegovina and how smuggling originated in Montenegro channels to the European
Union. Close ties of local politicians with smuggling groups dating back from the Yugoslavian
war and other organized crime actors let illegal smuggling in the Balkan region flourish at the
end of the last century (Hajdinjak, 2002). Organized crime networks in the Western Balkans are
focused on drug smuggling, money laundering, smuggling of stolen vehicles, human trafficking
and cigarette smuggling (Stojarová, 2007).
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UNODC (2011) points out that during the transition from communism to democracy ties were
created between the criminal underworld and the social elite. Dating from the time of
communism, black market smuggling was tolerated to fulfill consumer demands, which
otherwise could not have been supplied by the official economy. Accordingly, corrupt border
officials were also important in the unhindered operations of the black market. In countries such
as the former Yugoslavia, Bulgaria, and Romania, it was often the case that smuggling routes
and black market operations were encouraged by the ruling government, and controlled by
criminal organizations (Kaplan, 2009). As a result, with the fall of communism and the
emergence of privatization, many former policemen with criminal ties were in a privileged
position to create a local monopoly on the black market, while still maintaining their political
associations. The forms and corridors of illegal trade in the Balkan region might have changed in
the last decade or two, yet, corruption is considered the major social problem in all countries
within the region (Transparency International, 2016; UNODC, 2011). As countries in the
Western Balkan region are either members of the European Union or at the EU periphery, border
control (Kos, 2013) and suppressing illegal activities have intensified in the last decade.
Exact figures on illicit tobacco trade are not known. Estimates on the scale of illegal tobacco
trade are that about 600 billion cigarettes are illegally manufactured or smuggled worldwide per
year which equals one out of every ten packs. The same statistics hold for the EU28 countries
where illicit trade of counterfeit and contraband cigarettes (C&C) accounts for 9.8 percent of
total cigarette consumption (KPMG, 2016). The same source estimates that about 8 percent of
total cigarette consumption in Slovenia is C&C, mostly coming from Bosnia and Herzegovina
(B&H). B&H and Serbia are two of the main suppliers of C&C for Croatia. Croatia, another EU
country included in the SUN Project (KPMG, 2016) where C&C account for 4.3 percent of
cigarette consumption and have drastically declined due to the increased consumption of cut
tobacco. Croatia, as a maritime country, is also an entering port for illicit whites. The World
Health Organization says that one in three cigarettes in B&H is illegal. Comparable statistics for
other countries on the Western Balkan route are not available; however, the media report daily
on the seizure of smuggled tobacco in the region. Official customs statistics5 confirm the
anecdotal evidence that the gray market of tobacco products is an important channel of supplying
cigarettes and other tobacco products in the Balkan region.
Calderoni et al. (2016) focuses on the Eastern Balkan hub for illicit cigarettes. The surrounding
countries (Greece, North Macedonia, Romania, Serbia, and Turkey) are included because they
enable and facilitate these flows. They highlighted that Bulgaria is the most relevant country in
the hub in terms of import and export of illicit tobacco products. Most countries in the Eastern
Balkan hub recorded high levels of illicit trade in tobacco products (ITTP) in 2014 (Calderoni et
al, 2016; KPMG, 2015; Euromonitor International, 2015). Bulgaria ranked fifth out of 28 EU
countries for ITTP in 2014 (18.5 percent of the total consumption) (KPMG, 2015). Greece and
Turkey are above Bulgaria, with 20.6 percent and 19.0 percent ITTP share, respectively.
Romania and Bosnia and Herzegovina follow Bulgaria at 15.6 percent and 14.2 percent,
correspondingly. Serbia and North Macedonia have the lowest ITTP share in the hub, with 11.7
percent and 5.2 percent, respectively. Between 2007 and 2014, the ITTP in the Eastern Balkan
5

See for example the official statistics of the Croatian customs authorities,
https://carina.gov.hr/UserDocsImages//6364//Godi%C5%A1nje%20izvje%C5%A1%C4%87e%20o%20radu%2020
18.pdf

31

hub increased in almost all countries. This rise may be mainly related to price and tax increases
(e.g., Bulgaria, Turkey, Romania, and Greece) or to the increase in illicit production within a
country (e.g., Serbia) (Euromonitor International, 2015). The only country that registered a
decrease in the ITTP in that period is North Macedonia. The main reason behind North
Macedonia’s improvement was the government strategy to fight illicit trade and counterfeit
tobacco distribution (Euromonitor International, 2015). Systematic empirical research on illicit
tobacco trade for Western Balkan countries has not yet been conducted. However, apart from
several studies for individual countries which mostly deal with tobacco production (Varga et al.,
2012; Beljo et al, 2016), tobacco trade was only explored as part of the trading of agricultural
products between countries from the Balkan region (Peshevski et al., 2013).
To combat the illegal trade at the gray tobacco market, general perceptions, and attitudes towards
illicit activities matter. Negative public opinion on the gray market could be used by
governments and policymakers in enforcing stricter regulations and sanctions for the illicit
tobacco trade. If citizens are not aware of the negative effects from the tobacco gray market or
even feel somewhat empathetic about dealers, it would be much more difficult to fight illegal
tobacco trade. We assume that the tradition of tobacco leaf growing and production of
unmanufactured tobacco, as well as the production of manufactured tobacco products in the
region, makes the general public aware of the role that the tobacco sector plays in their national
economies. Assessing citizens’ opinions on tobacco gray market and related socio-demographic
characteristics of individuals seem to be a missing link to better understand the patterns of
present practices at the gray tobacco market in the Western Balkans.
3. Literature Review
Relevant academic literature for this research, on tobacco consumption and attitudes has been
developed in two main categories. Apart from empirical studies focusing on socio-demographic
determinants of smoking incidence, there are studies of attitudes towards smoking, e.g. attitudes
towards the prohibition of smoking or other smoking-related issues. These studies employ sociodemographic characteristics of individuals by using comparable data from several countries,
national data or data for a sub-set of the population, e.g. adolescents.
Socio-economic status affects the smoking behavior of adolescents, whereas negative attitudes
regarding smoking are transferred from older to younger generations (Madarasová Gecková et
al., 2005). Older people are in favor of more severe sanctions and of prohibiting smoking, while
younger generations are less strict. These negative attitudes are more present among the nonsmoking population (Taylor et al., 2006). Similar opinions were studied in Georgia by
investigating people’s attitudes regarding indoor smoking (Bakhturidze et al., 2013). Opinions on
restrictions depend on income, at least in the case of the younger population: Awotedu et al.
(2006) showed that students with no income are more in favor of smoking restrictions. One of
the first researches on the European population of smokers focuses on smoking behavior and
attitudes toward quitting smoking (Boyle et al., 2000). A recent study of socio-economic
differences and smoking prevalence in European countries showed that the level of education is
negatively associated with smoking prevalence, and confirmed that education stands as the
determinant of smoking prevalence in all socio-economic groups (Bempong, 2017). Findings of
an older study (Huisman, Kunst, Mackenbach, 2005) on education being a strong predictor of
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smoking incidence in the European Union are in line with the finding of Bempong (2017).
Furthermore, Huisman, Kunst and Mackenbach (2005) found that both education and income
inequalities stand as stronger determinants of smoking prevalence among men. Tenn, Herman
and Wendling (2010) claim there is a higher probability that one additional year of education
will deter young people from starting to smoke. However, they also find that education is not so
effective when considering the older population. More comparative country studies have been
conducted on the importance of education and income in smoking behavior. Bobak et al. (2000)
found that smoking is more widespread among poor socio-economic groups, regardless of the
income level of a particular country. This is in line with the findings on a lower smoking
cessation rate among lower-level income groups of smokers (Hiscock, Dobble, Bauld, 2015).
The literature on illegal tobacco trade is also abundant. Studies mostly estimate the costs of this
criminal activity and there is a lack of empirical evidence research gathering experiences and
opinions. It is interesting to mention Griffiths (2004) who identified cigarette smuggling in
Europe and at the European periphery as a serious problem and listed the set of consequences in
terms of lost budget revenues and indirect losses for public funding. The data he used is from the
late 1990s, when awareness of the scope of damage caused by cigarette smuggling in Europe, as
a major illicit industry, was probably low.
The research on addictive habits and attitudes towards smoking focuses in the literature on
tobacco. To a lesser extent, there are studies available, exploring individual opinions of smokers
and non-smokers. However, the academic literature exploring attitudes towards the gray tobacco
market is very scarce. Wiltshire et al. (2001) found in their study that deprived smokers in
Edinburgh prefer contraband cigarettes because of their price. Although some of them expressed
fear of buying illegal cigarettes, cigarette and tobacco smuggling are viewed positively by the
majority of low-income smokers as a way of dealing with high taxation and increasing prices of
tobacco and cigarettes. Another survey-based research on attitudes toward contraband tobacco
confirmed that tax–induced price increase of tobacco products results in shifting consumers to
gray market (Adkison et al., 2015). Buyers supplying themselves at the tobacco gray market
have more favorable attitudes toward contraband products when compared to smokers buying at
the regular market and imagine fewer risks related to illicit products. There is a consensus in the
literature on stable consumer preferences toward counterfeit cigarettes, mainly driven by
affordable prices (Moodie et al., 2014). Similar studies are rare for the Western Balkan countries,
except for (Andreas, 2004) which researched the public opinion in Serbia that showed the moral
acceptability of illegal practices, including smuggling and black market. According to our best
knowledge, this is the first research on clustering citizens depending on their attitudes towards
the gray market.
Recher (2019) employed descriptive statistics on similar data and showed that, as expected,
smokers are more tolerant, while older people are less tolerant towards the gray tobacco market.
Recher further concludes that differences in attitudes among citizens of the Western Balkan
countries are rather small. His research proceeds with a regression analysis of determinants of
the illegal market, thus the public attitudes remain not fully explored. This attitudinal study fills
the gap with an in-depth analysis of population groups sharing the same opinion on the gray
tobacco market. Since anti-smoking campaigns should start with education and should focus on
the most vulnerable people (Hiscock et al., 2012), the results of this research should help reveal
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the common characteristics of each group and design target policy measures to curb the illicit
trade. Yürekli and Sayginsoy (2010) suggest that improved enforcement of anti-smuggling laws
must accompany the tobacco tax increase. Otherwise, global cigarette smuggling will increase.
Whether they consider stricter sanctions or, as Lund, Halkjelsvik and Storvoll (2016) advocate,
soft interventions to raise awareness and change attitudes, depends on findings of the analysis
that follows. Joossens and Raw (2000) opt for tobacco export and transit control and for the
European Commission action plan to combat cigarette and alcohol smuggling along the eastern
border of the EU (Joossens et al., 2014).
We assume that individual opinion is normally formed under the influence of socio-demographic
personal attributes, and further includes nation-specific elements in the analysis. Given the
tradition of tobacco trade and production in the Balkan region, we assume that public opinion on
the gray tobacco market would differ among economies with a more significant tobacco industry.
Namely, if a country is a net exporter of either unmanufactured or manufactured tobacco
products, and has a comparative advantage in the tobacco trade, one could assume that the public
would perceive the role of the tobacco industry for the economy as more important.6 This, in
turn, might shape individual attitudes towards tobacco gray market in either direction. On one
hand, general public awareness of the negative consequences of tobacco gray market is expected
to be higher in countries where more people make their lives in the tobacco industry and trade,
and in the countries with considerable budget revenues coming from the tobacco sector. On the
other hand, in the tobacco exporting countries, both official and unofficial tobacco trade might be
developed, and this might ease the negative public opinion on tobacco gray market. Citizens’
public opinion analyses in the Western Balkans, distinguishing attitudes of smokers from nonsmokers, includes, therefore, a set of individual socio-demographic attributes (gender, age, level
of education, income), and indicator of tobacco trade. Data and employed methodology are
described in the next section.
4. Data and Methodology
Based on the literature review and scope of the research, we have developed a questionnaire
covering attitudes, habits, and experiences of citizens towards the gray market and illegal trade
with tobacco products. The questionnaire also provides information on the socio-demographic
attributes of respondents. Prior to the survey, the questionnaire was translated into local
languages and pilot tested for structure and comprehensibility.
The data originate from the large survey we conducted in seven countries of the Western Balkan
region. The data was collected in spring 2018 by computer-assisted telephone interviewing
(CATI) of 3000 net respondents in Croatia, Slovenia, Serbia, Montenegro, Bosnia and
Herzegovina, North Macedonia, and Kosovo. The sample in each country is proportionally
stratified according to smoking prevalence within each country. The sample profile is presented
in Table 1.

6

For comparative advantages in the Western Balkan countries regarding mutual trade, see for example Buturac
(2013).
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Table 1: Summary statistics on sampled citizens,
Sample characteristics
Gender
Men
Women
Age
18-24
25-34
35-44
45-54
55-64
65+
Education
Elementary school or less
High school
College, university or higher
Occupation
Business-owner
Manager
Professional
Clerk
Worker
Retired
Student
Unemployed
Other
Household income
Below average
Average
Above average
Refuse to answer
Smoker
Yes
No
Country
Bosnia and Herzegovina
Croatia
Kosovo
Montenegro
North Macedonia
Serbia
Slovenia

%
49.1
50.9
10.1
17.2
18.2
17.7
16.8
20.0
8.3
59.5
32.2
3.8
1.8
8.3
10.2
25.7
25.7
7.0
16.2
1.3
33.6
32.8
16.8
16.8
35.9
64.1
14.3
14.3
14.3
14.3
14.3
14.3
14.3

Source: Survey and authors’ calculations.
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The instrument for this research consisted of 22 Likert-scaled items that covered attitudes about
various aspects of tobacco illicit trade. Attitudes were measured on a five-point scale ranging
from 1 (“strongly disagree”) to 5 (“strongly agree”). The demographic variables included gender,
age, education, occupation, household income, country of origin and whether respondents
declared themselves as smokers or not. All items were developed by the research team, see Table
2.

Item codes
I1
I2
I3
I4
I5
I6
I7
I8
I9
I10
I11
I12
I13
I14
I15
I16
I17
I18
I19
I20
I21
I22

Table 2 Items used in the research
Items
Smokers profit from buying tobacco products from the gray market.
There is nothing wrong with purchasing gray market tobacco products.
The gray market of tobacco products causes considerable damage to society.
The gray market of tobacco products causes an increase in other forms of
crime.
All smokers cannot afford legal tobacco products.
Smokers sometimes buy gray market tobacco products.
The gray market tobacco products are of lower quality than legal tobacco
products.
Purchase of gray market tobacco products is a criminal offense.
Buyers of gray market tobacco products are exposed to possible arrest.
The gray market of tobacco products causes substantial damage to the state
budget.
Purchase of gray market tobacco products causes the loss of jobs (in my
country).
Gray market tobacco products are more harmful to health than legal ones.
Suppressing the gray market of cigarettes would reduce the number of smokers.
The gray market of tobacco products is an opportunity for resellers to earn a
living.
Selling cigarettes on the gray market is not being sanctioned enough.
Cigarette and tobacco smuggling is part of organized crime.
The gray market for tobacco products is one of the major problems in my
country.
Tobacco products on the gray market are mostly of domestic origin.
If there was no gray market for tobacco products, people would be smoking
less.
In my country, tobacco should be grown as an important crop.
The rise in the prices of legal tobacco products increases the gray market.
The majority of smuggled cigarettes and tobacco comes from areas near the
border.

Exploratory factor analysis was performed to examine the underlying structure among the
variables. Items that did not load heavily on any factor and items that had significant crossloadings were removed from further analysis. Confirmatory factor analysis was performed to
further examine the underlying structure among the remaining items. Cronbach’s alpha
coefficients were calculated to assess the reliability of identified factors. K-means cluster
analysis was used to develop a typology of citizens based on their attitudes towards various
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aspects of the illicit tobacco trade. A Chi-square test was used to analyze differences among
identified segments. Revealed comparative advantages (RCA) indicator was calculated for each
country to determine their comparative advantages in the tobacco trade. The RCA indicator is
useful for comparing comparative advantages for individual product groups. The RCA indicator
is calculated by the formula:
 n

 ∑ Xi 
X 
 × 100
RCA = ln  i  ×  in=1

M
 i   M 
∑ i
 i =1
Hereby, X is defined as the value of exports, while M is the value of imports. The index i is the
product group classified according to the Harmonized Tariff System. A positive value indicates
that the country has comparative advantages in the corresponding product group. Conversely, a
negative sign for the RCA indicator implies that there are no comparative advantages.
5. Results and Discussion

Exploratory factor analysis with varimax rotation of factors and principal component analysis as
the method of factor extraction was performed initially on 22 items. The Kaiser-Guttman rule
was used to determine the number of factors to extract. Eight items, which did not load heavily
on any factor or which had significant cross-loadings, were removed from further analysis. The
remaining 14 items were again analyzed with exploratory factor analysis, and they were loaded
on three factors (Table 3). The three-factor solution explained 50.7 percent of the variance.
Table 3 Exploratory factor analysis results, factor loadings
Factor 1
I1
I3
I4
I5
I6
I8
I9
I10
I11
I13
I15
I16
I19
I21
Explained variance (%)

Factor 2
0.59

Factor 3

0.72
0.68
0.70
0.68
0.71
0.57
0.69
0.58
0.88
0.64
0.66
0.88
28.1

0.66
12.0

10.6
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Factors were named according to the dominant variables in the factor, Factor 1: Negative opinion
on tobacco gray market; Factor 2: Understanding motives for buying on tobacco gray market;
Factor 3: Curbing gray tobacco market reduces smoking. Confirmatory factor analysis was
conducted on 14 remaining items to further examine the underlying factor structure and test the
three-factor solution from the exploratory factor analysis (Table 4).
The goodness-of-fit index (GFI), adjusted goodness-of-fit index (AGFI) and comparative fit
index (CFI) were 0.97, 0.95 and 0.93 respectively. The normed fit index (NFI) and non-normed
fit index (NNFI) were 0.93 and 0.91 respectively. All factor loadings were significant at p < 0.01
level. The results of the confirmatory factor analysis indicate a reasonable level of fit of the
three-factor model (Hu and Bentler, 1999). Cronbach’s alpha coefficients indicate an acceptable
level of reliability for all three scales, as can be seen in Table 4.

Table 4: Confirmatory factor analysis results and Cronbach’s alpha coefficients

I3
I4
I8
I9
I10
I11
I15
I16
I1
I5
I6
I21
I13
I19

Factor loadings
Factor 1: Negative opinion on tobacco gray market (α = 0.82)
0.73*
0.67*
0.67*
0.52*
0.66*
0.59*
0.59*
0.57*
Factor 2: Understanding motives for buying on tobacco gray market (α = 0.59)
0.40*
0.60*
0.51*
0.59*
Factor 3: Curbing gray tobacco market reduces smoking (α = 0.76)
0.98*
0.95*
Note: * Factor loadings significant at p < 0.01 level.

K-means cluster analysis was conducted to develop a typology of citizens based on their attitudes
towards various aspects of the illicit tobacco trade. Mean values were calculated for each factor
and these mean values were taken as an input in the K-means cluster analysis. The K-means
cluster analysis indicated four homogeneous segments of citizens (Table 5).
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On average, citizens recognize negative aspects of the gray market, which is represented by
factor 1. However, they exhibit the highest value for factor 2, which denotes how much they
understand the motives of smokers buying at the gray market. The lowest value is calculated for
factor 3, representing the opinion that suppressing the gray market reduces smoking (Table 5).
Table 5 K-mean cluster analysis results with mean values
Total
sample
100%

Factors
(

)
Factor 1
Negative
opinion on
tobacco gray
market
Factor 2
Understandin
g motives for
buying on
tobacco gray
market
Factor 3
Curbing gray
tobacco
market
reduces
smoking

Cluster 1:
Undecided
23%
(
)

Cluster
3:
Link
29%

Cluster 2:
Aware
22%
(
)

(
)

Cluster 4:
No link
26%
(
)

3.55

3.02

3.75

3.84

3.52

3.62

2.87

3.85

3.93

3.77

ANOVA

F=1801.8;
p=0.00

F=3993.6;
p=0.00

2.96

2.82

3.06

4.28

1.57

F=34342.5
;
p=0.00

Note: Items were measured on a scale ranging from 1 (strongly disagree) to 5 (strongly agree).

On average, citizens in the region recognize that the gray market of tobacco products causes
damage to society, losses of jobs and budget revenues. Furthermore, citizens are aware that the
gray market is related to other forms of crime and therefore subject to sanctions, both for dealers
and buyers. However, citizens in the observed countries have only a slightly negative opinions
about the gray tobacco market (mean = 3.55).
More respondents understand the reasons for smokers buying on the gray market, referring to
tobacco products’ affordability and more favorable prices, enabling smokers to benefit from
buying the tobacco on the gray market (mean = 3.62). Finally, and in line with the not so judging
public opinion on tobacco gray market, the majority of respondents do not think that curbing the
gray tobacco market will eventually reduce smoking (mean = 2.96). However, there are
differences among clusters and that is the specific point of interest of this research. Four groups
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of citizens with different values have been identified with K-means cluster analysis. The results
of factor analysis and K-means cluster analysis are jointly presented in Figure 2.
Figure 2: K-means cluster analysis results

Cluster 1 (Figure 2, gray line “Undecided”) is characterized with similar and relatively low
values for all three analyzed factors (mean equals 3 or less). For both factor 1 (negative opinion
on the gray market) and factor 2 (understanding motives for buying on tobacco the gray market)
citizens from cluster 1 exhibit the lowest values. The average mean values of factors below 3
indicate slight disagreement with the statements on the negative aspects of the gray tobacco
market. They are quite indifferent towards the enforcement of more illicit tobacco control and
stricter sanctions. Individuals in this cluster somewhat ignore the existence of gray tobacco
market and do not perceive reasons for smokers to buy tobacco products at the gray market.
Cluster members have no firm opinion on whether curbing the gray tobacco market would deter
people from smoking. According to their consistent values for all three factors, and since their
values are very close to the middle point of the five-point scale, this cluster is labelled as
“Undecided”.
Cluster 2 (Figure 2, dashed line with black dots, “Aware”) is characterized with high values for
factor 1 (negative opinion on the gray market) and factor 2 (understanding motives for buying on
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tobacco gray market), with the middle point for factor 3 (curbing gray tobacco market reduces
smoking). Citizens in this cluster are well aware of the negative aspects of the gray market, but at
the same time, they perceive certain positive aspects for consumers who buy their tobacco
products on the gray market. Also, they do not share the opinion that an absence of limiting the
gray tobacco market would have positive effects on the reduction of smoking. The prevalent
distinguishing attribute of cluster members is awareness, so Cluster 2 is labeled as “Aware”.
Cluster 3 (Figure 2, black line with triangles, “Link”) is similar to Cluster 2 regarding values for
factor 1 and factor 2. Citizens grouped in this cluster see the detrimental effects of the tobacco
gray market, but at the same time understand that some smokers use this illegal channel of
supply with cigarettes and other tobacco products. Distinct to Cluster 2, citizens in this cluster
exhibit very positive attitudes for curbing the gray tobacco market, because of its effects on
lower smoking prevalence. Since cluster members perceive that there is a link between reducing
gray tobacco market and smoking prevalence, Cluster 3 is labeled as “Link”.
Cluster 4 (Figure 2, dotted line with squares, “No link”) has relatively low value for factor 1,
relatively high value for factor 2 and the lowest value of all four clusters for factor 3. It means
that citizens in this cluster perceive negative aspects of the gray market to a lesser extent when
compared to Cluster 2 and Cluster 3, while at the same time they are aware of positive aspects
that gray market has for consumers. Moreover, citizens in this cluster do not believe that
decreasing the gray market will reduce smoking. This cluster is labeled as “No link”. The
typology of citizens according to their attitudes towards the gray tobacco market showed that
there are four segments of the population, yet this tells us nothing about which individual
characteristics stand behind each cluster.
Chi-square tests were conducted to explore the differences in demographics among identified
clusters (Table 6). In this phase, the comparative advantages in the tobacco trade of respondents’
countries were included in the analysis, and the RCA indicator was calculated for each country.
If the RCA was negative, it was considered that the country does not have a comparative
advantage in tobacco trade (Bosnia and Herzegovina RCA
; Kosovo RCA
;
North Macedonia RCA
; Montenegro RCA
-0.49). If the RCA was positive, it
was considered that the country has a comparative advantage in tobacco trade (Croatia RCA
; Serbia RCA
; Slovenia RCA
).
Cluster 1 (“Undecided”) is composed of more citizens from the youngest age group (18-34)
when compared to other clusters, independent of gender. Moreover, citizens from cluster 1 have
more frequently a secondary education and belong to a below average or average household
income groups. Having in mind that smokers prevail in cluster 1 and that citizens come from
countries that do not have comparative advantages in tobacco trade, the indecisive attitudes of
these cluster members are well understood. Young people probably care less and might remain
uninformed, so if tobacco does not make an important part of the national economy, it is hard to
have a firm opinion on policy measures and impacts of the tobacco gray market.
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Table 6: Chi-square test results
Cluster 1
“Undecided”
Smokers

Cluster 2
“Aware”

Cluster 3
“Link”

Cluster 4
“No
link”

Pearson Chi-Square:

Yes
No
Gender

38.6
33.7
61.4
66.3
Pearson Chi-Square:

30.4
69.6

41.1
58.9

Men
Women
Age

50.0
48.1
50.0
51.9
Pearson Chi-Square:

48.6
51.4

49.7
50.3

18-34
35-54
55+
Education

30.7
26.8
36.0
34.6
33.3
38.6
Pearson Chi-Square:

26.8
34.6
38.6

25.3
38.4
36.2

Elementary school or less
High school
College, university or higher
Monthly income

7.7
8.9
62.9
56.9
29.4
34.3
Pearson Chi-Square:

9.1
61.7
29.2

7.4
56.3
36.4

Above average
Average
Below average
Refuse to answer
The country has comparative
advantages in tobacco trade
Yes
No

12.6
17.0
37.7
32.8
36.2
32.2
13.5
18.1
Pearson Chi-Square:

19.2
32.2
31.3
17.3

17.9
29.0
35.2
18.0

27.4
72.6

35.8
64.2

60.0
40.0

47.9
52.1

Citizens from Cluster 2 (“Aware”) are more frequently from the oldest age group (55+) and over
two-thirds of cluster 2 members are smokers. Highly educated respondents make a significant
part of this cluster (one third) and this might explain the high level of awareness about the
tobacco gray market. When compared to other clusters, Cluster 3 (“Link”) is composed of more
non-smokers, and citizens from all age groups, although the oldest age group (55+) slightly
prevails. Cluster 3 members have secondary education and earn above average household
income. Furthermore, there are more citizens from countries that do not have comparative
advantages in tobacco trade in this cluster than in clusters “Aware” and “No link”. Calling for
more order and stricter control is an attitudinal attribute of older citizens, and, as expected, the
non-smoker part of the population feels no empathy for smokers trying to make a profit of the
42

gray tobacco market. This might be especially true for wealthier respondents who do not
understand the need to buy at the gray market because of price affordability. It is interesting to
note that this segment of citizens believes that the availability and affordability of the tobacco
products at the gray market are positively related to smoking prevalence, leading to the opinion
that, curbing the gray market would divert smokers from this bad habit.
Cluster 4 (“No link”) is composed of more smokers, citizens from the middle-aged group (35-54)
and citizens with some form of tertiary education. Moreover, citizens from countries with
comparative advantages in tobacco trade – Croatia, Serbia, and Slovenia – are more often
members of cluster 4. The prevailing opinion of this cluster group is that the gray tobacco market
will exist until prices on the legal and the gray market are equalized, and smokers will naturally
benefit from this market situation, so do not punish them for taking this advantage . This is
further, as expected, the attitude of the smoker-prevailing cluster. More educated citizens, as
opposed to previous findings in the literature on the negative relation between educational level
and smoking prevalence, do not see the gray tobacco market so detrimental for society and
economy, and would not opt for sanctions or simply do not believe in repressive measures. They
might as well be more aware of the addictive nature of smoking and price inelasticity of tobacco
products, and, therefore, do not see that the suppressing gray tobacco market would result in
lower smoking incidence. Finally, the groups of citizens mostly differ in their smoking /
nonsmoking status. It is interesting to note that gender differences were not observed in any of
the clusters.
6. Conclusions
This study investigated differences in individual attitudes towards the gray tobacco market in set
of Western Balkan countries. The typology of citizens in the region revealed that public opinion
differs primarily depending on whether an individual is a smoker or not. Three clusters share
similar attitudes on negative socio-economic effects of gray tobacco market but differ
significantly in advocating stricter measures in curbing the gray market. Groups of citizens differ
a lot in their belief on whether suppressing the gray tobacco market would lead to less smoking,
and consequently on whether they would opt for more repressive policies against illegal trade.
Most pro-repressive attitudes come from non-smokers and citizens of countries that have no
comparative advantages in tobacco trade: Bosnia & Herzegovina, Kosovo, North Macedonia,
and Montenegro. This might be seen as the opportunity for policymakers to strictly enforce
punishment and criminalization of illicit tobacco trade, even for small quantities being smuggled
or illegally produced or sold tobacco products.
Raising awareness on the negative effects of tobacco gray market and illegal tobacco trade in
general would be the appropriate approach for smokers. The most difficult challenges are
citizens with no definite opinion. They should be targeted by raising awareness campaigns,
media promotion of successful measures against gray markets in general, and other activities to
achieve a higher public sensibility to government efforts in combating illegal trade. This should
be easier in countries with a developed official tobacco sector. Translating damages or lost
public revenues at the gray tobacco market to measurable opportunity costs should mobilize the
wider public in fighting against illicit tobacco trade. Finally, all stakeholders (governments, tax
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authorities, customs, tobacco industry, and academia) should jointly work on this problem since
illegal trade does not know borders.
The results of these efforts should be permanently monitored by repeating the research regularly
(e.g. every two years) or after each big policy change (e.g. increasing excise taxes or major
regulative interventions), since attitudes in this field might change rather promptly. The lines for
future research would be an in-depth analysis of other motifs for buying at the gray market,
going beyond the quantitative studies. Here the price elasticity modelling and estimating spillovers from the official sector, i.e. legal to gray tobacco market, would help policy makers to
create and implement successful measures to curb the gray market, receive more stable budget
revenues and reduce at the same time smoking prevalence.
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FDI inflows, Wages and Labor productivity in middleincome Balkan countries
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Abstract
Foreign direct investments (FDI) have been important determinant of transformation, production,
employment and export growth and increasing of competitiveness in many countries. Initial
research on sample of 39 European countries, from year 1998 to 2018, has confirmed results
from several research available in literature, showing positive impact on productivity (output per
employee) and wages. But although middle income Balkan countries have attracted substantial
inflow of the FDIs in terms of its share in GDP per capita, its level is still significantly lower
compared to European average. While FDI inflow is determined by set of factors, wages and
country’s productivity are among important ones. As wages in Balkan countries are in average
lower that European average, productivity also, aim of the research is to estimate their impact on
FDI inflows, in order to use it as an instrument to attract higher share of foreign capital. Social
contributions are important item of wages, which are rather high in Balkan’s. Having in mind
aging population in these countries, demand for social transfers is expected to grow. But also
growing public debt is evidenced, which is no pro-growth trend.
It seems that Balkan countries will be faced with trade-off policy decision making, to use
instruments toward long term economic growth, which implies competitive taxes and
institutional and infrastructural public investment, or toward social policy. On sample from 39
1
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European countries, VAR model is estimated and has shown that FDI is dependent on GDP,
gross and net wages and social contributions but also employment. Analysis has shown that FDI
inflow has positive effect on GDP and employment. Further, there is existing causality between
paid social contributions and employment, which confirms necessity to investigate it further.
Analysis has shown that in Balkan countries, FDI inflow is dependent on GDP and employment,
but not on wages. But further analysis has shown that employment is dependent on wages and
paid contributions, but also on FDI inflows and GDP, which confirms necessity to investigate
further connections.
FDI inflow has positive effects on employment and paid social contributions. After estimating
second VAR model, on sample from 39 European countries, results have shown that FDI per
capita is dependent on GDP per capita, both gross and net wages and productivity. Also, analysis
has shown that FDI per capita has positive effect on productivity and net wages. In order to
further investigate impact of wages and productivity to FDI inflows in Balkan countries, a time
stationary VAR model will be estimated, using panel data for seven Balkan countries, from year
1998 to 2018, or upon data availability.

Key words: Foreign Direct Investments, Wages, Social Contributions, Aging, Tax Incentives
Jel code: F21, J11, J3

Introduction
Foreign direct investments (FDI) were seen as drivers of economic growth in developing
countries, not only from capital perspective, but also due to their positive effects on company
performances and competitiveness, employment growth and productivity. Research by Estrin
(2017), has shown that “FDI was significant investment source in transition economies, though
with marked variation across regions and time period. FDI arrived earlier in countries that joined
the EU. Transition economies experienced positive effects on growth and the labor market due to
FDI inflows”. Positive effects from FDI inflows are also related to the “increase of labor
productivity through technologic transfers, management and marketing proficiency that enables
long term technological progress and economic growth.” (Boghean and State 2015).
Analysis by Koczan (2017), has shown that “The Western Balkans have witnessed dramatic
changes over the past 25 years. The region experienced booming inflows in 2003-07, driven by a
combination of push and pull factors: a willing supply of funds from Western Europe and
expectations of high growth in Emerging Europe. Booming inflows provided financing and
supported private sector development and employment, however their sharp drop as a result of
the global financial crisis and strong link with growth point to vulnerabilities. So far inflows
have held better than in the New Member States, however the similarities in terms of their
determinants point to caution: capital inflows are pro-cyclical, thus potentially raising
vulnerabilities by amplifying external shocks.” Although Balkan countries has attracted FDI’s,
their level compared to developed countries is rather low and has declining (graph 1)
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Graph 1. Ratio between Average GDI per capita in EMU2 countries and middle income CE
and SEE3 (based on 2016 WB ranking)

Source: Author’s calculations based on data from the IMF Outlook database, April 2018

Survey on 39 European countries, based on average annual countries’ FDI per capita from year
1998 to 2018, has shown that most of the middle income Balkan countries4 have attracted
smaller FDI per capita compared to high income EU countries5.
Graph 2. FDI inflow per capita, average from 1998 to 2018, €

Source: Author’s calculations based on data from Eurostat and Unctad, extracted on August 27, 2019.

Among middle-income Balkan countries, the highest average FDI per capita was observed in
Montenegro, and the lowest in Bosnia and Hercegovina (graph 3).

2

Germany, France, Italy, Spain, Netherlands, Belgium, Austria, Greece, Portugal, Ireland, Finland, Slovak
Republic, Lithuania, Slovenia, Luxemburg, Latvia, Estonia, Cyprus, Malta
3
In this survey, following countries were analyzed: Turkey, Poland, Romania, Hungary, Bulgaria, Serbia, Croatia,
Albania, Bosnia and Herzegovina, FYR Macedonia, and Montenegro.
4
Sample was created based on World Bank list of economies (June 2018)
5
With Exception of Montenegro, with average FDI per capita larger than several developed European countries.
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Graph 3. FDI inflow per capita in middle income Balkan countries, average from 1998 to
2018, €

Source: Author’s calculations based on data from Eurostat and Unctad, extracted on August 27, 2019.

Many factors influenced such difference. On determinants of FDI in Western Balkan, Koczan
(2017), found that, among other factors, “countries that have higher reserves and lower public
debt tend to have a lower percentage of the fluctuations in capital inflows attributable to common
factor, as higher reserves and lower public debt6 reduce country risk, so foreign investors will be
less tempted to pull out from countries with those characteristics, making their capital inflows
more resilient to shifts in the global factor affecting all the emerging market economies.” Koczan
(2017) also found that growth differentials and institutional quality have positive and significant
impact on FDI inflows.
According to OECD (2008), “FDI is attracted to countries offering: access to markets and profit
opportunities, a predictable and non-discriminatory legal and regulatory framework,
6

The direct links between public debt and other macroeconomics indicators has been analyzed and are subject of
current economic debate. Amilcar (2016) research measured impact of public debt on economic growth in advanced
economies, where the findings suggested an inverse relationship between public debt and economic growth.
Vaicekauskas,& Lakstutiene (2012) concluding that the public debt level may have a significant impact on GDP in
13 selected EU countries, in some cases it has a negative or positive impact, which this varies from country to
country, because of specific country differences. Openness of the economy and inward foreign direct investment
have varying effects on GDP, resulting from different characteristics of the countries researched. According to
Karazijienė & Sabonienė (2009), public borrowing is inevitable and not reprehensible phenomenon of economic
growth. With the crisis impact to the economies, the countries are facing with the higher unemployment rate, greater
demand of public spending for social needs have affected the budget deficits and specially the public debt, while
derogation of international competitiveness has leaded to decreasing export and import. All counties have faced the
strong increase of the public debt, since 2008. In crisis time and afterwards, Western Balkan counties have increased
fiscal consolidation, tighter fiscal policy and implemented active debt management, which resulted with decrease of
the public debt in 2018, for some countries. The ratio of the public debt to GDP is rater high, where Montenegro has
the highest, followed by Albania, Serbia, North Macedonia, Romania, Bosnia and Herzegovina and Bulgaria (table
1). The Montenegro is experiencing the increase of public debt due to construction of highway Bar-Boljare and
insurance of large Eurobond (World Bank, 2019)
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macroeconomic stability, skilled and responsive labor markets and well developed
infrastructure.”
One of the determinants of FDI inflows, frequently researched and found important in literature,
are labor costs. As total labor costs are consisted from three major parts: wages, taxes and social
contributions, the second and third often plays important role in total costs. There is some
diversity of labor tax burdens within the region, but compared to EU and OECD countries, labor
tax wedges in the region are significantly higher than in most developing countries. Analysis of
labor taxation in the Western Balkans by World Bank Group (2019), has shown that “in the
Western Balkans, labor tax wedges are relatively high, especially for low wage earners which “is
critical to support job creation and growth”. (World Bank, 2019) Research on taxes and
contributions on wages, by Katnic (2017), has shown that labor tax wedges in Balkan countries,
although high, are similar those in developed european countries. In the Western Balkan the most
jobs were created in industry and services, but in agriculture was declining.
The sectors that are engines of the growth are: tourism, retail, transport services and energy
production. All sectors are labor intensive, with high demand for unskilled and semiskilled
worked force, which is associated with the lowest wages and part time contracts. Also, with the
very high tax burden on the wages, informal economy is very present in those sectors. As social
contribution expenditures are, among others, determined by demographic structure in the
country, population aging is also important element of the research, especially as population of
Europe is aging. According to UN estimates7, the total population in Europe, from 2000 by 2100
will decrease by 10 (graph 6). At the same time, the population aged 0-14 years will be reduced
by 24%, the working age population (15-64) by 27%, while the number of people over 65 will
increase by 83%. In the countries of Eastern and Southern Europe (where the middle-income
countries are predominantly present), the total number of inhabitants will decrease in the same
period by 28%, the population aged 0-14 will decrease by 39%, the working age population (1564 ) by 40%, while the number of people aged 65 and over will be 48% higher. Maestar, Mullen,
& Powell (2016), observing aging in US, found that “a 10% of increase in the fraction of
population ages 60+ decreases the growth rate of GDP per capita by 5.5%. Two-third of the
reduction is due to slower growth in the labor productivity of workers across the age distribution,
while one-third arises from slower labor force growth”.
Main research questions in this paper are:
1. Impact of labor costs to FDI inflow in middle income Balkan countries (Albania, Bosnia
and Hercegovina, Bulgaria, Montenegro, North Macedonia, Romania and Serbia)
2. Possibility to reduce non-wage components of labor costs (social contributions: pensions,
health), under aging society
3. Labor productivity impact on FDI inflow
Sample and time frame:
1. For initial analysis, sample of 39 European countries has been used, with statistics from
year 1998 to 2018.
7

UN population estimates, 2017. revision
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2. A time stationary VAR model will be estimated using sample of the middle income
Balkan countries (Albania, Bosnia and Hercegovina, Bulgaria, Montenegro, North
Macedonia, Romania and Serbia), period from 1998-2018 (data for Montenegro and
Serbia are available only since 2006, as it was the year when two countries have become
independent)
The paper is structured into five sections. Key objectives and aim of the research were presented
in the first section. The most relevant literature is reviewed in second section, followed by data
and methodology description. In the fourth section we present results of the study. Final section
presents conclusion remarks and recommendations for future research.
2. Literature review
There are many research studies on FDI flows, its determinants and specifically link between
FDI inflow and labor costs. References on 26 studies on FDI and labor costs conducted from
1990’s to 2002 were listed in Bellak, Leibrecht, & Reidl, (2008), most of them showing negative
impact from labor costs to FDI inflow. Bellak, Leibrecht, & Reidl, (2008) also analyzed
determinants of FDI across selected CEECs, focusing on labor costs. Their research has shown
that higher unit labor costs as well as higher total labor costs affects FDI negatively, while higher
labor productivity has positive impact on FDI. They discussed non-wage labors costs, but
concluded that its levels depends on the preferences for a social welfare system funded through
public institutions.
Bayraktar-Saglam & Sayek Boke, (2017), examined the endogenous interaction between labor
costs and FDI in OECD countries via the panel VAR approach under system GMM estimates for
the period from 1995 to 2009, and found that decomposition of labor costs play a significant role
in investigating the dynamics association between labor costs and FDI. Their research further
shown that productivity enhancing tools should be prioritized over price hindering tools.
Lansbury, Pain, & Smidkova (1996), found that investment in Central Europe, while were
influenced by privatization, were also significantly affected by relative labor costs. Analysis of
labor taxation in the Western Balkans by World Bank Group (2019), has shown that “in the
Western Balkans, labor tax wedges are relatively high, especially for low wage earners. There is
some diversity of labor tax burdens within the region, but compared to EU and OECD countries,
labor tax wedges in the region are significantly higher than in most developing countries. The
relatively high labor tax wedges for low-earners and those with family imply higher raise their
hiring costs and reduce their take-home wages and employment”.
Bevan and Estrin, (2000, p.18), analyzing FDI flows of 18 market economies to 11 transition
countries for the period 1994-1998, came to the following determinants of foreign direct
investment in Central and Eastern Europe: country risk, unit labor costs, volume of host
country’s market and gravity factor. Economic stability is estimated through three elements:
macroeconomic stability (growth, inflation, exchange rate risk); institutional stability (policy
related to FDI, tax policy, transparency of legal frame and level of corruption) and political
stability. Macroeconomic variables have significant impact on attraction of foreign investment in
highly developed countries then in developing countries. (Walsh and Yu, 2010, p24). As for the
macroeconomic variables, their effect on attraction of foreign investment is different, depending
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on a sector (Garibaldi, 2002). If it is a primary sector, influence of these variables is minimal.
Industrial sector is more related to macro variables, where depressed real exchange rate has a
positive influence on investments in this sector, which are mainly export-oriented. Inflow of
foreign capital in sector of services measures influence of macro variables in different manner,
so that “significant” variables in primary and industrial sector are not “significant” in sector of
services. Structure of FDI in this sector is horizontal, i.e. the investments are focused on
providing of services for the market rather than “export” of services, and research shows that
important factor of attraction is a controlled exchange rate, especially if exchange rate is
appreciated. Because of the nature of these investments, they attract more markets with higher
wages and profits. Since these investments have no effect on trade flows, it remains unclear how
openness for trading and liberalization affects these investment, except in the area of general
economic environment.
On institutional quality, Estrin (2017) found that it plays an enormous role in the impact of FDI
on labor markets and that “stronger and fairer institutions are therefore crucial to obtain benefits
of FDI for labor market”. Research by Estrin (2017), has shown that “EU member states exhibit
distinct effects of FDI on firm restructuring, productivity and employment. FDI arrived later in
Russia, the Central Asian region, the former Soviet Union, and the Balkans than in EU member
states. FDI was driven largely by resource-seeking in Russia and some of the Central Asian
republics, where the effects on employment were less pronounced. Positive spillovers effects
from FDI were much less apparent in Russia, the former Soviet Union, and the Balkans, likely
due to institutional challenges and insufficient human capital.” Positive effects from FDI inflows
are also related to the “increase of labor productivity through technologic transfers, management
and marketing proficiency that enables long term technological progress and economic growth.”
(Boghean and State 2015). Driffield & Taylor (2000), found that in UK, “one of the crucial
impacts of FDI is to increase wage inequality and the use of relatively more skilled labor in the
domestic firms”.
On tax competition, study by OECD (2008), has shown that: “There is broad recognition that
international tax competition is increasing, and that what may have been regarded as a
competitive tax burden on business in a given host country at one point in time may no longer be
so after rounds of tax rate reductions in other countries. Most studies of the effects of tax reform
on FDI ignore tax-planning strategies used by investors to lower their tax burden. But tax
planning activities seem to be significant and growing, and recent OECD work encourages
analysts to factor in the effects of tax planning activities when analyzing the impact of taxation
on FDI. It is also clear that a low tax burden cannot compensate for a generally weak or
unattractive FDI environment. Tax is but one element and cannot compensate for poor
infrastructure, limited access to markets, or other weak investment conditions. Also, while
attention often focuses on corporate income tax, the importance of other taxes must be
recognized. Energy taxes, payroll taxes and non-profit-related business taxes are increasingly
under the spotlight by investors and policy makers.” Tax regimes and tax incentives as also
relevant for FDI inflow. Research by Liu & Mao (2019), in addition to other research on same
issue, has provided “strong evidence from the world’s largest developing country8 on the
effectiveness of using tax incentives to promote firms investment and productivity”.
8
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3. Data, sample and methodology
Data used in the research were extracted from Eurostat database (data on country’s level),
Unctad and WIIW data base (data on inward FDI), ILO (data on employment for Albania and
Bosnia and Hercegovina) and from national statistical agencies (data on wages, for Bosnia and
Hercegovina, Albania, Serbia and Montenegro), while some computations also were necessary9.
Following indicators were used, all in current €: Foreign direct investment in million euros and
per capita, Gross Domestic Product in million euros and per capita, Gross Domestic Product per
employee, gross wages, net wages and social contribution, all in million euros and per employee,
and number of employees, all from year 1998 to 2018 or upon data availability. We conducted
initial analysis based on two samples, the first for 39 European countries, and second for seven
middle income Balkan countries, as explained in first section.
3.1. Empirical data analysis
Empirical analysis of FDI per capita inflow on European level and in Balkans has shown that
later has attracted less than one fifth of European average FDI per capita during last two decades.
Table 1. Descriptive statistics for European countries (39 countries in the sample)10
Sample: 1998
2018
Social
Gross wage
contributions
per
Net wage per
per
employee, employee, employee,
GDP per
annual, €
annual, €
employee, € annual, €

FDI per
capita, €

GDP per
capita, €

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

1730.127
361.7792
70915.56
-45538.66
6619.730
5.284417
47.95920

28394.93
18032.55
3604904.
899.8787
131982.8
26.41366
716.1029

55072.12
50332.88
211759.7
3513.940
38020.23
1.277138
5.217130

26525.28
22983.42
106325.5
1212.211
19027.84
1.302575
5.306539

21402.92
18233.85
91705.40
924.9531
16142.82
1.462563
5.888518

4815.993
4121.704
14620.14
276.4103
3362.456
0.796587
2.884742

Jarque-Bera
Probability

69145.72
0.000000

16084851
0.000000

315.0766
0.000000

315.7891
0.000000

448.5516
0.000000

66.55131
0.000000

Sum

1346039.

21438170

36402669

16604823

13633660

3014812.

9

Data for Serbia on wages and employment were extracted from Statistical Office of republic of Serbia and further
adjusted. Data on wages were originally presented in Serbian dinar, but recalculated to EURO based on exchange
rate at the end of specific year. Data on employment originally were presented as registered employment, but based
on data from labor force survey (available from 2014), were corrected using average difference between data from
LFC and registered employment from year 2014 to 2018 (30%). Data for Albania on wages were originally
available in Albania LEK, but converted applying average annual exchange rate.
10
List of countries available upon request
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Sum Sq.
Dev.
3.40E+10
Observations
778

1.31E+13
755

9.54E+11
661

2.26E+11
626

1.66E+11
637

7.07E+09
626

Table 2. Descriptive statistics for Balkan countries
Sample: 1998 2018
Social
Gross wage
contributions
Net wage per
per
per
GDP per
employee, employee, employee,
annual, €
employee, € annual, €
annual, €

FDI per capita, €

GDP per
capita, €

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

249.4139
162.3737
1781.373
7.465908
274.6887
2.492876
10.77500

4116.723
3727.893
10387.97
894.7826
1851.180
0.727695
3.461879

12800.02
13524.51
24204.68
3513.940
4372.979
-0.059679
2.536949

4962.115
5556.857
9654.044
0.000000
2821.420
-0.361028
2.028049

4041.891
4092.199
9162.157
924.9531
1400.247
0.179722
3.830985

1424.307
998.4250
8273.236
0.000000
1313.083
1.863434
9.068362

JarqueBera
Probability

504.7406
0.000000

11.75460
0.002802

0.981345
0.612215

6.047471
0.048619

3.518035
0.172214

209.1976
0.000000

35416.77

498123.5

1318402.

491249.4

416314.7

141006.4

10638994

4.11E+08

1.95E+09

7.80E+08

2.00E+08

1.69E+08

142

121

103

99

103

99

Sum
Sum Sq.
Dev.
Observatio
ns

3.2. VAR model and Granger causality
Causality in the sense defined by Granger and Sims is inferred when lagged values of variable xt
have explanatory power in a regression of variable yt on lagged values of yt and xt. Granger
equals
, and states that in the conditional
causality is absent when
distribution, lagged values of yt add no information to explanation of movements of xt beyond
that provided by lagged variable of xt itself. (Greene 2003) In order to conduct the Granger
causality test, a VAR model is estimated, by including the optimal lag length of each variable in
each equation. The VAR model with six endogenous variables (LGDPt, LFDIt, LGWt, LNWt,
LSCt, LEt), can be expressed as follows:
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(1)
Where LGDPt, represents GDP in period t, LFDIt, FDI inflow, LGWt, compensation of
employees, LNWt, - net wages, LSCt social contribution paid by employer (in some cases
includes taxes paid by employer on behalf of employee11) and LLt represents number of
employees. All data are on annual level, in current € (million), other than number of employees
(in thousands).
are the regression coefficients, while
is residual. Second
11

Montenegro, Serbia, Bosnia and Hercegovina
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VAR model is estimated, by including the optimal lag length of each variable in each equation,
but using per capita/per employee variables. The VAR model with six endogenous variables
(LGDPpct, LFDIpct, LGWet, LNWet, LSCet, LGDPet), can be expressed as follows:

(2)
Where LGDPpct, represents GDP per capita in period t, LFDIpct, FDI inflow per capita, LGWet,
compensation of employees per employee, LNWet, - net wages per employee, LSCet social
contribution paid by employer per employee (in some cases includes taxes paid by employer on
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behalf of employee12) and LGDPet represents productivity – GDP per employee. All data are on
annual level.
are the regression coefficients, while
is residual. After
estimating VAR model (equation 2), the following causalities may be estimated: causality from
the GDP per capita to FDI per capita, Compensation of employees, Net wages and Social
Contribution, and vice versa, by conducting null hypothesis: “The GDP per capita does not
Granger cause FDI per capita (
), and similarly for Compensation of employees,
Net wages and Social contribution.
3.3. A time stationary VAR model
Following approach by Bayraktar-Saglam & Sayek Boke, (2017), and adding productivity (GDP
per employee), we estimated following model, using panel data from the sample of seven middle
income Balkan countries, for period from year 1998 to 2018. A time stationary VAR model is
estimated to examine the possible linkages between FDI inflows, two different labor costs:
wages and social contributions paid by employers, and productivity:
(2)
Where t refers to time period, m to the lag number,
residual. Other variables are explained in section 3.2.

is fixed effect for panel member and

is

4. Results and key findings
4.1. Granger Causality test
On sample from 39 European countries, model (equation 1) is estimated and results obtained are
presented in table 4.
Table 3. Granger Causality Test, 39 European countries
Source of causation
Dependent variable
LGDPt
LGDPt
LFDIt
LGWt
LNWt
LSCt
LEt
**Significance at 10%, *
significant values

LFDIt
0.0640**

8.E-14
0.0211*
0.0116*

LGWt

LNWt

LSCt

LEt
0.0010

1.E-11

3.E-12

4.E-10

5.E-08
8.E-06
2.E-05
2.E-06

0.0520**
0.0002
0.0034
Significance at 5%, while other are at 1% levels. Empty cells has no
Source: author’s computation

12

Montenegro, Serbia, Bosnia and Hercegovina
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Analysis has shown that causality exist between almost all variables, with FDI dependent on
GDP, gross and net wages and social contributions but also employment. Also, analysis has
shown that FDI inflow has positive effect on GDP and employment. Further, analysis has shown
causality between paid social contributions and employment also, which confirms necessity to
investigate it further. Applying the same model, but on sample of seven middle income Balkan
countries, results are different (presented in table 5).
Table 4. Granger causality test for Balkan countries
Source of causation
Dependent variable
LGDPt
LGDPt
LFDIt
LGWt
LNWt
LSCt
LEt
**Significance at 10%, *
significant values

LFDIt

0.0101*
0.0362*
0.0043

LGWt

LNWt
0.0672

LSCt

0.0263*
0.0021

0.0099

LEt
0.0076
0.0066
0.0193*
0.0266*
0.0835**

0.0611*
0.0037
0.0333*
0.0041
0.0092
0.0987**
Significance at 5%, while other are at 1% levels. Empty cells has no
Source: author’s computation

Analysis has shown that in Balkan countries, FDI inflows is dependent on GDP and
employment, but not on wages. But further analysis has shown that employment is dependent on
wages and paid contributions, but also on FDI inflow and GDP, which confirms necessity to
investigate further connections. FDI inflow has positive effects on employment and paid social
contributions. After estimating VAR model (equation 2), on sample from 39 European countries,
results obtained are presented in table 6.
Table 6. Granger Causality Test, 39 European countries
Dependent variable
Source of causation
LGDPpct

LFDIpct

LGWet
0.0724**
0.0566**

LNWet
0.0301*
0.0483*

LSCet

LGDPet
0.0233*
0.0032
5.E-12
7.E-12
7.E-11

LGDPpct
LFDIpct
0.0625**
LGWet
2.E-16 0.0508**
LNWet
2.E-16
0.0418*
LSCet
2.E-12
0.0832** 0.0832**
LGDPet
0.0713**
0.0856** 0.0883**
**Significance at 10%, * Significance at 5%, while other are at 1% levels. Empty cells has no
significant values
Source: author’s computation
Analysis has shown that causality exist between almost all variables, with FDI per capita
dependent on GDP per capita, both gross and net wages and productivity. Also, analysis has
shown that FDI per capita has positive effect on productivity and net wages.
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4.2. A time stationary VAR model
A time stationary VAR model will be estimated in upcoming research phase, and therefore
results will be presented.
Conclusion
Foreign direct investments (FDI) have been important determinant of transformation, production,
employment and export growth and increasing of competitiveness in many countries. Initial
research on sample of 39 European countries, from year 1998 to 2018, has confirmed results
from several research available in literature, showing positive impact on productivity (output per
employee) and wages. But although middle income Balkan countries have attracted substantial
inflow of the FDIs in terms of its share in GDP per capita, its level is still significantly lower
compared to European average, while impact is also less statistically confirmed.
While FDI inflow is determined by set of factors, wages and country’s productivity are among
important ones. As wages in Balkan countries are in average lower that European average,
productivity also, aim of the research was to estimate their impact on FDI inflow, in order to use
it as an instrument to attract higher share of foreign capital. Social contributions are important
item of wages, which are rather high in Balkan’s. Having in mind aging population in these
countries, demand for social transfers is expected to grow. But also growing public debt is
evidenced, which is no pro-growth trend. It seems that Balkan countries will be faced with tradeoff policy decision making, to use instruments toward long term economic growth, which
implies competitive taxes and institutional and infrastructural public investment, or toward social
policy.
On sample from 39 European countries, VAR model is estimated (equation 1) and has shown
that causality exist between almost all variables, with FDI dependent on GDP, gross and net
wages and social contributions but also employment. Also, analysis has shown that FDI inflow
has positive effect on GDP and employment. Further, analysis has shown causality between paid
social contributions and employment also, which confirms necessity to investigate it further.
Analysis has shown that in Balkan countries, FDI inflows is dependent on GDP and
employment, but not on wages. But further analysis has shown that employment is dependent on
wages and paid contributions, but also on FDI inflow and GDP, which confirms necessity to
investigate further connections. FDI inflow has positive effects on employment and paid social
contributions. After estimating VAR model (equation 2), on sample from 39 European countries,
results have shown that causality exist between almost all variables, with FDI per capita
dependent on GDP per capita, both gross and net wages and productivity. Also, analysis has
shown that FDI per capita has positive effect on productivity and net wages. Additional research
work will be presented in this paper, which will eventually provide more exact conclusions and
inputs for policy recommendations.
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Higher education students' understanding of natural and
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Abstract
In this study, authors explore the topic of social sustainability, as perceived by higher education
(HE) students in selected South-East European institutions. The idea of supporting and
promoting sustainability emerges as an increasingly important topic for European HE, especially
business schools, provided that sustainability, associated with the related concepts of ethics and
social responsibility, has become one of key aspects for their international (re)accreditation.
Building upon the reviews of theory in the field of ecological sustainability and sustainable
development, as well as the classical Elkington’s triple-bottom-line model of economic, social
and environmental business performance, authors explore the construct of social sustainability,
as practiced by the institutions of HE. Comparisons are drawn to the previous studies of social
sustainability in different fields, such as the urban studies. By using a limited body of existing
knowledge, including empirical analysis of students’ sustainability-related attitudes and, authors
report on preliminary empirical research of higher education students’ understanding of natural
and social sustainability, conducted at the University of Split (Croatia) and University of Banja
Luka (RS – Bosnia & Herzegovina).
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1. INTRODUCTION AND THEORETICAL DETERMINANTS
Sustainability is an emerging topic in the discussion of ethics and social responsibility of higher
education institutions (HEIs), quickly gaining prominence and attention among academics and
policy-makers alike. Building upon the social consensus that swift action is needed, related to
climate changes and ecology, in general, HEIs started seeing themselves as agents of social
change in the field of securing sustainability in the society (Stephens et al, 2008). This can be
achieved either by experimenting and implementing innovative tools, as a part of ‘green campus’
initiatives,
or
by
changing
students’
attitudes/behaviours,
i.e.
promoting
sustainability/sustainable development in the wider society (op. cit.).
There are many challenges to achieving such an active role of HEIs in the context of sustainable
development: firstly, many students might be able to recognize the importance of the topic and
practice of sustainable development, but may not be entirely clear about what this term actually
refers to and how it should be implemented. The understanding of the sustainability idea is
limited to ecology, i.e. its ecological dimension, while other important dimensions are not
recognized (Kagawa, 2007). This could be expected, since the idea of sustainable development is
rather new, going back to 1972 UN Conference on Human Environment (held in Stockholm),
recognizing the need for environmental assessment and management. Now conventional
definition of sustainability, in its natural/ecological dimension, refers to the 1987 World
Commission on Environment and Development (WCED)/Bruntland Commission report Our
Common Future, stating that sustainable development “(…) meets the needs of the present
without compromising the ability of future generations to meet their own needs” (Mebratu,
1998).
Nevertheless, there is also a tacit social dimension of sustainability, as discussed by Wals &
Jickling (2002, 223), who recognize that environmental issues are intertwined with social values
and value conflicts, cultural identities, relationship between the nature and the nature, etc. In the
introduction to their edited volume, Dillard, Dujon & King (2008) advise that the understanding
of the social aspect of sustainability is rather superficial, as reflected by the lack of a widely
accepted definition. Although it could be reduced to social capital, or viewed in the context of
the Elkington’s (2004) well-known ‘triple bottom line’ concept (encompassing
People/Profit/Planet, i.e. sustainable organizational performance, concerning social, economic
and ecological/natural effects of its activities), the social sustainability needs to be defined in a
more complex manner. This needs to take into consideration both fair access to public services
and social opportunities, as well as functioning democracy, securing fundamental human rights,
i.e. the economic and political context of the sustainable development (Harris, 2003). For the
purpose of this study, natural (dimension) of sustainability is viewed in terms of ecological
sustainability of economy and society (according to ‘conventional’, WCED definition), while
social (dimension) of sustainability refers to social justice and human rights, needed for the longterm existence and development of communities and societies. Such a definition is compatible
with the notion of human well-being, equity, democratic governance and civil society, as
representing the fundamental components of social sustainability (Magis & Shinn, 2008).
This paper is the first regional attempt (as far as the authors are informed) to analyse students’
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attitudes toward the natural/ecological and the so far neglected social aspect of
sustainability/sustainable development in their home HEIs, located in two countries of the South
East European (SEE) region. The relevance of such research is confirmed by an earlier finding,
stating that undergraduate students perceive major environmental issues beyond their personal
control, within the responsibility of more powerful social stakeholders, as they are not ready to
accept significant lifestyle changes (Eagle et al, 2015). This could hint on the existence of the of
the attitude-behaviour gap, similar to those, already empirically confirmed in ethical consumer
behaviour (Boulstridge & Carrigan, 2000), as well as in a more generalized gap between the
moral reasoning and performing the moral action (Kretz, 2012). The research question,
addressed by this preliminary study, is related to the empirical evaluation of selected factors,
which might contribute to students’ perception of natural and social dimensions of sustainability.
Better understanding of such factors could lead to both new theoretical developments in the field
of HEIs’ contribution to sustainable development, as well as for practical solute ions
to
reducing the potential attitude-behaviour gaps, related to the sustainable development. Other
applications, in the (sub)fields of HE educational policies and curricula development could be also
arising from this field of study.
2. METHODS
Population and sample
Population of students, studying at the undergraduate and graduate level at Faculty of Economics,
Business and Tourism at the University of Split (Croatia) and Faculty of Economics at the
University of Banja Luka (B&H – RS entity) were selected as the population of the study. The
choice of business schools at the two universities has been guided by the preliminary nature of
this study, as well as by the interest of international accreditation organizations for sustainability
of business schools and their contribution to the overall sustainable development. For instance,
European Foundation for Management Development (EFMD) includes Ethics, Responsibility
and Sustainability (ERS) into its program-level EPAS Standards & Criteria, with the following
ERS standard (EFMD, 2019): “The Institution should provide students with a perspective of the
role of ERS in modern management so that, as future managers, they contribute to societal wellbeing”, which translates into institutional and program-level ERS policies, incorporation of ERS
into learning outcomes, as well as extracurricular activities.
The AACSB International also insists on the implementation of sustainability, within the HEIs,
seeking its accreditation, according to the AACSB Business Accreditation Standards. Along with
the ethical behavior of all business school stakeholders and maintaining of a collegiate working
environment, sustainability is addressed as a part of the overall commitment to corporate and
social responsibility. This is the third core value for the AACSB-accredited business schools
(“The school must demonstrate a commitment to address, engage, and respond to current and
emerging corporate social responsibility issues (e.g., diversity, sustainable development,
environmental sustainability, and globalization of economic activity across cultures) through its
policies, procedures, curricula, research, and/or outreach activities”), serving as the
prerequisite for starting the accreditation process (AACSB International, 2018). In addition,
Lourenço, Jones and Jayawarna (2012) have demonstrated that the learning process, related to
sustainable development, is not affected by the profit maximization imperative, although the
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business school students could perceive diminished benefits from learning, when this imperative
is emphasized.
Among the two student populations, non-probabilistic sampling has been performed, with the
students of all levels of study being asked to voluntarily participate in an on-line survey, which
was located on a free, Internet-based service. Anonymity of all participants was assured, since no
personal details were collected by the survey. Since this is a preliminary study, with the objective
of testing and refining the constructs, with the aim of further research, we did not make any
attempts to develop stratification, or weighing sampling strategies. The total number of 345
students participated in this study. The sampling has been controlled, for the sample to represent the
relative amount of students, enrolled in two institutions, included into the study (Table 1).
Table 1: Sample structure
Valid

Faculty of Economics,
Business and Tourism Split
Faculty of Economics
Banja Luka
Total

Frequency

Percent

Valid Percent

93

27.0

27.0

252

73.0

73.0

345

100.0

100.0

Research instrument, constructs and measures

The research instrument (a questionnaire) was developed by using previously validates
constructs and measures, adapted from a study by Sahin, Ertepinar & Teksoz (2012). Among
factors, previously analyzed by these authors, three were selected as potentially relevant for
formation of sustainability attitudes. Those include: consuming information on sustainability
through various media; doing sports & staying outside; participating in various forms of
activism. Natural/ecological dimension of sustainability is analysed, with the sustainabilityrelated students’ attitudes, as defined by questionnaire items, adapted from Sahin, Ertepinar &
Teksoz (op. cit.). The relevant attitudes included students’ opinion on the ‘right’ of humans to
change/master the nature vs. adapting to the nature; fear of climate change; economic growth vs.
natural conservation; the need to change the societies, according to global benchmarks.
Items (attitudes) for social dimension of sustainability were developed by authors of this paper,
referring to the comparable items for the natural (ecological) dimension. All items are measured
on the nine-point Likert scale. Along with the field of study and country, in which the institution
of higher education is located, several additional control variables were included into the study,
including gender, as female respondents are often found to be more ethically sensitive than the male
ones (Peterson, Rhoads & Vaught, 2001). Other control variables, such as the level of study, grade
levels, perception of social class, sources of student fee financing, previous work experience,
previous entrepreneurial experience, personal familiarity with an entrepreneurial venture/processes
and involvement into family entrepreneurship, were selected, based on the previous studies of
ethical and social issues in HEIs, located in the SEE region (Alfirević, Popović & Mihanović,
2017; Alfirević, Popović & Mihanović, 2018).
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3. RESULTS
Descriptive statistics
The sample was gender biased, with 21.8% of male and 78.2% female respondents, which
represents a constraint of the study. The average age equaled 21.9 years, as 68% of the
respondents studied at the second year of the undergraduate program, while students of other
undergraduate & graduate program years make up less than 10% of the sample. The average
respondents’ grade was 3.2 (on the scale of 1 to 5, commonly used across the entire SEE region).
Since the preliminary/exploratory nature of the study does not provide relevant methodological
basis for the measurement of overall attitudes toward natural/social sustainability, the descriptive
statistics for those indicators will not be further discussed.
Correlation and regression analyses
The normality assumption of the key constructs was checked by using the nonparametric KolmogorSmirnov test. It confirmed non-conformance to the normal statistical distribution (see Table 2),
which could be expected, due to a small sample size and the non-probability sampling procedure.
Consequently, the further analysis has been based on nonparametric statistics.
Table 2: Kolmogor-Smirnov test for normality of variable distributions

N
Normal
Parametersa,b
Most Extreme
Differences

Mean
Std.
Deviation
Absolute
Positive
Negative

Natural
sustainability
attitudes
measure
345
6.9657
1.20334

Test Statistic
Asymp. Sig. (2-tailed)
a. Test distribution is Normal.
b. Calculated from data.
c. Lilliefors Significance Correction.

.063
.057
-.063
.063
.002c

Social
Obtaining
Obtaining
sustainability
information information
attitudes
(newspapers)
(TV)
measure
345
345
345
6.8773
4.6783
4.8087
1.11510
2.44074
2.29849
.070
.034
-.070
.070
.000c

.135
.101
-.135
.135
.000c

.141
.095
-.141
.141
.000c

Obtaining
information
(Internet)

Staying
outside/doing
sports

Social
activism

345
6.5333
2.00571

345
6.21
1.841

345
3.90
2.127

.195
.118
-.195
.195
.000c

.188
.154
-.188
.188
.000c

.136
.136
-.133
.136
.000c

Firstly, association of variables has been tested, by using the Spearman’s linear correlation
indicator (see Table 3), leading to the conclusion that the perception of both sustainability
dimensions are significantly inter-related. As related to the factors, potentially influencing the
sustainability attitudes, only obtaining sustainability-related information over the Internet
matters, along with the informal actions related to enjoying nature (and/or active involvement in
sports), in forming the positive attitudes toward sustainability, while social activism does not
matter.
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Spearman's
rho

Natural
sustainability
attitudes measure
Social
sustainability
attitudes measure
Obtaining
information
(newspapers)
Obtaining
information (TV)
Obtaining
information
(Internet)
Staying
outside/doing
sports
Social activism

**

Correlation
Coefficient
Sig. (2-tailed)
Correlation
Coefficient
Sig. (2-tailed)
Correlation
Coefficient
Sig. (2-tailed)
Correlation
Coefficient
Sig. (2-tailed)
Correlation
Coefficient
Sig. (2-tailed)
Correlation
Coefficient
Sig. (2-tailed)
Correlation
Coefficient
Sig. (2-tailed)

Social activism

Staying outside/
doing sports

Obtaining
information
(Internet)

Obtaining
information (TV)

Obtaining
information
(newspapers)

Social
sustainability
attitudes measure

Natural
sustainability
attitudes measure

Table 3: Bivariate nonparametric correlations

1.000

.733**

.017

.032

.216**

.212**

.042

.

.000
1.000

.747
.004

.556
.053

.000
.176**

.000
.195**

.442
.104

.

.944
1.000

.324
.587**

.001
.443**

.000
.226**

.053
.211**

.

.000
1.000

.000
.420**

.000
.156**

.000
.169**

.

.000
1.000

.004
.227**

.002
.101

.

.000
1.000

.062
.278**

.

.000
1.000
.

. Correlation is significant at the 0.01 level (2-tailed).

to validate the direction of the relationship between the variables, four multiple linear regression
models were evaluated. For both natural and social dimensions of sustainability, firstly, model
including only control variables was analyzed, followed by the model, including all the potential
predictors. In all four cases, independence of residuals was satisfactory, as checked by the value
of Durbin-Watson tests (with respective values of 1.931 and 1.91, i.e. 1.769 and 1.772. Variance
inflation factor (VIF) value was used to test for the potential multicollinearity in predictor
variables, with the satisfactory values of the VIF indicator (below the conventional cut-off value
of 5) for both models. All the evaluated models significantly predicted the attitudes toward natural
and social dimensions of sustainability.
When control variables (Model 1) are used to predict students’ natural sustainability attitudes (see
Table 4), a statistically significant model (F=4.793, Sig.=0.00) is obtained, with gender, grade levels,
mother's level of formal education, perception of social class and entrepreneurial experience singled
out as significant predictors (Sig.<0.05) and the predictive power of R2 = .152. When previously
identified factors, correlated with the natural sustainability attitudes (informing over the Internet &
doing sports/staying outdoors), are entered into the linear regression as predictors, another significant
model (Model 2) is obtained (F=4.674, Sig.=0.00). Both predictors are significant, along with gender,
mother's level of formal education and entrepreneurial experience (Sig.<0.05). The increase of
predictive power, in comparison to the model with control-variables only, equals ∆R2 = .033.
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Table 4: Linear regression of natural sustainability attitudes

Model
1
(Constant)
Gender
Field of study
Level of study
Student fee financing
Grade average
Mother’s education level
Father’s education level
Social class perception
Work experience
Entrepreneurial experience
Social contacts with entrepreneurs
Family entrepreneurial experience
2
(Constant)
Gender
Field of study
Level of study
Student fee financing
Grade average
Mother’s education level
Father’s education level
Social class perception
Work experience
Entrepreneurial experience
Social contacts with entrepreneurs
Family entrepreneurial experience
Obtaining information (Internet)
Staying outside/doing sports

Unstandardized Coefficients
B
Std. Error
4.865
.873
.805
.156
-.176
.174
-.068
.073
-.183
.155
.183
.088
.288
.129
-.059
.131
-.168
.076
-.267
.136
.538
.215
-.249
.170
.184
.130
3.756
.913
.799
.154
-.083
.173
-.070
.072
-.170
.152
.140
.088
.265
.127
-.066
.129
-.129
.076
-.240
.134
.475
.213
-.118
.171
.187
.128
.067
.033
.089
.036

Standardized
Coefficients
Beta

t
5.576
5.173
-1.011
-.931
-1.186
2.072
2.222
-.448
-2.206
-1.963
2.502
-1.466
1.419
4.112
5.193
-.476
-.969
-1.119
1.587
2.078
-.513
-1.689
-1.788
2.229
-.692
1.465
2.044
2.496

.274
-.065
-.052
-.071
.121
.127
-.025
-.116
-.107
.136
-.077
.076
.272
-.030
-.054
-.066
.092
.117
-.028
-.089
-.096
.120
-.037
.077
.111
.133

Sig.
.000
.000
.313
.352
.236
.039
.027
.655
.028
.051
.013
.144
.157
.000
.000
.634
.333
.264
.113
.039
.608
.092
.075
.026
.489
.144
.042
.013

When control variables (Model 1) are used to predict students’ social sustainability attitudes (see
Table 5), by using the multiple linear regression, a statistically significant model (F=4.709,
Sig.=0.00) is obtained, with gender, grade levels and entrepreneurial experience singled out as
significant predictors (Sig.<0.05) and the predictive power of R2 = .150. When potential predictors,
correlated with the social sustainability attitudes (informing over the Internet & doing sports/staying
outdoors), are entered as predictors into the linear regression, another significant model (Model 2) is
obtained (F=5.149, Sig.=0.00). Only the factor, related to staying outside and doing sports is a
significant predictor, along with gender, grade average and entrepreneurial experience (Sig.<0.05).
The increase of predictive power, in comparison to the model with control-variables only, equals ∆R2
= .021.
Table 5: Linear regression of social sustainability attitudes

Model
1

(Constant)
Gender
Field of studys
Level of study
Student fee financing
Grade average
Mother’s education level

Unstandardized Coefficients
B
Std. Error
4.824
.807
.782
.144
-.206
.161
-.003
.068
-.024
.143
.209
.082
.071
.120

Standardized
Coefficients
Beta
.288
-.082
-.003
-.010
.150
.034

t

Sig.
5.978
5.429
-1.276
-.045
-.166
2.558
.596

.000
.000
.203
.964
.869
.011
.552
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Father’s education level
Social class perception
Work experience
Entrepreneurial experience
Social contacts with entrepreneurs
Family entrepreneurial experience
(Constant)
Gender
Field of study
Level of study
Student fee financing
Grade average
Mother’s education level
Father’s education level
Social class perception
Work experience
Entrepreneurial experience
Social contacts with entrepreneurs
Family entrepreneurial experience
Obtaining information (Internet)
Staying outside/doing sports

2

-.140
-.107
-.169
.430
-.091
.201
4.017
.772
-.138
-.004
-.011
.179
.054
-.145
-.081
-.149
.391
.006
.204
.039
.074

.121
.071
.126
.199
.157
.120
.851
.143
.162
.067
.142
.082
.119
.120
.071
.125
.198
.159
.119
.030
.033

-.064
-.080
-.073
.118
-.031
.090
.284
-.055
-.003
-.005
.128
.026
-.067
-.061
-.065
.107
.002
.091
.070
.120

-1.150
-1.515
-1.341
2.165
-.577
1.675
4.721
5.387
-.852
-.059
-.079
2.183
.459
-1.209
-1.144
-1.195
1.972
.035
1.710
1.277
2.231

.251
.131
.181
.031
.564
.095
.000
.000
.395
.953
.937
.030
.647
.228
.253
.233
.049
.972
.088
.203
.026

Although all the methodological requirements are met by all the regression models, their predictive
power is rather low. In addition, no practical insights can be gained, which represented the
motivation for additional analysis of student groups, as defined by values of control variables, and
their attitudes toward sustainability. Analysis of student groups’ differences (according to control
variables values) Nonparametric statistical testing has been performed for those control
variables, which have been singled out in the previously described linear regression models. The
test results are as follows:
•
•

•

Nonparametric tests (Mann-Whitney) confirms that females tend to accept sustainability
attitudes more than male students (Sig.=0.00), which could be also associated with the
gender-biased sample in this study.
Students with higher grades (comparing those with grades lower, equal and higher than the
mid-grade of 3, on the 1-5 grade scale – by using the Kruskal-Wallis nonparametric test)
have more positive attitudes toward natural sustainability (Sig.=0.00), which does not apply
to social sustainability attitudes.
By using the Mann-Whitney tests, it is also confirmed that students with entrepreneurial
experience have less positive attitudes toward both dimensions of sustainability (Sig<0.05).

4. DISCUSSION AND CONCLUSION
Although this study is one of the first attempts to analyze the sustainability-related attitudes of
students in SEE and selected, potential influential factors, the paper offers some interesting
insights. Firstly, different dimensions of sustainability attitudes are inter-related, which could be
expected. Only obtaining relevant information over the Internet matters as a potential predictor
of students’ sustainability measures: other information channels seem much less interesting,
which has already been hinted by Alfirević et al (2015), in their research of the general
population’s civil-mindedness. Young people, studying at HEIs, seem to fit into the category of
‘Internet-induced civil-mindedness’, suggested by the cited paper. However, the students’
attitudes are not influenced by social activism, but rather shaped by informal interests for nature
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and sports, which is in line with the previous research of social capital in Croatia and Serbia
(Pavičić, Alfirević and Bežovan, 2017).
There are, also, some interesting empirical results, coming out from the comparisons of student
groups, formed according to values of relevant control variables (appearing as significant in the
linear regression models). It could be already expected that female students have a higher level
of sustainability-related attitudes, which has been found in ethics-related research. In addition,
the sample for this study was gender biased (with the majority of female respondents), which
leaves the need for further research on the potential influence of gender to sustainability attitudes
in HEIs. It is also not surprising that higher grades are related to a higher level of the natural
dimension of sustainability, since those students might be willing to invest more time into
learning about the complex challenges of sustainable development. However, it was not expected
that previous entrepreneurial experience will be linked to the lower level of attitudes toward
sustainability, which is quite disappointing, as this suggests that the ‘real world’ experience with
the SEE economies and societies decreases the level of sustainability awareness, which might
have been created by HEIs.
Unfortunately, one of the topics to be addressed by future research in the SEE region, also needs
to be the verification of the students’ decreasing sustainability awareness, as they obtain ‘real
world’ experiences. Such research could include graduated students and/or student cohorts at
graduate or doctoral levels (controlled for age and other relevant variables). It should build upon
the previous finding, stating that business school students’ perception of entrepreneurship seems
to be driven by the own psychological characteristics, as well as experiences from the immediate
social environment (Alfirević, Umihanić & Rendulić, 2015). This finding could, also, serve as a
guideline in designing potential intervention programs, aimed at enhancing acceptance of
sustainable development, by changing the students’ attitudes and/or educational and social
processes, experienced at regional HEIs.
Future research also needs to produce a comprehensive model of influences toward the formation
of sustainability-related attitudes, as well as to propose how they are to be converted into the
students’ sustainability-oriented behavior. This could help increase the perceived legitimacy of
the entire sustainability filed and its applicability to business school teaching (Thomas, 2005), as
well as promote new approaches and pedagogies of transformative education, in which business
school students could develop new ways of understanding the sustainable practices and
principles within the business sector and the society as a whole (Sipos et al, 2008; König, 2015).
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Graph 4. FDI inflow per capita4

Source: Author’s calculations based on data from the IMF Outlook database, April 2018

4

Estimated based on data: International Monetary Fund, World Economic Outlook Database, April 2017
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Graph 5. Population in Europe, 1950-2100

Source: UN population estimates, 2017 revision

Graph 6. Net wage per employee / GDP per capita ratio, average from 1998-2018

Source: Author’s calculations based on data from Eurostat and Unctad, extracted on August 27,
2019.
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Cross-sectoral Partnership for Innovation and Growth: Can
Creative Industries Support Traditional Sector Innovations?

Monika Tomczyk1
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Abstract
At the turn of culture and economics, cultural and creative industries (CCIs) stimulate business,
technology and society as well as drive innovations within individual regions as well as on a
cross-border level. That makes CCIs and thus culture, creativity and design significant elements
of modern, post-industrial and knowledge-based economy. The purpose of the paper is to outline
expectations and needs of entrepreneurs from both creative and traditional sector for future
cooperation and implementation of cross-sectoral innovations. It has been hypothesized that
there are no guidelines how to establish a cross-sectorial process for efficient transfer of
knowledge for innovation between the two sectors, setting strong platform of international
cooperation for innovations in the region. To obtain information in this area case study of
INTERREG project was used as well as qualitative research approach building upon concepts
of innovation, strategy, creativity, and research streams, reflected in the context of intercultural,
interdisciplinary and heterogeneous environment as the South Baltic Sea Region represents. In
the frame of the project as a case study, a series of expert interviews are conducted, and
empirical expert observations made in form of qualitative surveys and experts assessments. The
presented results are based on summary reports of empirical research activities. The results of the
analysis allowed to determine that the hypothesis was true and both representatives of the
traditional and creative sectors lack proven models of cooperation and commercialization of joint
innovations.

Keywords: cross-sectoral partnership, cross-sectoral innovation, creative industries, traditional
sector
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1. Introduction
Being one of the most important vehicle of regional and national economy, SMEs have become
a topical issue on policy and business agendas. The key aim is to increase the strategic focus of
SMEs by making them more innovative, thus contributing to competitiveness and growth, as
innovation is the key to both (European Commission, 2012).In order to embed creativity and
design-driven innovation and culture and in traditional SMEs practices (maritime and green
SMEs) contributing towards the blue and green growth, sustainable development on the regional
and European level, thus strengthening business growth, smart specialization and a better
response towards economic, social and environmen tal challenges, in July 2017 a full big-scale
cross-border INTERREG project "CTCC - Creative Traditional Companies Cooperation" within
the South Baltic Programme 2014-2020 was launched by 10 partners from Germany, Lithuania,
Poland, Sweden and Denmark. The partnership representing cross-sectorial consortium –
universities, SMEs associations, business intermediaries and policy stakeholders aims at solving
real-life problems of SMEs, namely, strengthening their innovation capacity by means of
Creative Industries acting as innovation facilitators, knowledge and innovation enablers.
The project aims at setting up creative-traditional companies cooperation network across the
Baltic Sea to strengthen innovation ecosystem, creating and implementing new products and
services as well as business models integrating both sectors – creative and manufacturing
enterprises. When it comes to realistic and feasible business models and practical collaboration
between creative and traditional manufacturing / service business arrays from the maritime and
green technologies field for entrepreneurs, it is evident that special SME suitable implementation
concepts are hardly to find. The research activities and results of the CTCC project will bring out
a collaborative approach encouraging both industries - creative and traditional - to cooperate and
develop new products and services that are more sustainable, innovative and user-friendly. The
role of design and the CCIs as well as cultural contribution with which they are associated yields
a key economic issue. The real challenge lies not just in designing better products, services and
processes, but also in designing entirely new business models. Not only Europe, but specifically
the South Baltic Sea Region needs a creativity and design-driven policy to help Member States
to initiate mature policies for development and offer the arguments to support appropriate
investments in SMEs business, smart growth and sustainable living.
2. Theoretical part
The Creative Industries (CI) in the last few years has noted an increasing number of research in
the field of economics. It could be an result of the fast growth of the creative industry over the
past three decades, as well as role that CI plays in regional development (Florida, 2002). Studies
focused on different aspects of creative industry, some were dealing with the contribution of
Creative Industries to the economy, especially in terms of employment, regional development
and urban dynamics (Andari et al., 2007; Cooke and Schwartz, 2007; OECD, 2006,
Stryjakiewicz et al 2012, Tomczyk et al. 2014). More details study were conducted on the role of
innovation in the creative industries focusing on innovation activities in organization that belong
to the Creative Industries (Miles and Green, 2008; Wilkinson, 2007; Stoneman, 2007; Handke,
2004, 2006; Galenson, 2006; Green et al., 2007) other studies were tackled the role of Creative
Industries in contributing to innovation in the wider economy, particularly with regard to inputs
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from the creative industries that may be used in innovation processes in other industries (see
Bakhshi et al., 2008). According to Belgrave (2012) recent reports indicate that the
creative industries play a much bigger role in innovation than it was previously
recognized.
When considering a theoretical approach to the creative industry, it should be pointed out that
'creative' activities are difficult to categorize rigidly by classification criteria. As a consequence,
it causes tampering and ambiguity in the proposed approaches in the literature. Originally, the
term "cultural industries" appeared in English literature (Musterda 2007), while with the
development of research there was a shift in emphasis towards the concept of "creative
industries". This change is described by (Cunningham 2002, Garnhama 2005). Moreover, the
development of information and communication technology (ICT) has had a constant impact on
the theories of the creative industry, which has led to the introduction of such concepts as "digital
and copyright industries" into literature (Stryjakiewicz 2008).
The definition differences, as well as the very broad scope of the creative sector, are due to three
main issues:
1) determining the scale of activities - companies and players in the creative sector are
very diverse. Some are involved in the production and/or distribution of products and services on
a mass scale (e.g. films, video games, radio and television broadcasts, publishing houses); others
are artistic/craft activities of a more unique nature, reaching a smaller audience;
2) the value-added criterion - according to some definitions, e.g. antique trade or cultural
tourism, does not fall within the category of creative activities as it is not a new quality protected
by copyright (intellectual property);
3) economic conditions of activity - the method of classifying enterprises according to
economic conditions of operation is the third contentious issue. Some enterprises operate
receiving support from various sources, while others operate on market principles. (Tomczyk,
2014).

Figure 1. Levels of Creative industry
Source: UNCTAD’s work on the Creative Economy (2015).
The creative sector is characterised by considerable uncertainty about the demand for
manufactured products and services. This is due to the fact that they are largely experimental
goods, which are based on a subjective, intangible perception of the recipient, the so-called user
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experience. Another feature of this sector is the almost limitless variety of creative products and
services, which require extreme polar skills to produce and deliver them. This means that the
market has a high growth potential and its development will not be based on standardisation and
lowering production costs as in traditional industrial sectors, but rather on increasing and then
meeting the cultural needs of consumers who have different interests and expectations of the
final product (Szultka, 2009) . The creative sector operates in a system of four interlinked
components, as shown in the Figure 1.

Creative
services

Creative
content

Creative
experience

Creative
originals

Figure 2. Components of creative sector operation
Source: S. Szultka, Analiza potrzeb i rozwoju sektorów kreatywnych, ECORYS, Warszawa 2009,
s. 30.
Difficulties in such a diversified, specialized creative activity include internal coordination of
activities based on short lead times, reaping the benefits of the work done and protection of
intellectual property. The limitation to the creation of many cultural products is the inability of
their producers to continue to pay royalties (e.g. copyright levies) in the long term after
production. (Flew, 2002) The most frequently indicated determinants of the development of
creative sector entities include:
- innovativeness,
- globalization and new business models,
- technological change as a driver for the development of creative industries,
- convergence and user-driven innovation,
- knowledge transfer between sectors,
- increasing the importance of environmental issues.
The factors influencing the development of the creative sector are divided into hard and soft
factors. Hard factors include objective and easily measurable factors, such as the size of an urban
center, transport accessibility, and the level of wages in the region. Soft factors, on the other
hand, include those that are subjectively identifiable and hardly measurable: accessibility and
quality of housing, attractiveness of the natural environment, security, atmosphere of tolerance.
(Flew, 2002)
Creative Industry influence main four areas (Szultka, 2012):
1. Economic potential. The area has been assigned a measurable, direct impact of the
creative sector on the city/region. In this range, quantitative impact is taken into
account, i.e. direct participation of creative sectors in the economy. These include,
among others, the number of entities, employment rate, export index or added
value.
2. The innovativeness of the economy has been defined as an intangible, direct
impact. Being located between art, business and technology, creative and cultural
sectors have a strategic position and importance - they can influence external
branches of industry.
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3. And its call spillover effect. For example, the creative sector provides content for
ICT applications, thus creating demand for advanced consumer electronics and
telecommunication devices. The creative and cultural sectors increase the tourist
capacity of regions and generate new tourism trends through so-called creative
tourism, thanks to which the same number of tourists generates higher revenues.
They are also part of the value chain of the luxury goods sector (also according to
the Communication from the Commission to the European Parliament, the Council
of the European Economic and Social Committee and the Committee of the
Regions).
4. All mention above influence quality of life and cultural identity. In general, the
cultural and creative sectors have an impact on the innovation of other related
industries. The Innovation Union strategy paper refers to innovation stimulated by
non-technological factors such as creativity, design, new processes or business
models. Stimulating the potential of the creative and cultural sector can also be
important for social innovation, and thus for solving the biggest challenges facing
modern society. These challenges include climate change, demographic change and
cultural diversity (also according to European Commission, 2006).
According to the Hidden Innovation report, creative sector entities are among the most
innovative sectors of the economy (Miles, Green, Nesta, 2008). According to research conducted
in the United Kingdom, as many as 32% of companies from creative sectors declared to
introduce product innovations, compared to 21% reported in other areas of the economy. 16% of
entities declared to implement process innovations, while entities from other sectors - 11%. The
disparity is highlighted when considering breakthrough innovations defined as "at the market
level". The introduction of such innovations was declared by 14% of companies from the
creative sector, while the remaining companies declared 7%. The essence of the creative sector is
to create new ideas that fall within the category of innovation. However, the innovation of the
sector is understood differently than in traditional sectors of the economy. In this case, one
cannot talk about investments in research and development or patents, which is a measure of
innovativeness of traditional enterprises. The creative industry is created by mobile and dynamic
enterprises, which often organize themselves online and produce goods of an original or even
unique nature.
Previously innovation literature has focused on either radical technology-driven innovations or
incremental market-driven innovations. Today, there is talk of design-based innovation. Designbased innovations do not come from the market, but create new markets, do not introduce new
technologies, they push through new meanings. The report on the transformational power of
design-based innovation highlights the high potential for improving Europe's competitiveness
through this type of innovation (European Commission, 2012). At the same time, it highlights
the role of design-based innovation in the context of today's societal challenges, such as climate
change, pressure to reduce and select resources and an ageing population. The working
document on innovation - The Communication from the Commission to the Council, the
European Parliament, the European Economic and Social Committee and the Committee of the
Regions – “A strategy for growth and the Green Paper on Europe 2020 and the Green Paper Unlocking the potential of cultural and creative industries” concluded that the full potential of
creativity and design should be exploited and the link between design, innovation and
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competitiveness should be identified and exploited (European Commission, 2010). To this end,
the European Innovation Initiative on Design (EDII) was launched. The objectives of the
initiative are in line with identified needs: to raise awareness of design and creativity as a driver
for innovation; to identify and strengthen the role of design as a key discipline in delivering ideas
and transforming them into user-friendly (citizens') products, processes and services provided by
organizations, businesses and public institutions. Successive initiatives, institutions and fora at
European level advocate a growing need to address design and its application to research,
enterprise and innovation.

3. Research methodology for cross-sectoral partnership management study
The specifics of cross-sectoral partnership for innovation and growth are complex, thus authors
decided to use a case study and quantitative survey in order to deepen the phenomena
accompanying these issues in enterprises. Computer assisted personal interviews (CAPI) have
been chosen as the technique given the specifics of the respondents, who were managers of
enterprises belonging to the creative sector (e.g. IT, advertising, media) as well as traditional
(e.g. maritime, agriculture). Respondents came from various European countries and mainly
from small and medium size companies sector (SME). Information about interviewed is
presented in the figure below.

Figure 3. Information about research sample - number of employees in companies
Source: own compilation
Interviews were conducted by the authors of the paper. Interviews lasted about 40 minutes and
were recorded on the computer in accordance with the principles of anonymity of the
interviewees. The research problem presented to the respondents was:
- the lack of information about cross-sectoral partnership for innovation in practice,
especially between creative industries support traditional sector,
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-

the lack of information whether in companies employees are able to prepare and
implement cross-sectoral solutions,
- the lack of information what supports and what makes it difficult to implement crosssectoral innovations.
These problems determined the design of the interview questionnaire and research questions.
The interview began with an introduction to the general assumptions of the conversation and
ended with a summary of the main conclusions. The main part was divided into three areas:
- the first concerned the innovation policy,
- the second focused on management methods, while
- the third covered issues cooperation of traditional sector and creative one.
The interviews were aimed at verifying the hypothesis that there are no guidelines how to
establish a cross-sectorial process for efficient transfer of knowledge for innovation between the
two sectors, setting strong platform of international cooperation for innovations in the region.
The study allowed to verify this hypothesis positively and indicate that both the traditional and
creative sectors care about the high quality of products and services offered and would like to go
beyond the scheme and seek for help in this regard. Nevertheless, entities from both sectors
stated that they do not have much experience in cross-sectoral cooperation, and that they lack
good practices, models in implementing innovation based on such cooperation.

4. Results from cross-sectoral partnership management study
Majority of respondents believe there is a connection between business success and innovation
(83%). According to the answers it manifests itself in increasing productivity and effectiveness
of the company.

Figure 4. Belief in connection between business success and innovation
Source: own compilation
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Innovation also helps to improve the process of solving problems, as well to adapt to
unpredictable events. As a results show, being first to market with a new product or service gives
a significant advantage in terms of building a customer base.
Due to the fact that business representatives are convinced of the benefits of implementing
innovation, they also introduced them in their entities. Mainly the implementation of process
innovations was declared (78%):
– a new or significantly improved production or delivery method. This includes
significant changes in techniques, equipment and/or software.
In the second order, product innovations were declared (74%):
- a product or service that is new or significantly improved. This includes significant
improvements in technical specifications, components and materials, software in the product,
user friendliness or other functional characteristics.
Organizational innovations were introduced only less frequently (71%):
– a new organizational method in business practices, workplace organization or external
relations.
Marketing innovations – a new marketing method involving significant changes in product
design or packaging, product placement, product promotion or pricing were the least frequently
introduced - 55%. Thus, it can be seen that the potential of marketing innovations should be used
more often given its non-technological, creative nature. Innovation was developed mainly by
enterprise itself - 64%. Secondly enterprise developed and implemented ideas together with other
enterprises or organizations - 60%. Relatively least popular was adapting or modifying product
or services originally developed by other enterprises or organizations. Both creative and
traditional enterprises want to be active in the field of innovation. That is why respondents said
about trainings which are conducted in their entities, specifically targeted for the development
and/or introduction of new or significantly improved products and services (66%). Activities for
the market introduction of new or significantly improved goods or services, including market
research and launch advertising was also done by 61%. In-house research and development
(R&D) activities undertaken by enterprise to create new knowledge or to solve scientific or
technical problems (include software development) was mentioned by 51% of respondents.
Some activities are definitely less popular, like:
- acquisition of advanced machinery, equipment, software and buildings to be used for
new or significantly improved products or services (41%),
- acquisition of existing know-how, copyrighted works, patented and non-patented
inventions, etc. from other enterprises or organizations for the development of new or
significantly improved products and services (41%),
- enterprise contracted-out R&D to other enterprises or to public or private research
organizations (35%).
Thus, it can be seen that activities related to activities between companies are less
popular. The study confirmed that enterprises are primarily introducing innovations from their
funds but if they use external sources, they use funds from various European Union (48%) and
local government (45%).
Focusing on management methods which are used to implement innovations, respondents mainly
talked about:
- market research- 56%,
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- creative thinking methods like brainstorming - 46%,
- business model – canvas - 40%,
- service design - 40%
- management through goals - 31%
Project management methods like Agile - 21% Prince2 -15% were less popular. As the main
approach to the implementation of innovation, respondents identified a repeatable process of
improving the solutions (products) company have (50%). This approach explains why project
management is not used so often, given that the approach is more of an ongoing action. Aspects
of cooperation between traditional sector and creative one is complex and ambiguous, as
indicated by the respondents answers. 51% of surveyed admit that during past three years their
enterprise co-operate on any of your innovation activities with other enterprises or organizations.
For 42% of this groupe model for cooperation was:
•

supplying equipment, materials, components, or software.

In terms of cooperation respondents admits that theirs company’s strengths is good, qualified
staff but weakness is a lack of time. Thus, probably for this reason, the cooperation that took
place was mainly based on operational aspects and supplies. Thereby, it can be seen that some
assistance would be needed in this cooperation unfortunately role of government regulations for
cooperation has been rated as somewhat obstructive by 40% of respondents. Surveyed from
traditional sector in answer to the question said that they do wish to cooperate (or cooperate more
closely) with CCI sector (58%). However, 37% of respondents said that they do not know.

Figure 5. Willingness from traditional sector to cooperate with creative sector
Source: own compilation
In response to the same question, representatives of the creative sector said mainly - yes, we
would like to cooperate (60%). Nevertheless 34% also said - don’t know.
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Figure 6. Willingness from creative sector to cooperate with traditional sector
Source: own compilation

These answers take on a different context when compared with the information that over 70% of
respondents declare that they are aware that CCI can enrich and enhance business value creation
capacity and for this reason it is worth to adopt some specific cultural and creative dimensions.
What more 91% respondents declare that creative partners can contribute to the idea and
development of new products / services. Thus, it can be seen that the common awareness of the
importance of cooperation and benefits is high. However, in the context of current activities it
loses its importance and is not a priority. Representatives of traditional sector said that the most
significant barriers for the traditional businesses engagements into the culture and creativity is
the:
- difficulty in forecasting the benefits that such kind of relationships can generate for
business (66%).
Thus, this answer also confirms the conclusion that in the creation of cross-sectoral cooperation
models aspect of profitability should be emphasized. For representatives of CCI sector the most
significant barriers for engagements into the traditional businesses is lack of contacts, proximity
and opportunities to work with traditional businesses (47%). A promising fact for future
cooperation is that respondents from traditional sector see a need for improving knowledge and
skills related to creativity and innovation (72%). Nevertheless, if representatives of the
traditional sector took part in knowledge-raising training, it was mainly training in:
• occupational health and safety (45%) and
• foreign language (75%).
The promising fact is that respondents have stated that trainings in cooperation with other sectors
are useful when seeking to be more creative and think outside the box (88%). This is another
conclusion from the study that in order to establish cooperation there is need to present it
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realistically, thus, it would be advisable to conduct training on various business topics,
guaranteeing the participation of both experts from the both creative and traditional sectors.
5. Discussion
Knowledge exchange can increase competitiveness by creating valuable business relationships,
enabling specialization, increasing cost efficiency, ameliorating the activities of suppliers and
other industries, and accelerating knowledge spillover throughout industries. It means that crosssectoral collaboration is needed to improve innovation – which is a key to competitiveness and
growth. The contribution of the creative sector to innovation in other economic sectors is
strongly linked to the concept of open innovation (Chesbrough, 2002; Laursen and Salter, 2006).
In order for the innovation process to succeed, it is usually recommended to combine the
company's own innovative resources with an external contribution.
External input can be e.g. external knowledge (technologies developed by other organisations) or
specialised R&D services, but also innovation ideas generated by suppliers, competitors or
customers (von Hippel, 1988) and cooperation with partners in the development of innovations.
The creative industries produce intellectual property and can therefore be a particularly attractive
source of external knowledge for companies. They offer a diverse range of creative products and
services that can be integrated into the innovation process of other companies in support of
innovation or products accompanying innovation can include both innovation ideas and R&D
support and product design. Despite so many techniques and methods of designing products and
services, it is still not possible to satisfy all customers. How to improve service provision or
functionality of sold products in order to increase customer satisfaction? The answer may lie in
the field of cooperation between the creative and traditional sectors.
6. Conclusions
It can be seen that the common awareness of the importance of cooperation and benefits is high.
However, in the context of current activities it loses its importance and is not a priority. This
aspect should be changed so that cross-sectoral cooperation would increase in rank. However, in
the case of enterprises, we can see that convincing managers to undertake this type of
cooperation is focusing on its profitability. Thus, in cross-sectoral cooperation models, particular
emphasis should be placed on the profitability of these activities and the quick return of
investment. Enriching training with the presence of trainers representing the creative sector
would be desirable so that representatives of the traditional sector could learn about the CCI
potential. This aspect would also work the opposite by inviting traditional sector experts to train
for the CCI sector. This would bring the two worlds closer together and show potential benefits
for both sides.

Summary
The purpose of the paper was to outline expectations and needs of entrepreneurs from both
creative and traditional sector for future cooperation and implementation of cross-sectoral
innovations. Based on the research we can conclude that both parties are willing to cooperate but
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know each other poorly. Low knowledge translates into a lack of knowledge on how to
implement this kind of cooperation in practice. It has been hypothesized that there are no
guidelines how to establish a cross-sectorial process for efficient transfer of knowledge for
innovation between the two sectors, setting strong platform of international cooperation for
innovations in the region and this turned out to be true. Both sides need support in this kind of
cooperation. According to autroek, it would be worth, for example, at the regional level to
support this kind of cooperation, as it can significantly contribute to raising innovation at the
regional level.
JEL codes: M30, M39 M20, M29, O31
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Solving the puzzle of entrepreneurship development and
economic growth in emerging markets

Maja Ivanović-Djukić1, Suzana Stefanović2, Vesna Janković-Milić3

Abstract:Our paper has shown possible solutions to the “puzzle” related to entrepreneurship and
economic growth in emerging markets. We investigated impact of four types of entrepreneurial
activity: high-growth-expectation entrepreneurship (HEA), innovative entrepreneurship (IEA),
opportunity driven entrepreneurship and necessity-driven entrepreneurship (NEA) and different
macroeconomic conditions on GDP growth rate in emerging markets. Using panel data for 17
emerging markets for the period from 2011-2018, by applying hierarchical regression models,
we found that HEA and OEA have positive and statistically significant impact on economic
growth. Also results shown that Education for Entrepreneurship (EE) is the only component of
macroeconomic environment which has positive and statisticaly significant impact on economic
growth. The greatest contribution to economic growth has HEA in combination with Education
for Entrepreneurship. Influence of NEA on economic growth is negative, but NEA in
combination with Education for Entrepreneurship has positive and statistically significant impact
on economic growth. Unexpected is results that influence of innovative entrepreneurship on
economic growth has been insignificant. We proposed measures that macroeconomic policy
makers could implement in order to achieve higher level of economic growth in emerging
markets.
Key words:Entrepreneurship, economic growth, opportunity driven entrepreneurship, necessity
driven entrepreneurship, high-growth-expectation entrepreneurship, innovation entrepreneurship.
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1. Introduction
Emerging markets are becoming stronger competitors to developed countries of Europe and
North America, thanks to their rapid development (Lu et al., 2010). The World Bank predicts
that six emerging markets (Brazil, China, India, Indonesia, South Korea and Russia) will account
for half of the world’s economic growth by 2025 (Lin, 2011). For that reason it is very important
to analyze the drivers of their economic growth. A growing body of research has indicated that
entrepreneurs and small- and medium-sized enterprises are key drivers of economic growth in
developed countries (Carree & Thurik, 2003; 2007; 2010; Acs & Varga, 2005; Valliere &
Peterson, 2009; Van Stel & Koster, 2011; Van Stel et al., 2018). It can be expected that
entrepreneurship play an equally important role in economic growth in emerging markets
because it leads to an increase in employment, the creation of added value, the development of
an open competitive market etc. (McMillian & Woodruff, 2002; Cuckovic & Bartlett, 2007;
Kshetri, 2009; Kiss et al, 2012; Ivanović-Đukić et al., 2018). Despite the large number of papers
explaining the importance of entrepreneurship for economic growth in emerging markets,
empirical research that prove these claims are limited (Bruton et al., 2008; Kiss et al., 2012; Xu
& Meyers, 2013; Bruton et al., 2013). There are papers that investigated empirically contribution
of entrepreneurship for economic growth in individual countries (Russia, Brazil, China, India,
Turkey etc.), but papers which analyze emerging markets as a group are rare, even though
emerging markets include economies which have many similarities and very often are treated as
a uniform bloc. At the same time, the results of these empirical studies are contradictory. There
are studies that prove positive and statistically significant correlation between entrepreneurship
and economic growth in emerging markets as well as in transition economies (Hajam & Akhtar,
2016; Ivanovic-Djukic et al., 2018) but there are also empirical studies that prove the opposite
(Tang & Koveos, 2004; Valliere & Peterson, 2009; Zaki & Rashib, 2016). In other words,
"…empirically, the effect of entrepreneurship on the economic growth in emerging markets
remains to be determined" (Sautet, 2013).
Problems in the analysis of the relationship between entrepreneurship and economic growth
creates a very specific macroeconomic framework for the development of entrepreneurship as
well as the presence of various forms of entrepreneurial activity that have a different impact on
economic growth (Ahlstrom & Bruton, 2006; Zahra & Vright, 2011). The presence of these and
a large number of similar contradictions creates a “puzzle of entrepreneurship and economic
growth.“ Entrepreneurship is developing in emerging markets, but its effect on GDP growth is
unpredictable (Sauet, 2013). We believe that this puzzle can be solved by identifying and
developing the forms of entrepreneurial activity that have the greatest contribution to economic
growth in emerging markets as well as creating elements of the macroeconomic environment that
contribute the most to the development of these forms of entrepreneurial activity. We will
investigate impact of different types of entrepreneurial activity and different macroeconomic
conditions on economic growth in order to solve the “puzzle” of entrepreneurship development
and economic growth in emerging markets. The aim of the paper is to identify types of
entrepreneurship and institutional conditions that have the greatest impact on economic growth
in emerging markets and propose measures that macroeconomic policy makers could implement
in order to increase economic growth in the future. The paper first gives an overview of literature
that links entrepreneurship with economic growth in emerging markets. The next part of the

91

paper presents methodology, the results obtained and the discussion of results. The final part of
the paper presents concluding remarks and recommendations to macroeconomic policy makers.

2. Literature overview
Emerging markets include very diverse countries by country’s history, size, economic
development paths, etc. in different geographic areas. But, all of these economies have similar
macroeconomic characteristics and very often are treated as a uniform bloc. These characteristics
create a specific framework for the development of entrepreneurship and provide a unique,
quasi-experimental settings for testing existing theories.

2.1. The relationship beetwen entrepreneurship and economic growth in emerging markets
The term ‘emerging markets’ first was used in the 1980s, by World Bank Economist Antoine van
Agtmael. He used it to describe less developed countries (Bruton, 2013). The early studies in this
area have explained that emerging markets are characterized by underdeveloped marketsupporting institutions including weak laws and poor enforcement capacity of the formal legal
institutions, referred to as institutional voids (Khanna & Palepu, 2000). The differences between
these economies and the underdeveloped countries should be made, because they are
characterized by rapid economic growth and government policies favoring economic
liberalization through the adoption of a free market system (Arnold & Quelch, 1998).Taking all
these elements together Hoskisson et al. (2000) defined emerging markets as "countries with
low-income, rapid-growth and economic liberalization". A many different explanations of
emerging markets have been created since then, emphasizing the significance of the various
elements that are characteristic for them. For example, Wan and Hoskisson (2003) emphasizes
factor endowments as an important element in defining emerging markets. Wright et al. (2005)
as well as Hermelo and Vassolo (2010), emphasize that the way macroeconomic institutions are
functioning is common to these countries. Guégan et al. (2014) adds specifity of the capital
market and financial institutions as a common feature of this group.
On the other hand, a lot of scientists emphasize that evolution and change are dominant concepts
in the definition of an emerging markets because most of emerging market carrying out serious
institutional and organizational changes (Peng, 2001; Aulakh & Kotabe, 2008; Yamakawa et al.
2008; Burton, 2013). In accordance with this explanations, we will accept the following
definition: "Emerging markets are a society transitioning from a dictatorship to a free-marketoriented-economy, with increasing economic freedom, gradual integration with the global
marketplace and with other members of the GEM (Global Emerging Market), an expanding
middle class, improving standards of living, social stability and tolerance, as well as an increase
in cooperation with multilateral institutions" (Kvint, 2009). This definition encompasses very
diverse economies in different geographic areas such as East Asia, Eastern Europe, and Latin
America (Bruton et al., 2008), which are moving towards free markets including former
communist and today transition economies that started economic liberalization and implemented
free-market principles (increasing transparency, deregulation, privatization, and so on) in order
to advance their global competitiveness (Kiss et al., 2012). Together, these economies account
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for about 25 percent of global GDP and 50 percent of the world’s population (China alone
accounting for 83 percent of the global increase in metals consumption and 48 percent of the
increase in energy consumption) (WB Report, 2018). Given the growing importance of emerging
markets, a major challenge for the scientists has become analyzing the drivers of their economic
growth.
In the early 20th century, it was believed that the key drivers of economic growth were large
enterprises, because they took advantage of the effects of economies of scale and scope, so they
were very efficient, generating huge profits and employing large numbers of people (Burns,
2011). However, in the 1970s, a number of large companies faced many problems. It turned out
that large organizational systems were inflexible, slowly adapting to new market conditions. In
contrast, SMEEs were much more successful in coping with the new reality (Sorin-George et al.,
2014). As a result, an increasing number of scholarly papers appeared, pointing to the
importance of SMEEs for economic growth (Cornelius et al., 2006).
Rising share of SMEEs in the economic activity in most developed countries of the world has led
to a change of economists’ perception regarding the drivers of economic growth. They started
devoting considerable attention to analyzing the phenomenon of entrepreneurship and its links
with economic growth. What is more, there is a number of empirical studies, demonstrating the
positive impact of entrepreneurship on economic growth. For example, a studies conducted by
Carree and Thurik in developed countries (1998; 2003; 2010), as well as Carree et al. (2007)
points to the fact that the economies with greater share of entrepreneurial activity compared to
the ones with a smaller share of entrepreneurial activity in the economy, have higher growth
rates because entrepreneurial activity contributes to increasing productivity and improving
national competitiveness. Also, Acs and Varga (2005) found that entrepreneurship significantly
impact economic growth, due to the spillover effect of knowledge generated during growth.
Wong et al. (2005) have reached the similar conclusions, claiming that business creativity and
innovation of SMEEs, have great significance for the economic growth in developed countries.
Valliere and Peterson (2009), also empirically confirmed these results in developed countries.
There are also research studies pointing to the importance of entrepreneurship for economic
growth in emerging markets and transition economies (McMillian & Woodruff, 2002; Cuckovic
& Bartlett, 2007; Kshetri, 2009; Kiss, 2013; Ivanović-Đukić et al., 2018). The importance of
entrepreneurship for the transition economies lies in the fact that it enables the creation of open
competitive market (Megginson & Netter, 2001), thus leading to the limited market power of
public enterprises (McMillian & Woodruff, 2002; Ivanović-Đukić et al., 2018). The particular
importance of small enterprises and entrepreneurs in emerging markets, that are increasingly
market-oriented, lies in the fact that they are very dynamic, quick to learn, and prone to rapid
change (Bruton et al., 2008; Cuckovic & Bartlett, 2007). These changes are important for the
competitiveness of these enterprises and entrepreneurs, and at the end, for the economy as a
whole (Carlin, 2001).
Privious research show that the number of papers exploring the importance of entrepreneurship
for emerging markets are limited. For example, Bruton et al. (2008) investigated papers
addressed entrepreneurship in emerging markets. They found that there were only 43 articles (out
of 7,482) published in leading journals during the period 1990-2008 on that topic. Recent meta93

analysis show that research on entrepreneurship in emerging markets has grown significantly in
the last several years. For example, Kiss et al. (2012) examined comprehensive and detailed
investigation of entrepreneurship in emerging markets. They concluded that researches on
entrepreneurship in emerging markets show itself as a vibrant and rapidly growing stream.
However, these researches are methodologically and topically very diverse, geographically
focused and fragmented (Kiss et al., 2012). Kiss et al. (2012) concluded: "Therefore, in order to
develop a better understanding of entrepreneurship and their role in economic growth in
emerging markets further integrative studies are needed to get a better overview of
contextualized knowledge stock in this field".Zolfagahari et al. (2013) came to a similar
conclusion in their meta analysis. They concluded that: "entrepreneurship in emerging markets is
still an under-studied subject and in the future we should incorporate many more studies in our
analysis". The causes of such conclusions are largely conditioned by the presence of a small
number of empirical research (which, using quantitative methods, make reliable conclusions) in
emerging markets. For example, Zolfagahari et al. (2013) found relatively small number of
quantitative studies within the total sample.
The next serious limitation are conclusions of these investigations which are contradictory.
Despite the increasing number of papers claiming that entrepreneurship contributes to economic
growth there are empirical studies that prove the opposite. For example, research conducted by
Valliere and Peterson (2009), based on a sample of 20 emerging markets, does not confirm that
entrepreneurship significantly affects economic growth, and they conclude that emerging
markets need to reach a certain developmental threshold so that entrepreneurship could make its
full contribution to economic growth. A study, conducted by Tang and Koveos (2004), showed a
negative correlation between entrepreneurship and economic growth, in emerging markets. Also,
Zaki and Rashib (2016), empiricaly proved that entrepreneurship has a statistically significant
negative impact on economic growth, on a sample of 7 emerging economies. Sabel et al. (2014),
confirms that entrepreneurship has a positive, but statistically insignificant influence on the GDP
growth rate in Palestina.
2.2. The “puzzle“ of entrepreneurship development and economic growth in emerging
markets
The fact that entrepreneurship is rapidly develops in emerging markets and theoretical
explanations for its importance for economic development, on the one hand, and the results of
statistical analysis that indicate a negative or statistically insignificant impact of entrepreneurship
on economic growth on the other side, remains a “puzzle” for scientists. Problems related to
contribution of entrepreneurship on economic growth in emerging markets are influenced by the
large number of factors that are specific for these countries (Ahlstrom & Bruton, 2006; Zahra &
Vright, 2011). First, macroeconomic characteristics create a specific framework for the
development of entrepreneurship. Also, entrepreneurial activity itself is quite specific in
emerging markets.
Emerging markets have a number of macroeconomic characteristics that influence the
contribution of entrepreneurship to economic growth (Ahlstrom & Bruton, 2006; Zahra &
Vright, 2011). Some of them are the following: high volatility, insufficiently developed capital
market, presence of grey economy, corruption, unfair competition, non-incentive tax system,
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discriminatory legislation, unstable legal and political system, underdeveloped market economy
mechanisms etc. (Bartlett & Bukvić, 2001; Čučković & Bartlett, 2007). Volatility is the pace at
which prices move higher or lower. Emerging markets are more susceptible to volatile currency
swings as well as commodities prices swings (such as oil or food). That's because they do not
have enough power to influence these movements. A high level of volatility leads to an increase
in economic instability that distorts the development of entrepreneurship. Also, capital markets
and financial institutions are insufficiently developed in emerging markets (Guegan et al., 2014).
Therefore, potential entrepreneurs may have serious problems in acquiring capital to start and
develop their business (Stefanovic et al., 2013). High risks posed by economic, political and
regulatory uncertainty very often limitate the incentives for potential entrepreneurs to innovate.
Underdeveloped financial market makes fundraising difficult for entrepreneurs, which is
necessary to exploit recognized market opportunities or to finance innovative solutions. Markets
are often imperfect, and inappropriate property rights and weak contract enforcement make
returns on innovations risky, while deficient infrastructure, low per capita incomes, and
institutional barriers make it difficult for innovations to spread (Szirmai et al., 2011).
Most firms in emerging markets are confronted with many costly and time consuming regulatory
and administrative barriers when registering (WB/IFC, 2013). Add to this the many indirect
costs, such as bribes and service fees for processing business permits without excessive delay
(Autio & Fu, 2013). Consequently, in countries with unclear entry regulations, a weak rule of
law, and poor protection of property, many entrepreneurs will probably prefer to remain informal
(Gelb et al., 2009). Additionaly, emerging markets yet have had a problem with underdeveloped
institutional infrastructures such as legal systems and trade policies (Bruton et al., 2008; Tracey
& Phillips, 2011). Such institutional geps and lack of resources has stimulated entrepreneurs
sometime to rely on social and informal networks in order do develop their busines. It has led to
the informal entrepreneurship (Yamakawa et al., 2008; Che Senik et al., 2011; Tracey & Phillips,
2011). Some entrepreneurs do not register their business and entrepreneurship become informal
(GDP estimates of informal economies unsurprisingly translate to approximately 65% of all
employment in Asia, 51% of employment in Latin America, and 72% of employment in
North/Sub-Saharan Africa) (González & Lamanna, 2007). In many such cases, entrepreneurship
is socially productive (it contributes to increasing employment, reducing poverty and solving
other social problem), but it does not contribute to an increase in GDP growth rate (Sauet, 2013).
Therefore entrepreneurship exists, the number of entrepreneurs is increasing, but their capacities
for development are limited due to the presence of unfair competition, which unrealistically
reduces prices and profit (Sauet, 2013).
Also, in many emerging markets, government officials very often have interference in starting
and running entrepreneurial businesses, by political networks, directing state financial incentives
(subsidies, grants), inspection supervision, etc. In addition, the presence of a grey economy in lot
of emerging countries encourages the development of informal entrepreneurship. This and a
large number of other macroeconomic characteristics that are common for lot of emerging
markets create a specific framework for the development of entrepreneurship. Another reason for
the unpredictable impact of entrepreneurship on economic growth is the participation of various
forms of entrepreneurial activity. For example, in former central planned economies
entrepreneurs and small and medium size enterprises (SMEE) created in the process of
privatization and transformation of state-owned enterprises made a significant part of
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entrepreneurial activity (Belka, 1995; Carlin, 2001). Many laid-off workers from privatized
socially-owned companies, driven by necessity, started their own business. For that reason,
necessity-driven entrepreneurial activity has high share in total entrepreneurial activity in
emerging and transition markets (McDonald et al., 2006; Moreno & Casillas, 2007; Valliere &
Peterson 2009; Bell, 2013). The numerous studies, conducted on the example of developed
countries, have proven that necessity-driven entrepreneurial activity has a much lower
contribution to economic growth, compared to other forms of entrepreneurship (Acs & Varga,
2005; Fritsch, 2007; Poschke, 2013; Ivanović-Đukić et al., 2018). Necessity driven
entrepreneurship is largely present among the self-employed persons, which increases the
probability that the firm has no employees. Even if the self-employed have other employees,
their number is, in case of necessity entrepreneurship, by about 3.2 times lower than the average
number of employees in entrepreneurial organizations (9.6 employees). It is economically very
important, because it affects the employment rate and value added (Poschke, 2013). Furthermore,
research shows that necessity entrepreneurship does not create knowledge that leads to the
development of the business, so that it has a much lower contribution to economic growth,
compared to other types of entrepreneurship (Acs & Varga, 2005). Additionaly, necessity driven
entrepreneurs created as a result of the privatization process of large socially-owned enterprises
(SOEs), have some inherited characteristics of the previous system (related to the behavior of the
employees, value system, culture and the like), due to the fact that they are hard to adapt to
changed economic circumstances and slowly developing.
One of the characteristics of entrepreneurial activity in emerging markets is the large presence of
family businesses driven by returnees from developed countries. Very often, natives, who return
to their home country after gaining experience in developed market economies, start their own
business in home countries (Wright et al., 2008). They transfer knowledge, experience, capital,
and ideas from developed into emerging markets, which has enormous importance for economic
growth and development in emerging markets. Sometimes, their new ventures are not innovative
in terms of technological and business knowledge that exists in developed economies but they
are new in those national emerging markets, so we can consider them as an innovative form of
entrepreneurial activity in terms of business practice and skills. As it is known, innovative
entrepreneurship has a huge contribution to economic growth because it encourages the process
of creative destruction (Schumpeter, 1934, p. 78). According to Schumpeter, creative destruction
(incessantly destroying the old structure, incessantly creating a new one) is a key driver of
economic growth (Schumpeter, 1934, p. 83). Such claims are confirmed by a large number of
empirical research conducted in developed countries. For example, Van Stel et al. (2013) proved
that inovative entrepreneurs initiate a process of “creative destruction” in Netherlands. The
emergence of start-up firms, with new products and services that compete with existing
businesses, contributes to survival and grow of the most competitive companies only, thus
leading to regional economic development.
However, a much more significant form of innovative entrepreneurial activity in emerging
markets is connected to development of high-tech products (developed by highly educated high
growth, and globaly oriented entrepreneurs) stimulating development of high growth
entrepreneurship (Bruton, 2013). Under Schumpeter's influence, Sussan and Acs (2017) notice
that high-growth entrepreneurship effectively means activities necessary to create an innovative
high-growth ventures in conditions where markets have not been fully established or known, as
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well as manufacturing process itself. These entrepreneurs through innovation contribute to the
growth of productivity and economic growth. The enormous global digital market allows to these
entrepreneurs the extremely high growth rates and income in a very short time (Ries, 2011). At
the same time, they employ a significant number of new workers and create enormous added
value. Also, development of high growth oriented entrepreneurs are very often followed by
development of new industries and supportive mechanisms, such as: start up ecosystems, venture
capital funds, accelerators, blockchain technologies, which stimulate high economic growth.
Many empirical studies, conducted in developed countries have shown that high growth oriented
entrepreneurship had the greatest contribution to economic growth (Wong et al., 2005; Moreno
& Casillas, 2007; Valliere & Peterson, 2009). Valliere and Peterson (2009) point to similar
conclusions, proving that great contribution of entrepreneurship to economic growth can be
attributed to the high prevalence of entrepreneurs with high growth expectations.
Creating a new combination of resources, with the application of the digital technology, in the
direction of creating economic activities that exploit the opportunities of the entire global market
and achieve high growth rates, becomes the key driver of economic growth in emerging
economies. Acording to Global Start up Ecosystems Report (2018, p. 30), some emerging
markets (China, Israel) have ecosystems which are good ranked on the global list (Beijing is 4th,
Tel Aviv is 6th, Shangai is 8th), thanks to its excellent performance, measured by number of new
start ups and high growth rates of ecosystems. All the above specificities related to
entrepreneurship and economic growth are reminiscent of the puzzle. In order to solve this
“puzzle” it should answer two specific research questions:
1) How do different types of entrepreneurial activity contribute to GDP growth in emerging
markets?
2) How do macroeconomic variables, in combination with different types of entrepreneurship,
affect GDP growth in emerging markets?

3. Research methodology
3.1. Sample characteristics
There is no universal consensus on exactly which countries qualify as emerging markets. For
example, Morgan Stanley Capital International Emerging Market Index, lists 24 developing
countries qualified as emerging markets – including: Brazil, Chile, China, Colombia, Czech
Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Pakistan,
Peru, Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, Turkey, and
United Arab Emirates (MSCI, 2019). The International Monetary Fund (IMF) classifies 23
countries as emerging markets, Standard and Poor's (S&P) classifies 23, Russell classifies 19
countries as emerging markets, while Dow Jones classifies 22 countries as emerging markets.
In our sample we chose those countries which were included in the list of emerging markets by
at least 6 out of a possible 9 classifications that can be found
(https://en.wikipedia.org/wiki/Emerging_market#Commonly_listed, n.d.). Additional criteria
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for countries selection were data available in the GEM (Global Entrepreneurship Monitor). List
of selected countries is presented in Table 1.

Table 1 Countries included in the study and GDP per capita in 2018
GDP per capita, current
Real GDP growth
Country
prices (U.S. $ per capita)
(Annual percent change)
Brazil
8,967.66
1.1
Chile
16,078.71
4.0
China
9,608.42
6.6
Colombia
6,684.44
2.7
Egypt
2,573.29
5.3
Hungary
15,923.82
4.9
India
2,036.20
7.1
Indonesia
3,870.56
5.2
Malaysia
10,941.75
4.7
Mexico
9,807.44
2.0
Peru
7,002.09
4.0
Poland
15,430.93
5.1
Russian Federation
11.326.77
2.3
South Africa
6,377.29
0.8
Taiwan
24,971.37
2.6
Thailand
7,187.19
4.1
Source: IMF

3.2. Research model and variables
The study has two phases. First, principal component analysis is used to group a characteristics
of the macroeconomic environment, suggested by GEM. Furthermore, panel data regression
analysis was performed in order to estimate influence of different types of entrepreneurial
activity and selected characteristics of the macroeconomic environment on economic growth. In
order to study the influence of the macroeconomic environment, we used 12 characteristics of
the macroeconomic environment, suggested by GEM. Since the model includes too many
variables with a limited amount of data available, principal component analysis is performed, to
reduce the number of variables related to the characteristics of the macroeconomic environment.
By using this method, 12 indicators that evaluate the characteristics of the macroeconomic
environment are grouped in three composite variables. For that cause, factor analysis has been
performed three times (for each variable separately). In all three cases, the assumptions for
applying factor analysis were met (Kaiser-Meyer-Olkin (KMO) statistics higher than 0.6).
Squared factor loading served as a base for weights calculation for each variable. The weights
show the relative participation of each of selected characteristic of the macroeconomic
environment in the variables created.
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Table 2 Composite variables
Indicators
DGSE
Financing for Entrepreneurs
(FE)
Governmental Support and
Policies (GSP)
Governmental Programs (GP)

Basic School Entrepreneurial
Education and Training (BE)
Post School Entrepreneurial
Education and Training (PS)
R&D Transfer (RDT)

Internal Market Dynamics
(IMD)
Internal Market Openness
(IMO)
Physical and Service
Infrastructure (PSI)
Taxes and Bureaucracy (TB)

Commercial and Professional
Infrastructure (CPI)
Cultural and Social Norms
(CSN)

Factor loadings (weights)
EE
GCM
E

0.787
(0.309
)
0.914
(0.358
)
0.849
(0.333
)
0.816
(0.316
)
0.850
(0.329
)
0.917
(0.355
)
0.905
(0.214
)
0.612
(0.145
)
0.517
(0.122
)
0.853
(0.202
)
0.583
(0.138
)
0.758
(0.179
)
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The first composite variable includes direct govermental measures to support the development of
entrepreneurship, such as: Financing for Entrepreneurs, Governmental Support and Policies and
Governmental programs. Financing for Entrepreneurs represents the availability of financial
resources equity and debt for small and medium enterprises (SMEs) (including grants and
subsidies). Governmental Support and Policies explain extent to which public policies support
entrepreneurship as a relevant economic issue. Governmental programs are those which directly
assisting SMEs at all levels of government (national, regional, municipal) (Bosma, Kelley 2018).
This composite variable is called the Direct Governmental Support to Entrepreneurship (DGSE).
The second composite variable refers to education for entrepreneurship at all level of education
as well as R&D transfer. It includes: Basic school Entrepreneurial Education and Training (BE),
Post school Entrepreneurial Education and Training (PS) and R&D Transfer (RDT). The Basic
school Entrepreneurial Education and Training explains the extent to which education and
training in creating or managing SMEs is incorporated within the education and training system
at primary and secondary levels. Post school Entrepreneurial Education and Training is the
extent to which education and training in creating or managing SMEs is incorporated within the
education and training system in higher education such as vocational, college, business schools.
R&D Transfer is the extent to which national research and development will lead to new
commercial opportunities and is available to SMEs (Bosma, Kelley 2018). This composite
variable is called Education for Entrepreneurship (EE).
The third composite variable refers the general characteristics of the macroeconomic
environment, which may indirectly affect entrepreneurial activity and its impact on economic
growth. These include: Internal Market Dynamics, Taxes and Bureaucracy, Physical and Service
Infrastructure, Commercial and Professional Infrastructure and Internal Market Dynamics.
Internal Market Dynamics explain the level of change in markets from year to year. Taxes and
Bureaucracy refer the extent to which public policies support entrepreneurship - taxes or
regulations are either size-neutral or encourage new and SMEs. Physical and Service
Infrastructure explain ease of access to physical resources, communication, utilities,
transportation, land or space at a price that does not discriminatory against SMEs. Commercial
and Professional Infrastructure are the presence of property rights, commercial, accounting and
other legal and assessment services and institutions that support or promote SME. Internal
Market Dynamics – the extent to which new firms are free to enter existing markets (Bosma,
Kelley 2018). This composite variable is called the General Characteristics of the
Macroeconomic Environment (GCME).
After that, we investigated influence of different types of entrepreneurial activity as well as its
combination with macroeconomic variables on GDP growth in emerging markets. We do not
want to explain short term economic growth but rather growth in the medium term (as
recommended by Van Stel et al., 2005). We stay close to the model of Van Stel et al. (2005) and
Carree et al. (2002) and choose average annual growth rate of GDP as the dependent variable.
We used three components of the macroeconomic environment (EE, GCME, DGSE) as
independed variables, as well as different types of entrepreneurship activity ie. Innovative
Entrepreneurial Activity (IEA), High growth Expectation Entrepreneurial Activity (HEA),
Oportunity-driven Entrepreneurial Activity (OEA) and Necessity-driven Entrepreneurial Activity
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(NEA). High-growth Expectation Early-stage Entrepreneurial Activity (HEA) represents the
percentage of early-stage entrepreneurs who expect to employ at least 20 people five years from
now. Innovative Entrepreneurship is percentage of those involved in TEA who indicate that their
product or service is new to at least some customers and that no businesses offer the same
product. Necessity-driven Entrepreneurial Activity is percentage of those involved in TEA who
perceive entrepreneurship as a last resort and start a business because they either do not have
other employment options, or such options are unsatisfactory.
Oportunity-driven Entrepreneurial Activity represents all start-ups and newly established
businesses (younger than 42 months), which emerge as a result of perceived business market
opportunities (Bosma & Kelley, 2019). As these GEM indicators are expressed as a percentage
of TEA, we multiply them by TEA, so that our independent variables are expressed as
percentages of the adult population, similar to TEA itself. Data on real GDP growth and GDP
per capita are taken from International Monetary Fund. List of used variables is present in Table
3.
Table 3 List of used variables
Variable
GDP growth rate (r)
DGSE
EE
GCME
High growth expectation entrepreneurship (HEA)
Innovative entrepreneurial activity (IEA)
Oportunity-driven entrepreneurship (OEA)
Necessity-driven entrepreneurship activity (NEA)

Variable
Type
Dependent
Predictor
Predictor
Predictor
Predictor
Predictor
Predictor
Predictor

Model
All
1,3,4,5,6
1,3,4,5,6
1,3,4,5,6
2,5
2,6
2,3
2,4

Our models employ data from the period 2011-2018. Our estimation sample therefore consists
of a balanced panel of 17 emerging markets. Missing values for some of the indicators are
estimated on the basis of the values of these indicators in previous years, or based on the value
of a given indicator in similar countries in the region to which the particular country belongs.

4. Results and discussion

4.1. Results
The results of descriptive statistics are presented in Table 4.
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Table 4 Descriptive Statistics – mean and standard deviation*

GDP growth rate
(r)
DGSE
EE
GCME
High growth
expectation
entrepreneurial
activity (HEA)
Innovative
entrepreneurial
activity (IEA)
Oportunity-driven
early-stage
entrepreneurship
activity (OEA)
NEA

Minimum
-3.5%

Maximum
8.2%

Mean
3.62%

Std.
Deviation
2.08%

Coeff. of
Variation
59.03%

1.86
1.65
2.36
0.15

3.62
3.44
3.59
12.76

2.53
2.45
2.85
3.17

0.36
0.34
0.26
2.64

14.23%
13.71%
9.19%
83.12%

0.10

14.80

3.53

3.03

86.01%

0.09

21.72

6.03

4.55

75.53%

0.02

9.00

3.02

1.86

61.50%

Valid N (listwise)
According to the results of descriptive statistics, the highest average value has the composite
variable named General Characteristics of the Macroeconomic Environment (2.84), while the
lowest average value applies to Education for Entrepreneurship (2.45). Also, average value of
Opportunity-driven early-stage entrepreneurship activity is much higher compared to the
average value of Necessity-driven early-stage entrepreneurship activity in observed sample
(6.02 vs. 3.02). The coefficient of variation, as a relative measure of dispersion, is a good
indicator of the heterogeneity of the sample. According to this indicator, the analyzed countries
are the most heterogeneous in aspect of Innovative entrepreneurial activity (86.01%), while
they are the most homogeneous when it comes to General Characteristics of the
Macroeconomic Environment (9.19%).
The method of panel data regression analysis is used to examine the impact of entrepreneurship
on economic growth in selected emerging markets. We had six regression models.. Model 1
analyses the impact of OEA, NEA, HEA and IEA on economic growth. Model 2 analyses the
impact of components of macroeconomic environment connected to the entrepreneurship on
economic growth. Models 3, 4, 5 and 6 combine type of entreprenurial activity and components
of macroeconomic environment (Model 3 combines OEA and component of macroeconomic
environment, Model 4 NEA and component of macroeconomic environment, Model 5 HEA
and component of macroeconomic environment, Model 6 IEA and macroeconomic
environment).
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Due to the fact that we have panel data before proceeding with the interpretation of the
regression analysis results, it is necessary to decide which model the best describes the analysed
data –the Fixed Effect Model (FEM) orthe Random Effect Model (REM). Therefore, several
tests were performed. According to the obtained test results Random Effect Model (REM) has
chosen.The results of the conducted regression analysis are presented in Table 5.
Table 5: Regression results

Constant

Model 1

Model 2

Model 3

Model 4

Model 5

Model 6

-1.609
(0.488)

-47.743
(7.106)

-51.651
(6.401)

-119.973
(21.784)

-9.335
(4.669)

-211.244
(11.942)

(OEA*TEA/100) 0.359***
(0.058)

(NEA*TEA/100)

0.446***
(0.077)

-0.7***
(0.083)

1.138***
(0.326)

(HEA*TEA/100) 2.109***
(
0.198)
(IEA*TEA)/100

0.157
(
0.100)

DGSE

2.410
(0.179)
3.771
(3.633)

EE

-9.595**
(3.791)

-1.978
(3.625)

-0.808 59.455***
(1.939)
(3.684)

18.937*** 36.445*** 58.344*** 18.413***
(3.337)
(4.208)
(11.732)
(1.905)
GCME

R2

3.194***
(0.192)

0.761

0.656
(2.307)
0.488

Adjusted R2
0.754
0.477
Dependent Variable: GDP growth rate
b
t-values are in the brackets
* Significant at 0.10 level.
** Significant at 0.05 level.
***Significant at 0.01 level.

-2.347
(2.131)
0.592

-0.723
(2.251)
0.531

0.581

0.518

-6.727***
(2.489)

-12.26*** 39.535***
(1.529)
(3.039)
0.834
0.763
0.830

0.756
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Model 1 shows that statisticaly significant impact on economic growth at the level of 1% have
HEA, OEA and NEA, impact of IEA is positive, but insignificant. The greatest contribution to
economic growth in emerging markets has HEA. The contribution of the OEA is slightly smaller,
but it is also positive, while the NEA has a negative impact on on economic growth in emerging
markets. This model explains 75,4% variability in GDP growth (adjusted R2 = 0.754).
Model 2 shows that Education for Entrepreneurship (EE) is the only component of
macroeconomic environment which has positive and statisticaly significant impact on economic
growth at the level of 1% of significace in emerging markets. Influence of other components are
positive, but insignificant. Component of macroeconomic environment explain 47,7 variability in
GDP growth (adjusted R2=0.477). When we include in model OEA (Model 3) we find that
adjusted R2 increases and that is 0,592. Impact of OEA is positive and statisticaly significant, as
well as impact of Education for Entrepreneurship, at the level of 1% of significance. But in that
case influence all other components of macroeconomic environment is negative. NEA in
combination with EE (Model 4) has positive and statistically significant impact on economic
growth, but R2 decreases and it is 0.53 in that case. The highest value of R2 (0.830) is in model 5,
which examines the impact of HEA and components of macroeconomic environment. The
impact of HEA and Entrepreneurship Education is positive and statistically significant at a
significance level of 1%, while the impact of the General Macroeconomic Environment is
negative and statistically significant. A completely differente situation with the components of
the macroeconomic environment is in Model 6. EE in combination with IEA has negative
influence on economic growth, while influence of Direct Governmental Support to
Entrepreneurship as well as General Characteristics of the Macroeconomic Environment is
positive and statistically significant at a significance level of 1%. Impact of IEA is insignificant,
but this model explains 75,6% variability in GDP growth (adjusted R2 = 0,756).

4.2. Discussion
Our paper has shown possible solutions to the “puzzle” related to entrepreneurship and economic
growth. The results of empirical study conducted on a sample of 17 selected emerging markets
have shown that the HEA, OEA and EE have positive and statistically significant impact on
economic growth in emerging markets. The higest percent of variability of GDP growth are
explained by HEA and EE. This is in accordance with the result of studies conducted in
developed countries, but different compared to results obtained by prior research in emerging
markets. For example, Valerie and Peterson (2009) concluded that impact of HEA on economic
growth are negative and insignificant in emerging markets. It can be explained by the fact that
the economic environment has been improved in emerging markets recent years, which has
become stimulative for high growth oriented entrepreneurs. The number of these entrepreneurs is
increasing rapidly, they are creating significant added value and employing a great number of
workers, thus contributing to an increase in economic growth. This is confirmed by the large
number of successful start-up ecosystems, especially in China and Israel, which ranked among
the top 10 in the world. This is also confirmed by the large number of start-ups in Israel, which
attracted huge foreign investment in the country and stimulated economic growth additionaly.
For example, it has been 1400 new technology start-ups in Israel in just one year (2015). These
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high growth entreprenurs acting as a magnet for many of the world’s largest companies
(Bloching & Leutiger, 2016).4
OEA has also been identified as a “productive” form of entrepreneurial activity in emerging
markets. This was expected and consistent with the results of empirical research conducted in
developed countries, but different compared to results obtained by prior research which showed
positive but insignificant impact (Valerie & Peterson, 2009). EE in combination with OEA has
also positive and significant impact on GDP growth. It can be explained by the fact that increase
in the level of entrepreneurship education influence growth of potential entrepreneurs starting a
business driven by recognized opportunities. The development of such businesses lead to
economic growth. It is interesting that the direct support measures in this model have a negative
impact on economic growth. It can be explained by the high level of corruption present in
emerging markets. Corrupt civil servants give grants to their friends who establish “phantom
firms” or businesses which failed and disappear from the market very soon (Ivanović-Djukic,
2019).
NEA alone has a negative impact on economic growth. This is in accordance with the result of
studies conducted in developed countries and emerging markets (Acs & Varga, 2005; Fritsch,
2007; Poschke, 2013; Ivanović-Đukić et al, 2018). But NEA in combination with EE has positive
and significant influence on economic growth. It can be explained by fact that the main
limitation of NEA is because it does not create knowledge that leads to the development of the
business (Acs & Varga, 2005). Obviously, further education of NEA entrepreneurs as well as
gaining experience leads to the improvement of their business, and it has a positive impact on
economic growth. Unexpected is results that innovative entrepreneurship has had insignificant
impact on economic growth. It is different compared to research conducted in developed
countries (Salgado-Banda, 2007). It can be explained by the fact that the macroeconomic
environment in emerging markets is specific. A lot of new ventures which are innovative for
emerging markets are not innovative in terms of knowledge that exists in developed economies.
They cannot take advantage of the global market as it is the case with IEA in developed
countries. They have positive impact on economic growth in first year, due to added value, but
do not have positive impact in long term because they usually operate on a small scale, involving
simple business activities which have no significant impact on GDP growth. Very often their
businesses are replicative (on the global market, innovative only for local market) and take a
share of the other’s pie instead of increasing the size of the pie itself.

5. Conclusion and policy recommendations
Over the past decade, many studies on entrepreneurship have tended to assume that
entrepreneurship is extremely important for economic growth. For that reason academics and
policymakers have demonstrated renewed interest in entrepreneurship as an engine for
economic growth. But, entrepreneurs generally act differently depending on their institutional
settings, and their contribution to economic growth are not the same. The specific and scarcely
4

In only the first three months of 2016, Sony snapped up chip developer Altair for USD 212 million, Oracle
bought Israeli cloud computing specialist Ravello for USD 500 million, and Cisco spent USD 320 million on
Leaba, another chip-design start-up in Israel.
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studied institutional context is the one which exists in emerging markets. Besides, emerging
markets hold more than billion people, the potential impact of entrepreneurship on the
subsistence of economy has largely been ignored.
The research papers on this topics, in emerging markets has grown significantly in the last
several years.They explain that entrepreneurship is important for economic growth in emerging
markets. But empirical studies does not confirm these theoretical assumptions (Tang & Koveos,
2004; Valliere & Peterson, 2009; Sabel et al., 2014; Zaki & Mohebeb, 2016). In other words,
entrepreneurship is developing in emerging markets, the number of entrepreneurs and SMEs
have been increasing, but their contribution to economic growth is limited. It creates a “puzzle”
for scientists. A possible explanation for this situation is the impact of a very specific rapidly
changing environment, the presence of the number of small-scale, informal, self-employed, and
often unproductive entrepreneurs outweigh the number of productive, etc. Therefore, recent
meta-analysis on this topic concluded that further integrative studies are needed to get a better
overview of contextualized knowledge stock in order to develop a better understanding of
entrepreneurship (Kiss et al., 2012; Zolfagahari et al., 2013).
We tried to find solution of this “puzzle” by analyzing the specificities related to the
macroeconomic environment and forms of entrepreneurial activity. Principal component
analysis method, as a extraction method within factor analysis, has been used in order to create
composite variables referred to different characteristics of macroeconomic environment. Panel
data regression models were developed with purpose to investigate the effect of different types
of entrepreneurship on economic growth and components of macroeconomic environment in 17
selected emerging markets on data for period 2011-2018. We found that education for
entrepreneurship is only component of macroeconomic environment which has positive and
statisticaly significant impact on economic growth. Also we found that HEA and OEA have
positive and statistically significant impact on economic growth in emerging markets.We also
found that contribution of HEA is the greatest in emerging markets, similar as developed
countries, but different from previous research conducted in emerging markets. Moreover, the
contribution of IEA on economic growth was found insignificant.
In order to increase contribution of entrepreneurship to economic growth in emerging markets,
it is necessary to implement a lot of different measures. Perhaps the most important
responsibility lies with knowledge institutions. Education and the development of
entrepreneurial skills play an important role in increasing the likelihood of survival of new
firms, and in improving their economic performance. Since knowledge institutions traditionally
play an important role in innovations which contribute to new value creation, they are the most
appropriate stakeholder in taking the initiative in promoting new business solutions, and change
the mindset with regard to entrepreneurial attitudes (e.g. opportunity perception), abilities (e.g.
start-up skills), and aspirations (e.g. innovation, high-growth). For example, the presence of a
large number of engineering colleges has provided a steady flow of skilled employees for HEA.
Providing entrepreneurship-specific training as a degree or vocational curricula can benefit a
young talents, at both the leadership and employee levels. Public and private educational
institutions play a leading role in supporting education and training, and the corporate sector
could contribute content, curriculum, and delivery mechanisms (such as on-site learning). Also
hubs for R&D, boast a number of institutes catering to industry needs.
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Also very important could be role of government and policymakers in creating an environment
conducive to business formation: making it easy to launch and operate a business. Since our
results shown that HEA the greatest contribution to economic growth it should be helpful to
offer some support mechanisms such as different entrepreneurial ecosystems (startup
ecosystems, business incubators, accelerators, hubs, etc). The entrepreneurial ecosystem
encourages the creation and development of HEA thanks to different forms of support such as:
mentoring, consulting services, contacts with investors, etc. By linking technology, capital and
know-how within a protected and enabling environment, the process of business creation can be
speeded up, while the probability of failure can be reduced.
In addition, the role of the government should be in addressing other market deficiencies, e.g.
access to finance, infrastructure, labor markets. For innovative entrepreneurs two groups of
resources are most important: financial capital and human capital. Entrepreneurs do not have
access to the formal capital market, and banks are not interested in them because of the high
risk. It is important to attract informal investors (business angels, venture capital funds etc).
But, they want consistent regulation and the ability to move money in and out of the economy,
what is not case in emerging markets. For this reason, it would be useful for the state to provide
prospective entrepreneurs with guarantees or other forms of security that will make it easier for
them to attract investments. The legal and regulatory infrastructure should be improved as well,
particularly in the area of property rights, and government bureaucracy reduction, because this
can have a stimulating effect on the development of entrepreneurial activity. Also, the
development of an innovative entrepreneurial culture is very important in order to further
develop the innovative entrepreneurship. This must be addressed at all levels of the education
system through formal and informal courses, inspiration programs, exchange programs and
training on entrepreneurship and ambitious thinking. The media and civil institutions, and even
the family have a responsibility here. For instance, there needs to be a greater tolerance for
failure, to encourage the kind of risk-taking.
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Exergoeconomic analysis: concept, analysis and significance

Božana A. Škorić1

Abstract
Exergoeconomic or thermoeconomic analysis represents a new direction in economics research,
which extends the existing knowledge of exergy to the principles of economics. Research in the
field of energy efficiency is mainly done from the aspect of technical sciences and there is little
theoretical contribution in the field of economics as a science. The main objective is to shed light
on exergoeconomics as an economic approach to exergy as a science. The main objective of this
analysis is to analyze global costs in energy consumption processes. According to the definition
of the International Energy Agency, energy efficiency improvement is defined as the reduction
of energy used per unit of space (usually
)/ product or service without affecting the quality of
the space or goods or services. Increasing costs of energy usage and inefficient use are the main
reasons for the implementation of energy efficiency projects which, as a rule, require high
financial investments. Global production requires increasing energy usage and consumption. On
the other hand, limited resources and inefficient usage affect the overall business. The results of
the research of a hypothetical model of exergoeconomic analysis proved that the implementation
of projects in the field of energy efficiency influences on global consumption energy.
Exergoeconomic intensivity and exergoeconomic productivity are the main indicators of
exergoeconomic analysis. These indicators show the relationship between total output (GDP) and
input (energy consumption). Through the implementation of energy efficiency projects, energy
consumption is reduced, business costs reduced, financial savings, better business optimization,
rising living standards and climate change mitigation..
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1. INTRODUCTION
Exergoeconomic or thermoeconomic analysis is a relatively new discipline that upgrades exergy
analysis with concepts of economics for the purpose of more advanced assessment and
optimization of the construction of energy systems. The primary objective of the analysis is to
minimize costs in energy using processes. Exegoeconomic analysis is multidiscipline study. It is
a combination of engineering sciences in the field of energy efficiency (such as physics,
mechanical engineering, architecture, technology) and economics (quantitative economics,
international economics, project economics). Exergy analysis is an analysis of the use of
available energy within a particular national economy. The subject of research relates to the topic
of increasing energy use (thermal and electrical) and measurable and immeasurable costs related
to it. The domain of research belongs interdisciplines studies to the field of technical sciences,
the field of physics and the domain of social sciences, the field of economics, international
economics and operational research. According to the definition of the International Energy
Agency, energy efficiency improvement is defined as the reduction of energy used per unit of
space (usually
) / product or service without affecting the quality of the space or goods or
services. Increasing costs of energy use and inefficient use are the main reasons for the
implementation of energy efficiency projects which, as a rule, require high financial investments.
Energy efficiency is important for large energy consumers as well as for the entire country.
The European Union dictates energy efficiency directives that must be complied with if a
country wants to accede. There are also pre-accession funds in the field of energy efficiency that
promote several objectives: reducing greenhouse gas emissions, increasing the use of renewable
energy sources, and overall increasing energy efficiency. Energy efficiency is one of the most
important aim of sustainable development. The aim of this research is to shed light on the
concept of exergonomy and energy efficiency and its economic importance in economic life. The
main objective is to consider the practical benefits of implementing energy efficiency measures
in the form of economic analysis and setting up optimization models (exergoeconomic
intensivity and exergoeconomic productivity). Other sub-objectives that are under the umbrella
of the main objective are: more rational usage of natural resources, reduction of energy imports
and creation of energy independence, reduction of adverse effects on the environment and
growth of the quality of strategic energy projects in the future. The problem of research relates to
the problem of high and inefficient use of energy (electrical and thermal), and other problems
resulting from this problem: increase in total costs, increase in pollution, decrease in employment
and quality of life. In addition to outdated technology, the biggest obstacles to increasing energy
efficiency are: the lack of an organized approach to the study of inefficient energy use, modern
knowledge and research in this field from an economic point of view, and the lack of efficient
collection and exchange of data in the field. In order to methodologically solve the problem of
research, we will set out in the paper certain premises or assumptions, from which we start:
H0: exergoeconomic analysis, through exergonomy intensivity and productivity, will provide
less input (global energy consumption) in produce global output (GDP).
H1: understanding exergoeconomic analysis in international frameworks will help understanding
EU directives.
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H2: exergoeconomic analysis, as a tool that selects energy efficiency projects that prioritize
implementation, has significance in reducing global energy consumption and creating added
value for all market participants.
2. LITERARY REVIEW
Exergoeconomy as a term has been addressed in several papers by foreign authors, while in the
domestic literature studies on the subject of exergoeconomics from an economic point of view
are modest and few authors have addressed this issue. According to a report from the European
Energy Efficiency Fund2, the goals that EU Member States should aim for by 2030 are set out:
a). contribution to climate change mitigation, b). achieving economic sustainability and c).
attracting public and private capital to finance projects. Energy efficiency, as a factor in the
European Union's competitive advantage over Russia, is reflected in lowering the cost of doing
business in the field of energy savings and the growing importance of economies of scale in high
energy consumption companies (Gelgery, 2012). In the period 1950.-1970. the EU countries saw
an increase in demand for oil, while coal demand was declining. Relying on energy has become
an imperative of so-called "energy security", and due to increasing energy demand primarily for
military purposes and later other national needs, it becomes a national and international concern.
This is a major cause why targets and instruments puts in so called "green paper" in the
European Union for energy efficiency. In the economic and energy analysis of energy efficiency,
the construction of solar collectors should enable savings in electricity, heat and cooling, and
increase savings by 60%. The economic analysis that has been developed indicates that the
maximum sustainable capital cost of the system ranges from € 30,000 to € 45,000, depending on
the years taken into account for the return on investment (Bianchi, et al., 2015). Advanced
exergoeconomic analysis on the example of power plants has also been viewed in terms of cost
and benefit for the purpose of optimizing the structure of the business (Petrakopouloua,
Tsatsaronisa & Morosuka, 2015). Critical review on energy, exergy and economic analysis of
thermal power plants is based on 4E3 analysis to maximize the overall utility of thermal power
plants regardless of the negative effects: exergy, energy, economic and environmental (Kumar,
2017). Advanced exergy analysis in complex natural gas refineries, from a technical point of
view, has been given in numerous research papers by numerous authors (Mehdizadeh-Fard &
Pourfayaz, 2019).
Exergoeconomic analysis from the aspect of observing the cost of investing in energy efficiency
of the observed project has given great improvements to the set model (Zhao, 2015).
Exergoeconomic analysis aimed at predicting the cost-effectiveness of using the combined gassteam cycle in thermal power plants and improving existing solutions from a thermodynamic and
economic point of view has been the subject of a doctoral dissertation (Saleh & Mohammed,
2015). Applied exergoeconomic and exergy analysis of thermal process in industry, through
energy consumption and energy review, has been given in Croatia for a decade in order to come
up with advanced solutions, and a theoretical model suitable for further analysis is presented
(Krstulovic, 2006). Over the last 50 years, the utility of the concept of exergy has gone well
beyond the thermodynamic analysis of industrial and energy plants, and exergy has become a
2
3

Link: https://www.eeef.eu/annual-reports.html
4E is economy, energy, exergy and environmental analysis.

115

useful concept in engineering and environmental protection (due to its application in natural
processes) for specific cost analysis of national economies. There are many methods that
combine exergy analysis with economics, known in the literature under different names:
thermoeconomics, exergoeconomics, price calculations under the second law of thermodynamic,
exergy and economic calculations, exergy economic optimization (Cvetković, 2014). In essence,
energy efficiency is most closely linked to the economic benefits that come from realizing its
measures. The main reason for launching a project to increase efficiency, as well as the main
motivation for consumer acceptance of these measures, are precisely the economic savings that
indirectly generate financial profit.
The disciplines that most commonly appear in such considerations are developed under the
names: demand side management DSM, least-costs planning LCP, integrated resources planning
IRP, which combines DSM and LCP (Duić,2005). Installing cooling condensers in Iran's existing
thermal power plant system, in addition to thermodynamic effects, would have an economic
effect. It would be reflected in a reduction in the cost of generating electricity from 378.2 USD/h
to 308.2USD/h, which is a multiple model optimization (Karimi Sadaghiyani et.al, 2017).
Energy optimization in process systems and minimizing utility costs (MUC) are priority goals
for implementing energy efficient projects (Sieniutycz et.al, 2019). Exergoeconomic analysis for
the production of geothermal energy from underground mines has been carried out for the
purpose of estimating its profitability (Amiri et.al, 2018). Estimating the cumulative cost of
producing water by the natural solar system is appropriate for developing countries that have
high-cost drinking water production problems. Annual production costs range from € 2.2/
to €
6.8/
which is very competitive production (Dainelli et.al, 2017). Optimization of the use of
waste heat in the heat process has been the subject of research from the point of view of
economic and exergoeconomic analysis (Čehil, 2010).
In his works, George Tsatsaronis gave the history and emergence of exergetic and
exergoeconomic analysis, the evaluation of systems from the standpoint of the law of
thermodynamics and the application of optimization techniques in economic terms. The first
demonstration of the application of these analyzes to the study of energy-saving systems EES is
presented virtually on one energy-saving system. It is a thermal power plant that has used heating
oil for warming (Tsatsaronis & Winhold, 1984). A thorough review of the planning and analysis
of thermal systems with examples of exergy, economic and thermoeconomic analysis and model
optimization was given by Bejan, Tsatsaronis and Moran (1984). The theory of exergy costs in
the early 1990s was first developed by Valero and Lozano (1988). They outlined the theories and
principles and structures of the observed energy systems. Forms for determining exergy costs,
principles of exergy costs, external factors are given, as well as an introduction to observing the
process of cost formation and the possibilities of its application in practice. An algebraic analysis
of the energy system developed an economic-mathematical model and a matrix interpretation of
the models that formed the basis for observing exergy cost theory by Valero and Toress (1999).
In their research, they looked at the purpose, causes, irreversibility and nature of cost and
efficiency in energy systems. In the last part of their work, they elaborated on the theory of
petrobulation, which refers to the analysis of the impact of dysfunction that one part of the
system has on other parts. In his 2003 work „Diagnóstico Termoeconómico: estrategia aplicada a
sistemas de energéticos muy complejos“ research into industrial processes of consumption not
only of energy, but also of water and raw materials and of by products resulting from the
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production process. They have proposed a diagnostic system whose application guarantees
energy, water and resource savings four to ten times more than the current ones. The processes of
cost formation are analyzed in detail and a general view of exergoconomics which described as a
discipline that binds physics and economics and save resources with the help of appropriate
concepts and tools.
3. RESEARCH DESIGN
The basic indicator of exergoeconomic analysis that links energy efficiency and economic
growth is exergoeconomic intensivity. It is equal to the ratio of energy consumed and the gross
domestic product. Formula is:

Where are:
is exergoeconomic intensivity,
E is consumed energy,
GDP is gross domestic product.
A lower value of this indicators show a higher degree of energy efficiency.
Graph 1. Global primary energy consumption (terawatt- hours TWh)

Source: available at https://www.bp.com/content/dam/bp/businesssites/en/global/corporate/pdfs/energy-economics/statistical-review/bp-stats-review-2019-fullreport.pdf
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Graph 2. Global GDP (current trillions USD)

Source: International Worl Bank (link: https://dat
The World Bank (link: https://data.worldbank.org/indicator/ny.gdp.mktp.cd).
It is an index size that does not have its own (SI) unit, and is generally labeled in TWh of energy
per trillion USD of gross domestic product, but different expressions are possible and relatively
common. We will calculate exergoeconomic intensivity for last 8 years:
=

=

= 2.139,181 TWh/ trillions USD

=

= 1.968, 763 TWh/ trillions USD

=

= 1.946,447 TWh/ trillions USD

=

= 1.920, 389 TWh/ trillions USD

=

= 1.880, 008 TWh/ trillions USD

=

= 1.997, 123 TWh/ trillions USD

=

= 1.988,643 TWh/ trillions USD

=

= 1.898, 798 TWh/ trillions USD
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Graph 3. Exergoeconomic intensivity (TWh per trillion USD)

Source: Author´s calculation.
Exergoeconomic intensivity was falling till the 2014. year which means that the world's energy
consumption was falling. Exergoeconomic intensivity at 2015. is rising because: rising global
energy consumption and falling global GDP. After that, energy efficiency improved in
worldwide. At 2014. exergoeconomic intensivity was at its lowest and after that period it never
return on the same level. The EED4 was designed to achieve a 20% energy consumption
reduction target across the EU. The most important аrticle of this Directive- article 7 requires
member states to implement energy efficiency obligations and/or alternative policy instruments
in order to reach a reduction in final energy use of 1.5% per year (Rosenow et al.,2016). Article 7
requires Member States to implement measures that achieve 1.5% annual incremental savings of
final energy sales in the period 2014-2020. The new period in which 1.5% savings have to be
achieved is 2021-2030. The proposed directive confirms the continuation of national renovation
strategies after 2020. The strategies should deliver a long-term roadmap with clear and specific
milestones and measures for 2050 and 2030 (Article 2a).
Energy is the lifeblood of the global economy – a crucial input to nearly all of the goods and
services of the modern world. Stable, reasonably priced energy supplies are central to
maintaining and improving the living standards of billions of people. The global recession and
financial crisis that began in 2008 bring a new focus to decisions about energy. Many parts of the
developed world still face sluggish economic growth and risks from financial crises. As Zhang
Guobao describes in his contribution, Thoughts on Energy and the World Economy, “Some
deeply rooted problems are yet to be addressed. Financial institutions lowered their forecasts for
world economic growth, impacting an energy sector tied to capital markets. Therefore, oil prices
remain volatile, and the global economy is still looking gloomy”. For these reasons, energy
independence is crucial thing about economic growth and economic development.
The inverse measure of exergoeconomic intensity is exergoeconomic productivity (the ratio of
indicators of economic growth and energy consumption). It shows the relationship between GDP
4

Energy Efficiency Directive
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and total energy consumption. It clearly shows what fraction of global GDP (trillion USD) goes
to global energy consumption (TW/h). Higher value of exergoeconomic productivity indicates
higher global energy efficiency. Formula for exergoeconomic productivity is:

Where are:
P is productivity,
GDP is gross domestic product
E is consumed energy.
We will calculate exergoeconomic productivity for last 8 years:
= 0,000467 trillions USD/KWh,
= 0,000508 trillions USD/KWh,
= 0,000514
trillions USD/KWh,
= 0,000521 trillions USD/KWh,
= 0,000532 trillions
USD/KWh,
= 0,000501 trillions USD/KWh,
= 0,000503 trillions USD/KWh,
= 0,000527 trillions USD/KWh. A higher value this indicators show a higher degree of energy
efficiency. Exergoeconomic analysis, by exergoeconomic productivity as a tool, shown the
highest level of energy efficiency at 2014.
3.1. Significance exergoeconomic analysis
Exergoeconomic analysis, as a tool that selects energy efficiency projects that prioritize
implementation, has significance in reducing global energy consumption and creating added
value for all market participants. According to the UN, energy efficiency is set as the seventh
goal of sustainable development. The implementation of energy efficiency projects, in addition
to the cost effect, has the effect of improving living conditions and quality. Energy efficiency is
the first fuel of a sustainable global energy system. It can mitigate climate change, improve
energy security and grow economies while delivering environmental and social benefits.
Energy efficiency can bring significant economic, social and environmental benefits. But while
energy efficiency is improving around the world, its positive impact on global energy use is
overwhelmed by rising economic activity across all sectors. Energy Efficiency 2018 looks at
why efficiency’s massive potential remains untapped, and through the new Efficient World
Scenario explores what would happen if countries maximized all available cost-effective
efficiency potential between now and 2040, highlighting what policy makers can do to realize
this opportunity.
Energy efficiency is a major driver for uncoupling energy consumption from economic
development. Exergoeconomic analysis, as a tool which promote energy efficiency, will prove
the importance of exergoeconomics through two possible scenarios: a). energy use with energy
efficiency and b). energy use without energy efficiency. These scenarios will clearly show
significance of exergoeconomic analysis.
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Graph 4. Significance of exergoeconomic analysis

Source: International Energy Agency (link: https://www.iea.org/efficiency2018/).

Energy consumption will be on higher level without energy efficiency than with energy
efficiency which will give reflect on: index of exergoeconomic intensivity and index of
exergoeconomic productivity. Exergoeconomic intensivity (I= E/GDP) will have lower value for
first scenario (with energy efficiency) which caused a higher significance of energy efficiency.
Example, for 2017. Index of exergoeconomic intensivity for both scenarios:
=

= 0,75 trillion USD/ TWh

=

= 0,84 trillion USD/ TWh.

The ratio of energy consumption and GDP is smaller in the case of the first scenario: with energy
efficiency (a) which means lower world energy consumption. These results will prove through
index of exergoeconomic productivity. It means that difference between consumed energy and
produced GDP is higher in the case without energy efficiency and without exergoeconomic
analysis. Thanks to exergoeconomic analysis and energy efficiency projects, we will be able to
produce the same GDP with less energy consumed, which is significance of concept
exergoeconomy. This difference in energy consumed can be used for reduction of energy imports
and creation of energy independence, reduction of adverse effects on the environment and
growth of the quality of strategic energy projects in the future.

Energy efficiency is a powerful strategy that emerging economies can use to secure their energy
future while also pursuing prosperous and sustainable development. Exergoeconomic analysis
across energy efficiency reduces energy consumption while creating jobs and bolstering
economies. Looking at national economies, the International Energy Agency has estimated that
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since 2010, countries around the world have used less energy to produce more value. In other
words, energy consumption is lower due to efficiency, while gross domestic product (GDP) has
risen. The resulting good news for emerging economies that are growing is that energy efficiency
is not an added expense, but instead is a tool to create a more productive marketplace.
4. RESULTS AND DISCUSSION
In this paper, we have highlighted the notion and importance of exergonomy as a new approach
in economic science. Increased demand and consumption of energy in the world (as can be seen
on Graph 1) have caused high costs and fears of scarce resources. On the other side, energy is
most important resource for economic development and for making gross domestic product.
GDP growth is a consequence of increased energy consumption which is limited in nature (in
this example, the number of TWh units). The mathematical-economic coorelation between
economic growth (GDP) and energy consumption (TWh) is given through: exergoeconomic
intensity and productivity. Through these indicators we can see level of energy efficiency.
Energy efficiency will provide less global energy usage (TWh) in produce global output (GDP
measured by trillion USD). The main hypothesis is proved. In 2014. Ratio global GDP and
global energy consumption show the highest level of energy efficiency in 2014. which means the
highest
level
energy
efficiency
(
).
Exergoeconomic analysis through energy efficiency is a mandatory directive for all EU Member
States. The Energy Efficiency Directives was designed to achieve a 20% energy consumption
reduction target across the EU. The most important аrticle of this Directive- article 7 requires
member states to implement energy efficiency obligations and/or alternative policy instruments
in order to reach a reduction in final energy use of 1.5% per year. Exergoeconomic analysis
through energy efficiency will help undetsranding these Directives (first auxilliary hypothesis is
proved).
Exergoeconomic analysis, as a tool which promote energy efficiency, will prove the importance
of exergoeconomics through two possible scenarios: a). energy use with energy efficiency and
b). energy use without energy efficiency. Exergoeconomic intensivity (I= E/GDP) will have
lower value for first scenario (with energy efficiency) which caused a higher significance of
energy efficiency. Comparated results Exergoeconomic analysis across energy efficiency reduces
global energy consumption while creating jobs and added value for all participants (second
auxilliary hypothesis is proved).
The results of this study shed light on the importance of exergoeconomics as a new scientific
direction in economics and show the economic importance of exergonomics. Observing energy
efficiency through the domen of economics and economic growth is a key tool for sustainable
development in the future. The methodology allows causality to be established, that is whether
energy efficiency gains are causing economic growth, and enables the identification of the
direction and maximum size of the effect of energy efficiency on economic growth. The efficient
use of energy can contribute to steadier and potentially higher economic growth by reducing the
amount of energy required per unit of output and by reducing energy demand and, hence, prices.
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Abstract
The link between labor productivity and labor compensation has been of great interest in
economic research. The traditional economic theory argues that there is a positive link between
productivity and workers’ compensation. According to this theory, increasing labor productivity
will cause an increase in the wage level and will boost the average household purchasing and
consumption power. However, many research studies addressing this issue indicate a weakening
of the link between labor productivity and compensation received by employees, with a rising
divergence since the 1980s, when labor productivity started growing faster than real wage. The
purpose of this research is to analyze the extent of the decoupling phenomenon in selected CEE
countries compared to Western European countries. In this respect, the paper attempts to explore
the causal relationship between productivity and real labor compensation and offer empirical
evidence for the existence of the so-called Great decoupling between the two variables.
Keywords: productivity, labor market, decoupling, regression analysis, European Union
countries
JEL classification: E24, J24, E3
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Introduction
Labor productivity growth is recognized in economic theory as a basic precondition for a healthy
growth of the economy. It should be, however, noted that according to economic theory real
labor compensation and labor productivity should move with a synchronized trend. This
assertion assumes that real compensation received by employees should reflect their work
efforts. Yet since the 1970s the link between these two variables begins to weaken, i.e. labor
productivity and real labor compensation exhibit a widening gap in their movements. Moreover,
at the beginning of the 1980s the diverging trend gains substantial dynamics in many countries,
primarily in the USA and Japan. Empirical studies have found that the first and second oil shock,
the fast development of technology and the increase of the share of in GDP influenced the
divergence of the trends of labor productivity and employee’s compensation. The increased
presence of the so called decoupling between labor productivity and employee’s compensation
motivated the emergence of numerous empirical studies worldwide. Most studies are focused on
the USA though, which is justified considering the fact that the American economy experienced
the largest divergence in the movement of labor productivity and real labor compensation.
Mishel and Bernstein (1994) triggered the question of the worsening condition with employee’s
wages and the wide inequality in income distribution in the American economy. Stansbury and
Summers (2017) claim that if there is a delinkage of wage growth from productivity growth that
may be a consequence of some structural factors and technological change. Also in this research
paper Stansbury and Summers went a step further and tried to empirically measure the causal
relationship between the two variables. They conclude that an increase of labor productivity of
1% contributes to an average growth of real labor compensation between 0.4 and 0.7% for an
average production/nonsupervisory worker. Pasimeni (2018) analyzed this causal link in the
countries of the European Union and found that the relative proportion of labor productivity
growth transferred as labor compensation is somewhere between 50-60%, thus confirming that
even though not strongly pronounced, there is still a certain level of divergence in the movement
of labor productivity and real labor compensation in the EU.
Here, one should emphasize the structural differences in the economic and political systems of
Central Eastern European countries, and Western EU countries. As for the countries of the
former Eastern Bloc (CEE), they underwent a complex process of creating a liberal, integrated
market, done both under positive internal pressure, and by external objective needs. In this
respect these countries made changes in their economic, political and social reality. It can be
concluded that all CEE countries have one common feature, they have undergone a profound
transformation of the structure of the economic and political system. Here it should be noted that,
although each country based on its specific circumstances, intellectual potential, complemented
by the ideological and political will, has individually charted its path in the direction of profound
changes in society. However, all the countries in this group have the common goal of
establishing a modern capitalist system based on market principles.
The structural changes in the economic and political system have an impact on the overall
economic relations and performance in this group of countries. In this regard it should be
mentioned that by reforming the labor market, for the first time this market functions in the true
sense of the word, i.e. its primary function is to inform labor supply and demand. However, the
changes that have taken place in this direction have implications on the unemployment rate, low
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labor productivity, etc. Such structural changes are only mentioned in this analysis, but are not
subject to deeper quantitative measurements. This is because the analyzed period does not
correspond to the transformation period of the countries on the one hand, but also due to the
qualitative nature of the reforms, it can be difficult to make objective assessments in their
quantification.
The aim of this paper is to estimate the level of causality between labor productivity and real
labor compensation in the EU countries for the period 1997-2018, more specifically, the impact
of labor productivity on real labor compensation. The paper provides a descriptive analysis of the
trend of both variables on single country cases and estimates the level of causality between labor
productivity and real labor compensation for old member states (Western EU countries) and new
member states (CEE countries), respectively, using a panel regression technique. To our best
knowledge this is one of the few research papers attempting to analyze the differences in the
labor productivity movement and the real labor marketization in Central Eastern European
countries compared to Western EU countries. The paper is structured as follows. Following the
Introduction, a brief review of the empirical literature is provided. Further, the methodology used
in the empirical exercise is explained, followed by a discussion of the empirical results and the
concluding remarks.

1. Literature review
The analysis of the dynamics and the causal relationship between labor productivity growth and
real labor compensation receives increasing attention in the debate among the creators of
economic policies and in empirical research worldwide. The postulates of the classical economic
theory that the relationship between labor productivity and labor compensation is positive and
that the marginal labor productivity growth is followed by a linear growth of wages do not
comply with the real trends after the 1970s. In an empirical study, Karabarbounis and Neiman
(2014) conclude that, beginning from the 1970s onward, almost all developed economies
experienced a large shift in the distribution of income, that is a substantial decline in the share of
labor in the income distribution.
Nikulin’s (2015) research included the new member states of the EU in the analysis of the
dynamics of labor productivity and wages. His estimates yielded a conclusion that in Slovenia,
Slovakia, Hungary, Estonia and the Czech Republic there is a significant level of divergence in
the trend movement of wages and labor productivity, whereas Poland exhibits a high positive
relationship between the two variables. In their research, Brynjolfsson and McAfee (2013)
analyzed the “Great decoupling” theory, where the main finding is that the technological
progress has a positive impact on labor productivity. The study includes also the change in
worker’s wages and employment, which both grow with a noticeable lag when compared to
productivity growth.
Most of the empirical studies of the decoupling phenomenon are focused on the USA. Mishel
and Bernstein (1994) provided a descriptive analysis of employee’s pay and labor distribution.
They concluded that there was a trend of decline of employee’s wages, which in turn causes
higher inequality in the income distribution. Feldstein (2008) analyzed the labor productivity
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and labor compensation in the second half of the 20th century, using the product price deflator for
both variables when analyzing the functional distribution of income. He found no statistically
significant divergence in the evolution of labor productivity and employee’s compensation. On
the other hand, Stansbury and Summers (2018) aim to examine how strongly labor compensation
depends on productivity growth, i.e. how much labor productivity growth improves the living
standard (in the form of real labor compensation) of workers. This analysis, unlike Feldstein’s
(2008), employs a consumer price deflator to calculate the real values of the variables. Since the
ultimate goal of the research is to examine the changes in the living standard of workers, the
consumer price deflator is considered best fitted. The authors concluded that 1% labor
productivity growth will contribute to an average labor compensation growth of 0.4-0.7
percentage points per worker. Pasimeni (2018) analyzed this causal link in the countries of the
European Union and found that the relative proportion of labor productivity growth transferred
as labor compensation is somewhere between 50-60%, thus confirming that even though not
strongly pronounced, there is still a certain level of divergence in the movement of labor
productivity and real labor compensation in the EU.

2. Data and Methodology
The data on all the variables used in this empirical study are taken from the European
Commission database AMECO. The analyzed countries are the members of the EU (except for
Malta and Cyprus5). The countries are divided into two groups based on their economic
characteristics, the year of their EU accession and geographical location. The first country group
includes the Western EU countries – the countries that joined the European Union before 2004
(Belgium, France, Spain, Germany, Italy, Finland, Luxembourg, the Netherlands, Sweden,
Denmark, Ireland, Austria, Great Britain, Greece, Portugal), while the second group consists of
the Central East Europe countries (CEE) - the countries that have joined the Union since 2004
(the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovenia, Slovakia, Bulgaria,
Romania and Croatia).
As explained above, the aim of the paper is to analyze the causal relationship between labor
productivity and real employee compensation for the period 1997-2018. In order to address this
question, the paper examines two variables: labor productivity per hour worked and real
compensation per hour worked. It is useful to note that as a variable for the reward received by
workers the variable real wage could also be used. However, in line with previous empirical
research on this issue on one hand, and the larger level of objectivity provided by this variable on
the other hand, this study uses real compensation of employees per hour worked. It should be
additionally explained that this variable is in real terms and represents the real value received by
employees, i.e. calculated using private consumption as a deflator (as the most relevant criterion
for the consumption power of employees).
The empirical analysis examines the causal relationship between labor productivity and real
labor compensation per hour worked. Therefore, the model includes the following two variables:
- Real hourly compensation (private consumption deflated), which is calculated by dividing
Real compensation per employee with Average annual hours worked, and
5

Excluded from the analysis due to lack of data.
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-

Real hourly productivity, calculated by dividing real GDP (in 2010 prices) with Total annual
hours worked.

In order to estimate the level of causality between hourly labor productivity growth and real
hourly employee compensation and the level of decoupling between the variables, the following
simple panel regression is performed:
Compensation = constant + β productivity + µ
Where compensation stands for real hourly compensation, productivity is real hourly
productivity per worker. The β coefficient shows the percentage change in real hourly
compensation as a response to an increase in labor productivity per hour worked of 1%. If the
labor productivity is completely transferred to the workers, the coefficient would be 1 and this
would indicate a complete rejection of the decoupling phenomenon. The other extreme is a β
coefficient of 0, when there is no relation between the two variables, i.e. there is a complete
decoupling. The empirical studies, however, show that the coefficient β is mainly somewhere
between 0 and 1 and its value indicates the level of decoupling. Thus, the paper aims to estimate
the β coefficient of both country groups for the period 1997-2018 in order to find the level at
which workers manage to benefit from the labor productivity growth in the form of real labor
compensation, for both groups of countries.

3. Disciussion of Results
Figures 1 to 26 in the Appendix show the dynamics of the index of labor productivity per hour
worked and the index of real worker’s compensation per hour worked for individual countries. In
the Western EU countries (Figure 1 to 15), a certain level of synchronization in the movement of
labor productivity per hour and real hourly employee compensation can be noticed. However, on
average hourly labor productivity grows at a higher rate than real hourly labor compensation.
There are however, exceptions from this trend. For example, in Germany, France, Luxembourg
and Sweden real hourly compensation grows with a faster pace than hourly productivity growth.
Ireland is an interesting case where since 2012 labor productivity records a more intensive
growth, while real labor compensation exhibits a stagnation, which is the most dazzling example
of decoupling. Even though with smaller dynamics, such trend exists also in Great Britain,
Portugal, Greece, Spain, Italy. The Italian case is also worth mentioning, where form 1997 until
2008, the hourly labor productivity and real hourly compensation record an evident difference,
the biggest gap among all countries within this group. It should be noted, though, that in the
countries with a high level of decoupling, certain individual factors enhanced this phenomenon.
The trend movement of the variables, even though with smaller differences is noticeable also in
the case of Luxembourg where the rate of real hourly compensation has a bigger extend of
growth compared with extend of growth of real hourly productivity.
The second country group consists the Central and Eastern Europe countries or EU member
states which were part of the former Eastern bloc. Also these countries are characterized as
middle income countries based on GNI per capita and joined the EU in 2004 and later. Figures
16 to 25 in the Appendix analyze the dynamics of the indexes of hourly labor productivity and
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real hourly worker compensation in individual countries within this group. On average, the group
does not record too large divergences in the trend of the variables. Thus the decoupling
phenomenon is not evident in this group on average, implying a satisfactory level of transferring
productivity growth to workers in the form of real compensation. Still, we can notice that certain
countries deviate from this average trend characteristic for this group. The dynamics of hourly
labor productivity and hourly labor compensation in Croatia indicate the existence of e
substantial level of divergence between the two variables. Labor productivity grows at a higher
rate than labor compensation, indicating that an increased value from labor productivity
contributes to a smaller increase in labor compensation. On the other hand, in Bulgaria real
hourly labor compensation grows at a higher rate than real hourly labor productivity. Still, this
trend is under a large influence from the legal changes related to the several times increase of the
legally established minimum wage in the case of Bulgaria. In Romania, there is a convergence of
the two variables.
There is a stagnation in the growth of labor productivity growth and real labor compensation
growth in 2008-2009, primarily caused by the financial crisis, which had repercussions on the
real economy. Beginning in 2010, the two variables record a positive growth, yet labor
productivity grows at a faster rate than real labor compensation, meaning that a relatively smaller
share of the added value produced by the higher labor productivity goes to the workers as real
compensation. In 2017 there is an overlap of the two variables, indicating a growth of real labor
compensation and an increasing percentage of labor productivity growth is allocated to the
employees. Further, in Lithuania and Latvia, the growth of real labor compensation is more
dynamic compared to the growth of hourly labor productivity, indicating a certain level of
decoupling, which is however led by the intensive growth of real hourly labor compensation
compared to the growth of hourly labor productivity.
Table 1 and 2 present the results from the econometric panel regression analysis of the two
groups of countries. The results from the panel estimation aim to provide an answer to the
question about whether there exists a decoupling between labor productivity growth and real
employee compensation growth and the impact of the first on the latter. This was done by testing
the causal relationship between labor productivity per hour worked and real compensation per
hour worked on one hand and for the extent of the relationship on the other. The results in table 1
refer to the Western EU countries (first group of countries). They indicate a statistically
significant positive causal relationship between the two variables.
The value of the β1 coefficient of 0,414 signifies percentage change real hourly labor
compensation caused by a 1% increase in hourly labor productivity. From the coefficient value
of 0.414, it can be concluded that the share of the value of employees in labor productivity
growth is 0.414% while the rest is attributed to other factors of production, primarily technology.
These results coincide with previous studies focused on this set of countries. We can conclude
that even though there is a statistically significant causal relationship, it indicates the beginning
of achieving a certain level of decoupling between labor productivity and real labor
compensation received by employees.
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Table No. 1:
Dependent Variable: RHC
Method: Panel EGLS (Cross-section random effects)
Variable
Coefficient Std. Error t-Statistic Prob.
RHP
C

0.41418
0.042445 9.757993 0.0000
54.05306 4.115354 13.13448 0.0000
Weighted statistics
R-squared
0.773771
Adjusted R-squared
0.757559
S.E. of regression
3.763036
F-statistic
47.72874
Prob(F-statistic)
0.000000
Source: Authors’ calculations.

Table No. 2:
Dependent Variable: D(RHC)
Method: Panel EGLS (Period random effects)
Variable
Coefficient Std. Error t-Statistic Prob.
D(RHP)
C

0.688001 0.098555
1.313812 0.361383
Weighted Statistics

6.980876 0.0000
3.635515 0.0003

R-squared
Adjusted R-squared
S.E. of regression
F-statistic
Prob(F-statistic)
Source: Authors’ calculations.

0.297176
0.261874
3.460639
8.418176
0.000000

The results in table 2 refer to the Central Eastern Europe countries (second group of countries)
and indicate that there is a statistically significant causal relationship between hourly labor
productivity growth and real hourly labor compensation. The coefficient β1 of 0.688 indicates the
percentage change in real labor compensation as a response of a 1% increase in hourly labor
productivity. This leads to the conclusion that the share of the value of employees in the labor
productivity growth in this group of countries is higher than in the first group of countries. It
should also be noted that in this group of countries, compared to the first group, there is a lower
level of technological development. Accordingly, a larger relative proportion is allocated to the
employees, i.e. labor has a larger share in productivity growth. On the other hand, the goodness
of fit of the regression models is less than 30%, implying that the changes in real labor
compensation are 70% explained by other factors not included in the model. Thus the assertion
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that real compensation is also explained by the level of syndical organization, i.e. the capacity of
syndicates to provide better conditions and rights for workers.
4. Conclusion
This research aims to analyze the existence of the great decoupling phenomenon, i.e. the
divergence of the dynamics of labor productivity and real labor compensation in the case of the
countries of the European Union for the period 1997-2018. Research on this topic thus far,
primarily for the USA and Japan, conclude that there is a certain lag in the wage growth that
should accompany/follow labor productivity growth. This lag is above all due to the 1970s oil
shocks, the dynamic development of technology and the increase of services as a share in GDP,
which all have an impact on the divergence of the trends of labor productivity and employee’s
compensation.
The research finds, on average, a synchronized movement of labor productivity per hour worked
and real labor compensation per hour worked within the Western EU countries (first country
panel). However, in the case of Germany, France, Luxembourg and Sweden has a exceptions
from this trend. The real compensation growth is faster than real productivity, while in Ireland
since 2012 labor productivity records a more intensive growth, while real labor compensation
exhibits a stagnation, which is the most dazzling example of decoupling. Even though with
smaller dynamics, such trend exists also in Great Britain, Portugal, Greece, Spain, Italy. The
Italian case is also worth mentioning, where form 1997 until 2008, the hourly labor productivity
and real hourly compensation record an evident difference, the biggest gap among all countries
within this group. It should be noted, though, that in the countries with a high level of
decoupling, certain individual factors enhanced this phenomenon. The trend movement of the
variables, even though with smaller differences is noticeable also in the case of Luxembourg.
The panel regression analysis for this group of countries indicates the existence of a statistically
significant relationship between hourly labor productivity growth and real hourly labor
compensation growth. Yet, the regression coefficient of 0,414 means that this relationship is not
proportional. An increase in labor productivity of 1% leads to a growth of real employee
compensation of 0,414%. This indicates a certain level of decoupling between labor productivity
growth and real compensation received by the employees.
The second country panel consists of Central Eastern Europe countries. This group exhibits less
deviations on average in the trend of labor productivity and real labor compensation. However,
some countries deviate from this rule. For example, the dynamics of hourly labor productivity
and hourly labor compensation in Croatia indicate the existence of e substantial level of
divergence between the two variables. Labor productivity grows at a higher rate than labor
compensation, indicating that an increased value from labor productivity contributes to a smaller
increase in labor compensation. On the other hand, in Bulgaria real hourly labor compensation
grows at a higher rate than real hourly labor productivity. Still, this trend is under a large
influence from the legal changes related to the several times increase of the legally established
minimum wage in the case of Bulgaria, while in Romania, there is a convergence between the
growth of the real hourly compensation per employee and the real hourly productivity.
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The results from the estimated panel regression for this country group indicate that there is a
statistically significant positive relationship between labor productivity growth and the growth of
real employee compensation. The regression coefficient of 0,688 show a higher level of
compensation of employees from labor productivity growth compared to the first group of
countries. Finally, this paper tries to empirically examine the existence and the extent of
diverging trends of labor productivity and the compensation received by the employees. This is
only a partial effort to explore the decoupling phenomenon and aims to trigger further research
of this issue with more thorough analyses.
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Source: AMECO database.
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Source: AMECO database.
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Figure 11: Ireland 1997-2017 (2010 = 100)
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Figure 12: Austria 1997-2017 (2010 = 100)
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Source: AMECO database.
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Figure 17: Estonia 1997-2017 (2010 = 100)
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Figure 19: Latvia 1997-2017 (2010 = 100)
Source: AMECO database.
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Figure 24: Bulgaria 1997-2017 (2010 = 100)
Source: AMECO database.
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Source: AMECO database.

Figure 26: Croatia 1997-2017 (2010 = 100)
Source: AMECO database.
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Innovativeness of microentrepreneurs

Katarina Štavlić1
Mirjana Radman Funarić2

Abstract
The results of earlier inquiries conducted in 104 micro enterprises in the Slavonia and Baranja
region have shown that the assessment of the importance of innovation is linked to the business
success achieved by micro enterprises and that there is a correlation between the number of new
or improved services from micro enterprise performance. The aim of this paper is, based on the
same research, ranking the counties of the Slavonia and Baranja regions according to perception
and the actual performance of the business and calculate the correlation (Spearman's rho)
between the ranks of the perception of the importance of innovation for business success and the
ranking of really achieved results EBITDA Margin, ROE, growth rates of operating revenues,
number of years of positive business in the last three year and level of success of micro
enterprises measured with values 0-12. The results showed that none of the calculated
correlations was statistically significant.

Keywords: innovation, micro-entrepreneurs, Spearman's rank correlation

1. Introduction
In the past decade, the Republic of Croatia has been increasingly active in stimulating and
strengthening competitiveness based on innovative business. In addition to the stimulating
entrepreneurial environment, it is necessary to create an effective innovation system that
1
2
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stimulates Research & Development (R&D), creating new or improved products and services,
production processes, organizational methods and registered patents. According to Higgins
(1995) the secret of competitive advantage is in innovations. The innovation system is based on
various legislative and institutional frameworks. The legislative and institutional framework for
research, development and innovation in the Republic of Croatia is largely in line with the
systems of other European countries, and therefore, the concept of Regional Innovation Systems
(RIS) is applicable to Croatian regions (Bačić, Aralica, 2016).
According to the analysed data on total investments in R & D, the volume of investment in R &
D, and the number of patents in the Republic of Croatia (Štavlić, 2016), the Republic of Croatia
is still in the process of strengthening investment policy in R & D and strengthening of
competitiveness. Bačić and Aralica (2016) found that there are differences in innovation systems
in three Croatian regions: Northwestern Croatia which contributes to the expansion of innovation
activities; Central and eastern Croatia, which has lower innovation activities, low technology
development and innovation, is supported by public financing, and Adriatic region of Croatia
diminishes in innovation activity. In accordance with the aforementioned, it can be concluded
that Croatia is still insufficiently innovative country and tries to keep up with the degree of
innovation achieved in developed countries with higher intensity of R & D investment. Low
degree of innovation has an impact on competitiveness and ultimately on business success and it
is necessary to increase investment in all dimensions of the economy and of society in general.
Results, reflected in the Report from the Observatory of Small and Medium Enterprises in the
Republic of Croatia (2013: 9) are in line with the aforementioned. According to that Report,
investment in Croatia in microenterprise research and development represents only 1.1% of total
R & D investment in the business sector, while investments in small businesses account for
another 6.6%. These values are among the lowest figures recorded for European countries and
are talking for themselves how important innovation research in micro-enterprises is.
The innovation of micro-entrepreneurs is still insufficiently explored field. Previous scientific
research and professional analysis in the Republic of Croatia on the innovativeness of Croatian
micro enterprises have not completely identified the level of innovation of micro-entrepreneurs
and the connection of innovations with the success of micro-entrepreneurs. Apart from the
results of the research conducted by Štavlić (2016, 2017) and Štavlić et al. (2016) there is no
empirical data on the level and importance of innovations for micro-entrepreneurs on the county
or region levels of the Republic of Croatia. Considering that innovation is considered to be a key
factor in the performance of micro, small and medium-sized enterprises (Porter, 1998; Joyce et
al., 1996; Daraboš, 2015; Štavlić et al. 2016), there is a need to conduct a more detailed analysis
of connection between the importance of innovation and performance in micro-enterprises.
Since Štavlić (2016) presented that in the Slavonia and Baranja region of the Republic of Croatia
there is a statistically significant positive correlation estimates of the importance of innovation
and micro enterprise performance, there was a need for further analysis of collected data on this
topic. This paper analyses the connection between the perception of the importance of innovation
and performance indicators of micro-enterprises on the county level in Slavonia and Baranja
region. The value of the micro enterprise's business results is summed up and divided by the
number of micro-enterprises analysed within a particular county, so each county is viewed as one
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entrepreneurial unit which is then compared to another county. After the obtained results, the
results for the counties were ranked and the rank correlation was calculated.

2. Micro-entrepreneurship and innovativeness
Micro enterprises and micro-entrepreneurs in the last five years have an increasingly important
role in the Croatian economy, and core features of micro-enterprises are defined by the Small
Business Development Promotion Act, which is in accordance with the recommendation of
European Commission (2003).
In the previous volume of scholarly articles, there are several different definitions of the concept
of innovations that describe innovation as transforming new ideas into a commercial product.
According to the European Commission (2015: 7), innovation occurs when a company
introduces a new or significantly improved product, service, process, marketing strategy or
organizational method. Innovation can be developed by the company itself or originally
developed by another company or society. According to Eurostat (2015), innovation is the
introduction of a new or significantly improved product or service, or the introduction of a new
or significantly improved manufacturing process within a company. The above definitions point
to the fact that a new product or service is not considered innovation unless it is introduced into
the market. As the literature has different definitions of the term innovation, the European
Commission's (2015: 7) definition of the term innovation has been used for this work.
Innovations as a success factor have been the subject of many recent types of research. Some
authors (Kay, 1996; Hamel & Prahalad, 1990; Porter, 1998; Joyce et al., 1996; Drucker, 1992;
Daraboš, 2015; Štavlić, 2016) highlighted innovations as one of the key business success factors.
Most of the research was conducted on a sample of small, medium and large enterprises (Lima &
da Silva Muller, 2017, De Massis, Frattini, & Lichtenthaler, 2013; Block, J. H., 2012; Joyce et
al., 1996; Higgins, 1995), while only Štavlić (2016) conducted research on the innovativeness of
micro-entrepreneurs. The relevance of the innovation and success of the company was explored
by Berkham et al. (1996). They noted that companies that undertake innovative activities are not
necessarily successful. On the other hand, Joyce et al. (2016) claim that businesses who offer
new products to the market generate more revenue during the period when the product is still
new and has no strong competitor. In addition to production innovations, process innovations are
also present in manufacturing companies. Research has shown that companies introducing
process innovations achieve higher productivity, improved product quality and lower average
production costs (Berkham et al., 1996; Joyce et al., 1996).
According to Daraboš (2015: 179), the link between innovation and business success exists and
the results present that membership engagement resulted in a higher level of strategic innovation
of the company and had a positive impact on the business performance of companies in the
Republic of Croatia. According to the same research, apart from the entrepreneurial spirit, the
competitiveness and cohesiveness of the members of the management team are affected by the
higher level of strategic innovation, and thus the positive impact on business performance. There
are no management teams in micro companies, so in micro-enterprises, the expression
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competitiveness, entrepreneurship and cohesion of all employees is applicable, since micro
enterprises in the Republic of Croatia have a maximum of nine employees and each of them
performs managerial functions through the business activities of their workplace and every
member behaves like a 'manager'. However, some scholars believe that innovations are not
essential to the success of small and medium enterprises (Aulet, 2015). Aulet (2015: 7) believes
that the business success, growth and competitive advantage of small and medium enterprises,
especially small businesses, are not necessary in need of innovation.
Hisrich & Peters (1998) point out the entrepreneurial skills essential for successful business:
internal control, risk taking, innovation, orientation to change, and visionary leadership, while
Drucker (1992) emphasizes strategic decisions aimed at innovative business because he believes
that the purchasing power is an act of entrepreneurship, and believes that the economy is based
on systematic innovation, entrepreneurial management and entrepreneurial strategies.
According to Štavlić (2016) entrepreneurs/managers perceive the quality of products and
services as the most important factor influencing the company's business. As another important
factor influencing business, entrepreneurs point out human resources and employee satisfaction
while innovation is the third important factor on which business success depends.
The first two ranked factors show no statistically significant correlation with the success of the
business. Although, according to the rank of the perception of the importance of innovation
ranging third factor affecting the company's business, there is a statistically significant albeit
weak positive correlation between the perception of how important innovation is, and microenterprise performance, measured by 0-12 (Somers' D = 0.20, p = 0.03). Hence, it can be said
that the perception of the importance of innovation as a business factor is greater in the case of
successful than in unsuccessful micro-entrepreneurs but is not statistically significant.
Established correlation is statistically significant, but not strong, positive correlation between the
perception of the importance of innovation and the Before Interest Taxes Depreciation
Amortization Margin (EBITDA Margin) (Somers' D = 0.22, p <0.05). Also, there is a
statistically significant relationship between the perceived importance of innovation and Return
on Equity (ROE) in 2015 (Somers' D = 0.21, p <0.05). It has also been found that there is no
statistically significant correlation between the average level of investment in innovation and the
financial indicators presented and the actual performance of micro enterprise operations. The
discovery of statistically significant correlation is the result of the study discussed in the next
chapter and has prompted further statistical analysis within the Slavonia and Baranja region by
the counties that are in its composition.
3. Data, model and methods
The survey questionnaire surveyed micro-enterprise owners or managers in micro-companies in
the five Croatian counties of the Slavonia and Baranja region: Brod-Posavina County, OsijekBaranja County, Pozega-Slavonia County, Virovitica-Podravina County and Vukovar-Srijem
County. The selected sample includes all micro-enterprises whose core business is one of the
followings: manufacturing (C), agriculture, forestry and fisheries (A), construction (F) (NKD,
2007). The samples are micro-enterprises that are active, who submitted their annual financial
report for 2015. 1,773 companies, out of a total of 2,534 registered micro companies in Slavonia
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and Baranja regions met the criteria. Based on the available contact data, we attempted a contact
with approximately 1,100 micro enterprises and 104 (9,5%) respondents were successfully
surveyed, conducted by telephone during June and July 2016. The sample frame is comprised of
43.3% of unsuccessful companies (negative financial result (loss), the decline in business
income, negative EBITDA and negative ROE for a minimum of two years in 2013, 2014 and
2015. Also, we found that 56.7% of successful businesses incurred a positive result, business
income growth, and had a positive EBITDA margin and positive ROE for at least two to three
years according to financial information on business operations available via Fininfo Financial
agencies. The ratio of successful and unsuccessful enterprises in the County of Brod-Posavina is
56%:44%, in Osijek-Baranja 39%:61%, in Pozega-Slavonia 100%:0%, in Virovitica-Podravina
47%:53% and in Vukovar-Srijem 70%:30% .
The questionnaire was drawn up in accordance with the parts of the questionnaire used by the
European Commission (2015). The survey questionnaire assessed the importance and impact of
the factors affecting the company's current business. The perception of the importance of the
factor was tested on Linkert's scale of 1 to 5, with 1 being the lowest impact on performance and
5 being the greatest impact on business performance.
The results of micro-enterprise surveys are compared with the financial indicators: 1st EBITDA
Margin 2015 (taking into account its shortcomings); 2nd Return on Equity 2015 (ROE); 3rd
Growth / Decline Rate of Business Income 2015; 4th year of positive business, analysed in the
last three years; 5th Success index of 0-12, compiled from the number of positive indicators in
2013, 2014 and 2015. Level 0 refers to micro-enterprises that have had negative indicators
throughout the years, and level 12 to micro companies that had all four years positive for all four
indicators.
This paper investigated correlation between the perception of the importance of innovation in
achieving success and the real success of companies (Table 1). In Table 1, results are presented
as rank-variable pairs - in other words - numeric variables transformed into rank variables. For
this purpose, Spearman's rank correlation coefficient rS was used (Spearman's rho). The reason
for using this indicator is that at least one of the sets of data follows the ordinal scale, does not
set the condition of linearity, symmetry and sample size (Horvat and Mijoč, 2012) and the
distribution of data significantly deviates from the normal distribution. Despite the benefits
(Rice, 2007: 406), the lack of this test is just five pairs (n = 5) 5! of possible combinations. Two
of them have the correlation strength equal to 1 and we consider correlation 1 to be statistically
significant at p <0.05 (Petz, 1985: 198). Since the ranks are among the tied ranks, the corrected
Spearman's rho is calculated using the correction factor cf. Results Spearman's rho and corrected
Spearman's rho are shown in Table 2.
4. Results and discussion
Out of 104 surveyed micro-companies in the region of Slavonia and Baranja 82.9% of
participants graded the importance of an innovation for success in business as 4 and 5, with an
average grade of 4.39. It has been established that micro enterprises have introduced 245
innovations over the past three years. Although the results show a strong innovative activity in
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some micro enterprises, the results show that on average more than 50% of surveyed micro
enterprises did not have any innovations in the past three years.
Estimates of the importance of innovation for the success of micro enterprise operations for each
county of Slavonia and Baranja have been established. The value of the micro enterprise's
business results is summed up and divided by the number of micro-enterprises analysed within
the county, so each county is viewed as one entrepreneurial unit. Then, we compared it to
another county. After the obtained values, the results for the counties were ranked and the rank
correlation was calculated (Table 1).
Table 1. The rank of perceptions of the importance of innovation and business results of
microenterprises
Busine
Perception
The number
ss
EBITD
Performan
of
the
Revenu of positive
A
ROE
ce Index
County
Importanc
e
results
in
Margin 2015
scaled 0e
of
Growth the
last
2015
12
Innovation
Rate
three years
2015
Brod-Posavina
3,5
5
4
1
3
3
Osijek-Baranja
2
2
1
2
5
5
Pozega-Slavonia 3,5
3
2
3
1
1
ViroviticaPodravina
1
4
5
5
4
4
Vukovar-Srijem
5
1
3
4
2
2
Source: Authors’ calculations
The results have shown that the established rank of perceived importance of innovation for the
current business, as the entrepreneurs/managers see in each county, is not the same as the
established ranking of the business result of the county. According to the achieved results, the
Osijek-Baranja County is the best-ranked, which is the most successful by ROE, and is the
second-ranked in EBITDA Margin and the Growth Rate of Business Revenues in 2015.
However, it has the worst results in the number of positive results in the last three years (2013,
2014 and 2015) and a performance index measured on a scale of 0-12 is very low. Since both
indicators cover business in the last three years, unlike the first three indicators, showing
business results only in 2015, the fact is that the business of micro-entrepreneurs is significantly
better in 2015 than in previous years and indicates a positive and significant improvement on a
county level. The Brod-Posavina County has the best results at the growth rate of business
income, but the smallest EBITDA Margin, and compared to other counties by rank is only better
than the Virovitica-Podravina County.
The Vukovar-Srijem County is the most successful in EBITDA Margin the importance of
innovation in the business results achieved is perceived as least important. The Pozega-Slavonia
County is neither the last nor the next to the last on the list ranked by any performance indicator.
However, it is first ranked by the number of positive business activity in the past three years and
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the success index. Both indicators are ranked on the same level, partly because they measure the
performance of the business over the last three years.
Table 2. Spearman's rank correlation coefficient of perception of the importance of innovation
and business results of microenterprises
Perception
Business The number
of
the EBITDA
Revenue of positive Performance
ROE
Importance Margin
Growth
results
in Index scaled
2015
of
2015
Rate
the
last 0-12
Innovation
2015
three years
i
r(xi)
r(yi)
r(yi)
r(yi)
r(yi)
r(yi)
Spearman's
rho r
1
-0,375
-0,175
-0,175
-0,675
-0,675
t value
-0,70065 0,30786 -0,30786 -1,58458
-1,58458
corrected
Spearman's
rho
-0,410
-0,205
-0,205
-0,718
-0,718
t value
-0,77948 0,36314 -0,36314 -1,78764
-1,78764
Source: Authors’ calculations

The results show a negative correlation between the perception of the importance of innovation
in achieving success and the real success of microenterprises. The strongest negative correlation
is with the number of positive results in the last three years and performance index. But, as
explained above, none of the computed correlations is statistically significant (if n = 5 only
correlation 1 can be statistically significant). In order to verify the significance of the results,
although n <10 the t values are calculated, and the significance level is 0.05. All absolute values
of the calculated t values | t | <3,182 = tcrit = TINV (.05,3), again lead to conclusion that there is
no significant negative correlation between the perception of the importance of innovations and
the real accomplished business results. After using the correction factor cf when calculating the
correlation rank, Spearman's rho is more accurately calculated, but the results have not changed.
The results obtained are in line with the results of Berkham et al. (1996), according to which
companies that undertake innovative activities are not necessarily successful.
The results obtained by the counties (NUTS III region) were in contrast to the results of Štavlić
(2016), which found that there is a positive correlation between the perception of the importance
of innovation and achieved business results in region of Slavonia and Baranja (NUTS II region).
The model depicted could be useful in expanding research and determining the relevance of
innovation links to the actual business results of micro-enterprises in the Republic of Croatia.
This would increase the number of rank pairs to 21 (21 counties) and it would yield the ability to
accurately calculate the statistical significance of the results.

145

5. Conclusion
Innovation and innovation activities, regardless of the size of an enterprise, are today considered
key factors of business performance. Just as entrepreneurs are often considered main drivers of
economic growth and development, innovations also strongly influence the overall economic
growth. The system of incentivising and innovation growth in micro-enterprises in the Republic
of Croatia, and thus in Slavonia and Baranja, is still insufficient compared to the volume of
investments and incentives for innovations in European countries, and it is necessary to
encourage supporting institutions and the state to invest further in this area in order to provide a
more stimulating and effective innovation system.
The results of the conducted empirical research found that in Slavonia and Baranja there was an
attempt of an innovative activity on average in more than 50% of surveyed microenterprises,
while the other nearly 50% of microenterprises did not innovate in the last three years of
business. The surveyed entrepreneurs/managers perceived the importance of innovation as one of
the main things for the company's business success. The established rank of perceived
importance of innovation as seen by entrepreneurs/managers in each county is not the same as
the established rank of business success of the affiliated county.
The rankings of business successes enabled the analysis of the success of a particular county in
relation to other counties. According to these results, Osijek-Baranja County is ranked first on
the list. The results of the calculated correlation between the perception of the importance of
innovation in achieving success and the actual success is shown by the pair of numeric variables
transformed into rank variables (Spearman's rho) showed that none of the computed correlations
was statistically significant. Although not statistically significant, there is a negative correlation
between the perception of the importance of innovation in achieving success and the actual
success of microenterprises in the last three years, which is not in accordance with our
expectations.
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Start-up skills as dimension of entrepreneurial
attitudes

Aleksandar Vekić1
Jelena Borocki2
Angela Fajsi3
Srbislav Stojić4

Abstract
The progress of modern market economies is largely determined by its ability to encourage and
develop Entrepreneurship, and to create an appropriate entrepreneurial environment. New
innovative companies, in the form of startups, are emerging as the most important factors in this
process. Their formation is often determined by the startup skills, that are crucial element of
entrepreneurial behavior and attitudes. In terms of business, which is accompanied by rapid
changes and uncertainties, the consideration of this issue is essential. Successful entrepreneurial
venture requires some startup skills, which every entrepreneur should have. Adequate
understanding and acceptance of changes, as well as the advantages and risks they bring with
them, have a huge influence on the development of Entrepreneurship and innovation as the main
drivers of the business progress of every company, and also on economic growth and
strengthening the competitiveness of each country.
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Qualitative analysis and consideration of startup skills, as an important dimension of
entrepreneurial attitudes, is given in the Global Entrperenuership Index (GEI), which is created
by The Global Entrepreneurship and Development Institute. In this paper, a detailed analysis of
GEI index, as well as the pillar of Startup skills,was performed. Research was conducted for
countries of the Southeastern Europe in the period 2014-2018.
The main goal of this paper is to demonstrate the movement of these parameters in the observed
period for selected states. Countries from Southeastern Europe are trying to improve their
economies through the establishment of mechanisms for effectively solving the problems that
accompany developing countries. In order to improve their performances, countries should look
at their strengths and weaknesses, both at the individual level that includes the population, as
well as at national and institutional level.
Key words: Entrepreneurship,GEI, Innovation, Southeastern Europe, Startup

Introduction
The popularity of startups is steadily growing and their role in the economic system is increasing.
These companies represent an entrepreneurial form that is important for regional development
and for changing the business climate towards liberalization of markets and its expansion. One of
the most important goals of modern Entrepreneurship is the development of business from idea
through realization to profit, with the clear intention of creating a new market and generating
income in activities that enrich the lives of people and meet their needs. Entrepreneurship
combines skills, knowledge and creativity on the one hand, but also responsibility, persistence,
commitment and a driving spirit on the other. Schumpeter, in his early work, gave a following
Entrepreneurship definition: „The function of entrepreneurs is to reform or revolutionize the
pattern of production by exploiting an invention or, more generally, an untried technological
possibility for producing a new commodity or producing an old one in a new way, by opening up
a new source of supply of materials or a new outlet for products, by reorganizing an industry and
so on” (Schumpeter, 1942).
Entrepreneurship can also be defined as „an activity aimed at starting, organizing and innovating
a business, with the primary goal of creating a new market and generating profits. It is related to
all aspects of human behavior and action - it develops creativity, accelerates the generation of
ideas and enriches human needs“ (Penezic, 2003). Entrepreneurship involves facing numerous
challenges, but it also offers great opportunities in terms of generate economic wealth, growth,
innovation and implementation of high technologies in business. Entrepreneurship refers to the
process of creating a new enterprise and bearing any of its risks, with the view of making the
profit (Business Jargons, 2019). This term can be presented as a conceptual model:
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Entreprenuership

Figure 1. Conceptual model of Entrepreneurship (Kao, 1989)

This model has four main aspects (Kao, 1989):
1. Entrepreneurial Personality: The overall success of a new venture largely depends upon the
skill, qualities, traits and determination of the entrepreneur.
2. Entrepreneurial Task: It is a role played by entrepreneur in an enterprise. The major task of the
entrepreneur is to recognize and exploit opportunities.
3. Entrepreneurial Environment: It involves the availability of resources, infrastructure,
competitive pressures, social values, rules and regulations, stage of technology etc.
4. Organisational Context: It is the immediate setting in which creative and entrepreneurial work
takes place. It involves the structure, rules, policies, culture, human resource system,
communication system.
Entrepreneurship is present in all forms of business wherever there is a dominant influence of
knowledgeable people who are willing and able to:
•
•
•
•
•

Start and create business from their own ideas
Have talent and follow their intuition
Do already known things in a new or different way
Are inventive and generate new business ideas
Work diligently and persistently to solve problems.

Entrepreneurship is closely linked to the innovations that it is today essential driver of
competitiveness, economic changes, economic growth, etc. Schumpeter (1942) defined
innovation as "process of industrial mutation, that incessantly revolutionizes the economic
structure from within, incessantly destroying the old one, incessantly creating a new one"
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Authors Tidd & Bessant (2016) state that „Innovation is driven by the ability to see connections,
to spot opportunities and to take advantage of them“.
Schumpeter was divided innovation into five types (Schumpeter, 1934):
1. Launch of a new product or a new type of already known product;
2. Application of new methods of production or sales of a product (not yet proven in the
industry);
3. Opening of a new market (the market for which a branch of the industry was not yet
represented);
4. Acquiring of new sources of supply of raw material or semi-finished goods;
5. New industry structure such as the creation or destruction of a monopoly position.
The era of startup companies has also brought about changes in the behavior and skills of their
founders and the people which are involved in their operation. These skills are undoubtedly
critical to a great deal of new innovation, especially as new technologies disrupt established
systems of producing goods and services and challenge traditional business models, but
innovation needs to be understood through a lens that is broader than simply technology (Barrett,
2016). Depending on business idea and business model, startup may need people with the skills
and knowledge in such spheres as management, programming, engineering, designing,
accounting, law, marketing, etc. (Verbovskiy, 2014). Skill can be defined as ability to
demonstrate knowledge through some action (Wickham, 2006). The startup skill is the individual
ability to create a new business through the exploitation of an idea in order to benefit both the
individual and the society (Olagunju, 2004).
Startup is „a human institution designed to deliver a new product or service under conditions of
extreme uncertainty (Reis, 2014). A startup can be defined as a“ temporary organization
designed to search for a repeatable and scalable business model“ (Blank, 2013). Startup process,
begins when individuals or a team takes action to create a new business (Reynolds, 2016).
Business startup activities are events, behaviors, and the acomplishments by individuals that lead
to emergence of new business (Gartner et al., 2004). The special role in startup activities has
knowledge, and knowledge-based factors have a strong impact on the decision to engage in
business startup activity. This view of entrepreneurial activity does not only imply a role played
by one’s existing knowledge base but also one’s exposure to external knowledge (Clercq &
Arenius, 2006). Entrepreneurial activities are very important for healthy market economy, and can be
major source of job creations (Bester et al., 2003).
Entrepreneurial attitudes can be encouraged by influencing thoughts, feelings, and behavioral
intentions related to the objects of those attitudes (Rosenberg, 1960). Attitudes represent a very
important question in term of Entrepreneurship and innovation and can be influenced by an
environment that foster entrepreneurial activity (Florin et al., 2007). Attitude is one of the most
important factors in the process of determining the success of individuals in Entrepreneurship
(Sudipa & Damodharan, 2012).
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Entrepreneurial behavior is a preference for innovation and a change in existing institutions and
the status quo (Encyclonomic Web*pedia, 2019). Schumpeter also identified several major
characteristics which can define the entrepreneur behaviour, such as (BusinessDictionary, 2019):
• Greatly value self-reliance
• Strive for distinction through excellence
• Are highly optimistic
• Always favour challenges of medium risk.

1. Methodology
For this research authors collected official data about The Global Entrepreunership Index (GEI)
(https://thegedi.org/research/gedi-index/) for the Southeastern Europe countries (according to
UNESCO classification). Authors compared these 14 countries according to their overall
ranking(s), in particular, to their comparison to the pillar of Startup skills, as a part of Attitudes
Sub-Index Infrastructure. The Global Entrepreneurship Index was created by The Global
Entrepreneurship and Development Institute (The GEDI Institute) as a powerful tool for
identifying the right policies and programs to accelerate growth and job creation. The Global
Entrepreneurship Index is an annual index that measures the health of the Entrepreneurship
ecosystems in each of 137 countries. It then ranks the performance of these against each other.
This provides a picture of how each country performs in both the domestic and international
context. (GEDI, 2019). In order to illustrate the results of research chart was used as analytical
tool.
2. Global Entrepreneurship Index (GEI)
Country-level Entrepreneurship can be defined as “the dynamic, institutionally embedded
interaction between entrepreneurial attitudes, entrepreneurial abilities, and entrepreneurial
aspirations by individuals, which drives the allocation of resources through the creation and
operation of new ventures“ (Ács, 2015). To compare countries according to clearly defined
parameters The Global Entrepreneurship and Development Institute created this Index, which as
result brought progress in measuring the quality and dynamic of the entrepreneurial ecosystem at
national and global level. The Global Entrepreneurship Index is a composite indicator of the
health of the Entrepreneurship ecosystem in a given country. This index currently takes into
account 137 countries. The GEI measures both the quality of Entrepreneurship and the extent
and depth of the supporting entrepreneurial ecosystem (Ács et al., 2018).
Creators identified 14 components that they believe are important for the health of
entrepreneurial ecosystems, identified data to capture each and used this data to calculate three
levels of scores for a given country: the overall GEI score, scores for Individuals and Institutions,
and pillar level scores (which measure the quality of each component). The GEDI methodology
collects data on the entrepreneurial attitudes, abilities and aspirations of the local population and
then weights these against the prevailing social and economic ‘infrastructure’ – this includes
aspects such as broadband connectivity and the transport links to external markets. (GEDI,
2019).
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The GEI structure is composed of three building blocks or sub-indices that stand on 14 pillars.
Called the 3As the sub-indices are Entrepreneurial Attitudes with the pillars of Opportunity
Perception, Startup Skills, Risk Acceptance, Networking and Cultural Support; Entrepreneurial
Abilities with the pillars of Opportunity Startup, Technology Absorption, Human Capital and
Competition; and Entrepreneurial Aspirations with the pillars of Product Innovation, Process
Innovation, High Growth, Internationalization and Risk Capital. Unlike other indices that
incorporate only institutional or individual variables, the pillars of the GEI include both.

Picture 1. Structure of GEI
Pillar 1- Opportunity perception: This pillar captures the potential "opportunity perception" of
the population given the size of the country's domestic market and level of urbanization. This
represents an essential ingredient in entrepreneurial startup (Sørensen & Sorenson, 2003).
Pillar 2- Startup skills: Starting a successful entrepreneurial venture requires a potential
entrepreneur to have necessary startup skills (Papagiannidis & Li, 2005). Percentage of the
population which believe they have adequate startup skills are measured here.

154

Pillar 3- Risk acceptance: Fear of failure is one of the biggest obstacles to starting a new
business (Caliendo et al., 2009). Risk perception is defined as the percentage of the population
who do not believe that fear of failure would prevent them from starting a business.
Pillar 4- Networking: Entrepreneurs who have better connections are more successful, they can
identify more sustainable opportunities and get better access to resources (Shane & Cable, 2002).
The basic network potential of future entrepreneur can be defined „as the percentage of the
population who personally knows the entrepreneur who started the business within two years“.
Pillar 5- Cultural support: This pillar is a combined measure of: how residents perceive an
entrepreneur in terms of status and career choices and how the level of corruption in that country
affects this view. Without strong cultural support, even the best and brightest do not want to be
entrepreneurs and they choose to enter the traditional profession (Guiso et al., 2006).
Pillar 6- Opportunity startup: it looks at the number of startups that would be started by people
who are motivated by opportunities, but faced with regulatory obstacles. In the frame of this
pillar the institutional variable business freedom is applied (Bhola et al., 2006).
Pillar 7- Technology absorption: This variable measures companies which operates in the
technology sector. The spread of new technology, as well as the ability to absorb it, is vital for
innovative firms with high growth potential (Coad & Rao, 2008).
Pillar 8- Human capital: This pillar examines the level of Entrepreneurship education, quality of
employees, their training and development, etc.
Pillar 9- Competition: This is a measure of the uniqueness of a product or market, combined
with the market power of existing businesses and business groups (Baumol, et al., 2007). This
variable is defined as percentage of businesses that have only a few competitors which offer the
same product or service.
Pillar 10- Product innovation: A new product is a measure of the country’s potential to generate
new products and adopt or imitate existing products. To quantify the potential for new product
innovation, the institutional variable related to technology transfer and innovation seems
relevant.
Pillar 11- Process innovation: New technology is defined as the percentage of businesses whose
underlying technology is less than five years old. The relevant institutional variable applied here
is Research and Development. Although R&D alone does not guarantee successful growth, it is
clear that without systematic research, development and deployment of new technologies, future
growth is impossible (Stam & Vennberg, 2009).
Pillar 12- High growth: This is a combined measure of the percentage of high-growth businesses
that intend to employ at least 10 people and plan to grow by more than 50 percent in five years.
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Pillar 13- Internationalisation: This pillar is designed to capture the extent to which
entrepreneurs are internationalized in a country, as measured by the export potential of
businesses which controls the level of economic globalization of the country.
Pillar 14- Risk capital: The availability of venture financing, especially equity, not debt, is a
necessary prerequisite for fulfilling entrepreneurial aspirations beyond the entrepreneur's
personal finances (Gompers & Lerner, 2004). Two types of finance, informal investment and
debt capital market (DCM) are combined.

Table 1. The Global Enterprenuership Index Rank of Southeastern European countries,
2014-2018
Country

Global ranks
(per years)

GEI score
(per years)

2014 2015 2016 2017 2018 2014 2015
Slovenia
22
29
31
26
25
52.7 53.1
Cyprus
51
46
49
43
32
40.2 42.5
Turkey
39
25
28
36
37
44.7 54.6
Romania
40
42
42
45
46
44.6
45.3
Greece
58
47
45
49
48
37.7 42
Croatia
49
51
51
59
54
40.9 40.6
Montenegro
52
54
54
61
60
39.5 39.1
North
62
58
57
64
66
36.1 37.1
Macedonia
Bulgaria
36
44
46
82
69
45.4 42.7
Serbia
68
78
74
79
74
33.9 30.6
Albania
71
76
76
80
83
32.6 30.6
Moldova
76
78
72
89
92
31.1 37.2
Bosnia
and 91
83
82
99
95
27.7 28.9
Herzegovina
*According to UNESCO definition of Southeastern Europe, Malta also
not included in the official analysis of the GEI index.

2016
50.4
41
52.7
44.9
42.1
39.9
37.5
36.6

2017
51.5
38.5
43.7
37.1
34.6
30.8
30.2
28.7

2018
53.8
48.0
44.5
38.2
37.1
34.0
31.2
29.1

41.6
30.9
30
31.3
28.6

22.7
23.1
23.0
21.3
19.9

27.8
26.4
24.2
21.2
20.7

belongs here, but it is

Source of data: GEDI reports, 2014 – 2018
The table above shows the positions of Southeastern European countries, according to the GEI
index (Global rank and GEI score), in the observed period 2014 - 2018. An analysis of data for
observed period determined that Slovenia was the best positioned country of Southeastern
European region, while Bosnia and Herzegovina it was the worst positioned. Also, the Slovenia
has the highest GEI score.
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3. Startup skills- A condition for launching a successful venture
Startup skills are very important in the development of Entrepreneurship and in the process of
fostering innovations. They include many different characteristics and one of the most important
is the ability to identify opportunities through which the entrepreneur knows exactly what to do,
or what is required in the market and what can be offered. It also means finding the most
effective way to start a business venture and to succeed in the market. Creativity plays an
important role as the ability to see things differently and to provide solutions where there are
gaps. Successful entrepreneurs have developed a certain set of skills that have helped them reach
their goals.
The four dimensions of social skills have proven useful for entrepreneurs, namely (Baron &
Markman, 2003):
(1) social perception-accuracy in perceiving the traits of others; (2) social adaptability- ability to
adapt; (3) persuasiveness- the ability to change the attitudes of others in face-to-face encounters; and
(4) impression management- a wide range of techniques for eliciting positive reactions in others.
Many of the tasks that entrepreneurs need to accomplish include initiating and managing various
social interactions such as raising external capital, generating enthusiasm and commitment for
employees, communicating effectively with a wide range of people, attracting effective partners
and employees, developing business networks and building trust and legitimacy relationships, as
well as negotiating with others on a large number of issues. Moreover, entrepreneurs need to do
this in environments that are uncertain and unstructured, and very often subject to changes.
The importance of communication skills is increasingly emphasized, and improving them leads
to improved financial success, forming important strategic partnerships with other companies,
but also making the right decisions during the process of recruiting and hiring new employees.
Entrepreneurs with high level of social skills are more likely to communicate with other
associates, thus obtaining useful information that they can harness and thus identify new
opportunities and profit. Also, the skills of people in charge of sales are very important, as most
startups rely on precisely this segment of the business.
Entrepreneurs must identify business aspects whereby their efforts contribute directly to adding
tangible value to the customer while letting go of things that aren’t going to significantly move
the needle (Forbes, 2019). It is very important for entrepreneurs and founders of new ventures to
be aware of the potential risks in the right way and be prepared to deal with them. Willingness to
innovate mean „action to prepare to make innovations or carry out innovation activities. In
business field this action can result in achieving greater competitiveness, productivity,
profitability or increased sales and profit“ (Teixeira et al., 2019). In terms of GEI Index, startup
skills captures whether adult individuals think they have the necessary skills to start a new
venture, weighted by a measure of the degree of tertiary education in the country.
This framework variable is used because the higher a country’s level of education is the higher
the quality of its entrepreneurial ventures tends to be (Ács et al., 2017)

.
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Table 2. Percentage performance of countries in the region Southeastern European countries, in
the pillar of Startup Skills, 2014-2018
Country

Slovenia
Cyprus
Turkey
Romania
Greece
Croatia
Montenegro
North Macedonia
Bulgaria
Serbia
Albania
Moldova
Bosnia and Herzegovina

Startup skills
2014
1.0
0.71
0.82
0.84
0.81
0.65
0.75
0.51
0.69
0.64
0.49
0.67
0.47

2015
0.99
0.41
0.67
0.46
0.99
0.58
0.88
0.45
0.75
0.84
0.52
0.37
0.39

2016
0.97
0.45
0.68
0.52
0.95
0.60
0.89
0.45
0.27
0.85
0.58
0.30
0.39

2017
0.84
0.57
0.64
0.38
0.73
0.42
0.76
0.36
0.38
0.62
0.67
0.22
0.11

2018
1.0
0.62
0.82
0.56
1.0
0.76
0.84
0.42
0.51
0.96
0.68
0.27
0.17

*According to UNESCO definition of Southeastern Europe, Malta also belongs here, but it is
not included in the official analysis of the GEI index.
Source of data: GEDI reports, 2014 - 2018
This table shows the scores in the pillar of Startup skills in Southeastern European countries for
the period 2014 - 2018. Data was according from official GEDI reports. Observing these
countries, it can be established that 6 of 14 countries belong to the European Union, while other
countries have started accesion negotations (with the exception of Albania and North
Macedonia). Some regions of these countries, especially the capital cities, are adapting well to
the new challenges, others are trying to re-orientate themselves.
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The charts above (1-5) show the results for each of 13 countries of Southeastern Europe involved
in this Startup skills research. Using a radar type chart, it is possible to make a simple
comparative analysis of the observed parameter.
Table 3. Comparison of Southeastern European countries, according to the criterion of Startup skills
Year
2014
2015
2016
2017
2018

Countries with highest score in pillar Countries with lowest score in pillar
of Startup skills
of Startup skills
Slovenia
Bosnia and Herzegovina
Slovenia and Greece
Moldova
Slovenia
Bulgaria
Slovenia
Bosnia and Herzegovina
Slovenia and Greece
Bosnia and Herzegovina

The highest ranked country according to the criterion of startup skills in the observed period was
Slovenia, with an average score of 0.96, while the lowest position was recorded by Bosnia and
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Herzegovina with an average score of 0.31.The greatest progress by this criterion over the
observed period has been achieved by Serbia. Research shows that Serbia improved its final
score by as much as 50%, and in the last observed year it occupies the second position out of 13
observed countries. Looking at all the pillars that make up the GEI index, it can be concluded
that the observed countries have achieved greatest success precisely in the field of startup skills,
which is certainly reflected in their final position, both regionally and globally.
Conclusion
Contemporary tendencies require great efforts of all countries to survive in a very complex and
uncertain market competition and to preserve their comparative advantages. It is of utmost
importance to foster Entrepreneurship at all levels in order to create an entrepreneurial
ecosystem. In general, an ecosystem is a purposeful collaborating network of dynamic
interacting systems that have an ever-changing set of dependencies within a given context
(Sussan & Ács, 2017). Entrepreneurial ecosystem can be defined as „a set of interdependent
actors and factors coordinated in such a way that they enable productive Entrepreneurship within
a particular territory (Stam & Spigel, 2016). It is very important for the development of the
entrepreneurial ecosystem to set up an effective system for encouraging Entrepreneurship,
especially for startups, whose role is essential in this process. In order to successfully start and
sustain themselves in the market, founders of startups must have adequate qualities and skills
that will lead them to succeed in this field. Some of the most important skills which they should
possess are: willingness to change and take risks, creativity, technical and digital skills, good
marketing and sales skills, focus on continuous learning and innovation, ability to make
important decisions, especially in uncertain circumstances, etc. Some of these skills can be
acquired through education, while others require experience.
Countries can have a significant influence on the development of these entrepreneurial and
startup skills by developing a strategy for acquiring them through increased levels of investment
in this sphere, but also by improving the entrepreneurial environment in society By using various
methodologies it is possible to determine the success of countries in the accomplishment of this
important task. The GEI Index is being used for measuring those performances of countries that
indicate the quality of their entire entrepreneurial ecosystem. Based on the analysis of the
countries of Southeastern Europe it can be concluded that Slovenia occupies the best position in
the observed period, it also showed the best result in terms of startup skills. Also, Greece and
Serbia have emerged as leaders in this segment in recent years, which is an important signal for
all countries that with a high level of engagement and adequate access to sphere of
Entrepreneurship excellent results can be achieved. The fact is that the countries of Southeastern
Europe are classified as developing countries, so higher exploitation level of their potential is
expected in the near future.
In order to maintain and increase position of global competitiveness map, all countries need to
have an aim of creating good conditions for efficient business, which certainly entails creating a
favorable entrepreneurial climate. Entrepreneurship education can make a significant
contribution to the development of entrepreneurial attitudes and skills, especially in young
people . It can inspire them to develop and internalize entrepreneurial mindsets and prepare for
the challenges of the future (Lepuschitz et al., 2018). Education, which leads to encouraging
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entrepreneurial orientation and acquiring the necessary entrepreneurial and startup skills, is one
of the key factors of the future development of these countries.
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Managing Design: the Impact of Design Orientation on
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Abstract
Companies that constantly explore trends in the market and also use design to innovate their
products and services should also be more successfull. The main purpose of this paper was to
investigate the relationship between design orientation and market orientation and to propose a
new conceptual model for managing companies in transitional economies. Therefore, existing
models of market orientation (MO), design orientation (DO), and design management (DM) have
been investigated. The research has been executed in several stages, from qualitative to
quantitative, using an Internet survey to examine managers and CEOs from Croatian companies
in different industries. After analyzing the findings, the main hypothesis about the positive
relationship between DO and MO was supported. Applying the structural equation modelling, a
new PLS-SEM model of market-design orientation management was proposed, which could be
useful for the specific context of the transitional economies. Systematic use of these results could
serve to improve companies’ competitiveness in the market. Also, an important issue - how
design as a resource of innovation should be managed and integrated with other business units has been addressed.
Keywords: design orientation, market orientation, design management, innovation, transitional
economies
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1. Introduction
1.1. Definition of the Topics
The topics of this study are market orientation and design orientation of companies as well as
their relationship, because marketing literature has not paid much attention to the aspect of
design orientation. Understanding design potentials in different industries allows marketers and
managers to achieve more business success, focusing on customers’ needs at the same time. To
fully understand the complexity of the subject, we first have to define main terms and look at
different approaches to design and its management.
Market orientation (MO) can be defined as the implementation of the marketing concept generating market information within the entire organization regarding the current and future
needs of customers and clients (Kohli, Jaworski and Kumar, 1990). MO can also be defined as
the extent to which a firm engages in the generation, dissemination, and response to market
intelligence pertaining to current and future customer needs, competitor strategies and actions,
channel requirements and abilities, and the broader business environment (Morgan et al., 2009).
MO and marketing capabilities are complementary to one another in ways that generate
economic rents, and each may be viewed as an individual source of competitive advantage. The
interaction between MO and marketing capabilities possesses the characteristic of 'asset
interconnectedness' (Teece et al., 1997). For Grinstein (2008), market orientation is positively
related to a number of strategic orientations. To be successfully implemented, all alternative
orientations should be guided by the necessary underlying system of beliefs. The use of design
has been constantly growing in recent years. Design changed its meaning from shaping and
aesthetics to a strategic element in business innovation processes, as well as in a number of
societal development processes. A designer's ability to combine, for instance, designing with
user understanding and overall solutions is increasingly becoming a competitive parameter when
companies develop new products and services. Design is gaining importance as a driver for
innovation, resulting in concepts such as strategic design, design management and design
thinking (Quartz + Co, 2011). There have been a number of different studies in various countries,
which give evidence about the positive role of design as an element of innovation. The
importance of design as a key element of introducing new ideas to market was also recognised in
commitment 19 of Innovation Union, a flagship initiative in the Europe 2020 Growth Strategy.
This consensus has resulted in the European Commission’s Action Plan for Design-Driven
Innovation (EC, 2013). Design, its methods and a way of thinking have been emphasized by
many researchers as resource for increasing a company’s innovation capability (Ulrich &
Eppinger, 2003; Veryzer & Borja de Mozota, 2005; Beverland & Farrell, 2007).
Design management (DM) is directly concerned with the place of design within an organization,
the identification of specific design disciplines that are relevant for key management issues, and
the training of senior managers to use design effectively (Gorb, 1990). According to the Design
Management Institute, the scope of design management ranges from the tactical management of
corporate design functions - including design operations, staff, methods and processes - to the
strategic advocacy of design across the organization as a key differentiator and driver of
organizational success (source: https://www.dmi.org/page/What_is_Design_Manag , approached
23032019). According to Olson et al. (1998), design strategy as the highest level of design
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implementation implies the effective allocation and coordination of design resources and
activities to accomplish a firm`s objectives of creating its appropriate public and internal
identities, its product offerings and its environments.
Table 1. Design management maturity grid. An analysys of design management practices in
Europe; source: Kootstra, DME Survey, CBRD, 2009, pp 15
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In the absence of a validated model to assess European businesses DM capability, the Design
Management Staircase model by Design Management Institute from Boston was further
developed by Kootstra (2009). The model aims to enable European businesses to assess and
improve their DM capabilities in order to increase their effective use of design and improve their
competitiveness and business success. A process perspective was taken, classifying the DM
capabilities of businesses into four different levels, ranging from an immature stage, level 1,
through to level 4, where design is managed strategically. All four levels are further defined by
five factors influencing the success or failure of design and indicating good DM. The five factors
are presented as: Factor Awareness, Factor Planning, Factor Resources: people (design staff),
funding (budgets) and means of production (facilities), Factor Expertise: the level of DM
experience, skills and expertise and Factor Process: whether an effective process is followed.
The level ranking is dependent on the extent to which businesses implemented these five factors.
Subsequently, the Design Management Staircase model was tested on a large scale study
amongst 605 European businesses. The results of this study were presented in Kootstra`s report
(2009) “The Incorporation of Design Management in Today`s Business Practices”.
Design orientation, according to different scholars, describes a strategic managerial approach
based on choosing design as the main source of competitive advantage (Borja de Mozota, 2003,
2009; Best 2006; Von Stamm, 2008; Brown, 2008). Marketing and design share the same
ambitions – they are both customer focused and wish to improve the quality of consumers`
everyday life through the products and services (Bruce, 331, in Cooper et al., eds, 2011).
Marketing and design are in a symbiotic relationship, but have different approaches to meeting
consumer needs.
1.2. Developing the hypothesis
As more and more general problems appear – sustainability, downturn in consumer spending,
youth unemployment, a growing number of elderly people etc. – these problems require a
multidisciplinary approach; keeping this in mind, marketing and design connectivity should be
reconsidered at different levels. Marketing undoubtedly plays a crucial role in a company as a
process responsible for identifying, forecasting and meeting customer needs by earning
additional profits through its business. On the other hand, design creates value through
innovation, enhanced functionality, visual differentiation, brand empowerment, or customer's
positive experience, and also plays an important role. Design and marketing departments often
cooperate, and the way of cooperation depends on the nature of the organization, as well as on
market opportunities (Best, 2006, 34).
Therefore, we propose a positive relationship between DO and MO:
H1 Design orientation of a company is positively related to its market orientation.
The design-oriented companies give attention to their products from the design point of view,
they observe and, in this way, follow the changes to better understand user needs. User-centered
designers are usability focused and driven by human factors. They use intuition and empathy, but
also a variety of research approaches, to understand users. In doing so, they adopt a holistic
approach by looking at problems from a systematic point of view; they are integrative thinkers.
In addition, as noted above, they continuously improve the products or services they design
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through an iterative, process-driven approach. (Borja de Mozota & Peinada, 2013). If companies
with a strong orientation towards design also develop a broad orientation towards the market, we
can affirm that design orientation favors market orientation. All the companies within the study
undertaken by Moll et al. (2007) in Spanish design-oriented companies promote and manage
clients' suggestions with basically formalized systems. They also listen and respond
constructively to their clients' complaints. Design, regardless of the industry, is identified as a
determining factor in succeeding to meet customer satisfaction and success in the market. Some
companies in the study are leaders in their respective fields and they constantly innovate in order
to maintain their market position, while those companies that do not identify themselves as
leaders respond quickly to their competitors' actions. For the majority of their products and
services, they have a proactive strategy strongly based on design, innovation, and the consumer
(Moll et al., 2007). We come to a conclusion that more design-oriented companies are also more
flexible to market change and customer demands, and therefore have more successful products.
In this light, we propose the second hypothesis:
H2 Design oriented companies, which constantly, and more than average, innovate through
design, also have more successful products and services in the market.
2. Methodology
The research has been executed in several stages, using first qualitative and then quantitative
methods. The first, qualitative stage of the research was focused on the design orientation of
market-oriented companies. Two groups of respondents, five managers and five designers, went
through a series of qualitative, face-to-face interviews, in order to check the topics of the
questionnaire as well as the variables of main constructs for quantitative research. The interviews
lasted between 45 minutes and one hour and were recorded. The sample of selected professionals
was based on the assessment of the researcher, as typical representatives of the future examinees
in quantitative research.
In the second stage, the research was focused on the perception of design as well as other
relevant topics by the managers; thus, all the variables in the study have been operationalized
from the manager’s point of view. The quantitative research using an Internet survey was
conducted among managers and CEOs from Croatian companies in different industries with at
least 3 employees. A preliminary list of measurement variables was initially selected from
relevant previous research dealing with MO and/or DO. The testing phase with nine experts from
the fields of marketing and design preceded the execution of the qualitative research to determine
the quality of the questionaire. The experts answered the questionnaire but were also given the
opportunity to comment on the clarity of questions, its length and possible difficulties. Most of
their comments were taken into account.
The questionnaire, consisting of 21 questions, was divided into six parts: a set of questions about
the market orientation of the company, about customer orientation, about design orientation,
about managerial approach, about interfunctional coordination, about company's business
performance and design environment - most of them with Likaert value scales (from 1 to 5).
Additional questions about general data were at the end, so there were 30 questions all together.
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After checking e-mail addresses from different reliable databases, managers from the address list
received a message explaining the general purpose of the study and a link to the Internet survey.
Around 2000 questionnaires were sent online between March and June 2017. The pretesting EFA
confirmed the reliability of the questionnaire as well as the correlationship between MO and DO.
After sending a reminder to the examinees from the address list who did not finish their
questionnaire, as well as adding some new e-mail addresses of managers from different sources,
the final sample of valid questionnaires was 112 and the research was concluded in November
2017. The final respondent structure was representative of the Croatian economy (approx. 80%
of SMEs and 20% of large companies). The SPSS statistical program was used for the analysis
of data. After collecting the questionnaires, the companies were divided into two groups: more
design oriented and less design oriented, according to the respondents’ self assesment on the
design orientation scale. These two groups of companies were then compared using analysis of
variance for two independent samples implementing T-test.
3. Findings.
3.1. The sample description
The study sample consisted of 40% of product companies, 33% of service companies and 27 %
of combined industry sectors. There were 42% of female and 58% of male respondants. While
there were 60,7% of managers in different positions from executives, to marketing and
communcations, sales or design managers, many of the respondents were owners or CEOs
(39%), which is logical according to the big percantage of SMEs. With regard to the age of
examinees, most of them were in the group between 40 and 49 years old (42,9%) and after them
there is the same precantage of respondents between the age of 30 and 39, as well as between 50
and 59 (22,3 %). Most of the respondents´ education was high level - graduate or master degree
(47,3%) and then comes the group with master of science degree (15,2%), while undergraduate
(bachelor degree) comes to the third position (13.4%).
3.2. Testing the Hypothesis H1
Exploratory factor analysis of variables for MO and DO on the final sample (N= 112) was the
first step of the analysis. Kaiser-Meyer-Olkin sample of adequacy test was 0,89 while Bartlett's
sphericity test shows that data, i.e. relationships among variables, were statistically significantly
different from random (p<0,001), which makes the criterion appropriate for EFA
implementation.
Five significant factors for market orientation and design orientation were extracted with factor
analysis, which accounts for 63.5% of variance. Two factors of market orientation explain 30,9%
of the total variance. Three factors of design orientation, together, explain 32,7% of total
variance. According to the extracted factors and variables that saturate the individual factors to
the greatest extent, a total of five measuring scales were constructed: two market orientation
scales [consumer orientation (α=0.946), and strategic marketing (α=0.831)] and three design
orientation scales (the role of design in communication and management (α=0.933), design as
competitive market advantage (α=0.780), and level of design implementation (α=0.811)].
Cronbach's alpha coefficients for each scale confirmed the consistency of the scales obtained, i.e.
each scale measures one dimension of market or design orientation. Moderate Pearson
correlation coefficient (Pearson's r or the bivariate correlation, see table 2), was an additional
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indicator that exploratory factor analysis obtained relatively independent (but to some extent
related) factors which makes further analysis possible.

Table 2. Pearson correlations; Source: author`s research results
The importance of design from the managers' perspective was shown in the question about the
role design plays in their company. More than 80% of managers rated design as relevant, namely
21% think that design plays an important role, 27 % stated that design is extremely important,
while 30% estimate design even as a strategic tool. However, for 18.8 % it plays a limited role,
while only for 1% of managers design does not play a role. In order to verify the hypothesis of
the impact of market and design orientation, PLS SEM analysis was then conducted with the
initial model of influences.
The PLS model is set in such a way that the manifest variables from the questionnaire are
indicators of latent variables (factors), and the relationship between the factors is set so that the
factors of marketing orientation (strategic marketing and customer orientation) have causal
influence on design factors (design as competitive advantage, the role of design in
communication and management, the level of design implementation).
After calculating the PLS consistent algorithm in which the variances of relationships
(covariance) between the factors not assumed in the model have also been controlled, the
following path coefficients were obtained, i.e. the model looks like in figure 1.
.
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Figure 1. The PLS SEM analysis. Source: author`s research results

The construct of design orientation consisted of three factors: design as competitive advantage,
the role of design in communication and management, and the level of design implementation.
The construct of Market orientation consisted of two factors: strategic marketing and customer
orientation. The factor of strategic marketing in the company has a strong impact on the level of
the design implementation factor (path coefficient 0,504), while the factor of customer
orientation has a strong relationship with the factor of the role of design in communication and
management of the company. Observing the data, we come to the conclusion that looking at the
role of design in communication and management, the variable ‘design improves our long-term
goals /return-on-investment’ is the one with the strongest influence (0,905).
The values of the HTMT ratio for the determination of discriminant validity do not exceed 0,9
for all the factors of design and market orientation, which confirms that the constructs are
sufficiently different to be acceptable as separate entities -- i.e. separate factors. According to the
results of the analysis, the hypothesis H1 regarding the positive relationship of market and design
orientation is supported. However, the influence intensity of different factors of market
orientation on factors of design orientation varies.
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3.3. Testing H2
To verify the H2 and check the differences between the two groups of companies (more and less
DO) related to business success, we applied Levene's Test for Equality of Variances and the ttest for independant samples. As the first step, the companies were divided into two groups,
according to the factors of design orientation towards the median values, and by each factor:
companies that use design orientation to a larger, or to a lesser extent. Median values were used
because of the relativelly small sample – it provides a suitable number of examinees in both
groups. The median values, according to which companies were divided, are shown in the
following table 3. The company's success was tested on two previously determined factors:
market success and financial success of the company. Differences between groups were tested by
t-test for independent samples.
Table 3. Median values for DO. Source: author`s research results

N
Median

Valid

DesCompF
112
4.3333

DesRoleF
112
3.6154

DesLevF
112
3.6667

DESIGN ORIENTATION FACTORS
DesCompF design as competitive advantage
DesRoleF
role of design
DesLevF
level of design (implementation)
Companies were divided into two groups according to the median values for each factor of
design orientation. For the factor of design as competitive advantage, there are 65 companies
with median value >= 4.33 and 47 with median value less than 4.33. For the factor of the role of
design there are 55 companies with median value >= 3.62 and 57 with median value less than
3.62. For the factor of the level of design there are 54 companies with median value >= 3.67 and
58 with median value less than 3.67.
Two factors of business success: market success and financial success were tested with Levene's
Test for equality of variances and t-test for equality of means according to the median values for
every the factor of design orientation (table 4). Companies with higher and lower factor of design
as competitive advantage do not statistically significantly differ in the success of the company
(neither financial nor market). This result can be explaied by the high values that managers from
both groups, more and less design oriented companies, gave to design as competitive advantage
(mean values are higher than 4). Companies with a more prominent role of design are also
statistically significantly more successful on both aspects of company success (i.e. financial and
market success). Companies with a higher level of design implementation are statistically
significantly more successful in the market, but not in terms of financial success; there is no
difference between these companies and companies with fewer levels of design implementation
in this regard.
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Table 4. Levene's Test and t-test for DO factors. Independent Samples Test. Source: author

To conclude, the three DO factors have different impacts on success - design as a competitive
advantage does not significantly affect the success of the company in the market or its financial
success, because this factor of design is important for both groups, while the two other factors –
the role of design in the company and the level of design implementation - are proven to be
significantly important for success. This means that the hypothesis two has been partially
supported.
According to the final results of our research,, the positive relationship between market and
design orientation of a company has been supported, but design orientation does not have a direct
impact on business success, which can be understood and logically explained by many other
relevant factors that influence the business results, (internal as well as external factors of
business environment – political, macro and micro economic, social and technological, or legal).
4. Originality and implications in practice
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Our findings demonstrate the importance of design orientation and its indirect impact on market
orientation.These findings are especially important for Croatian SMEs which make up the
majority of its economy. Therefore, in an effort to develop factors that can lead to competitive
advantage, managers and CEOs should focus not only on individual design resources, but also on
their integration into different levels of the company. On the basis of the final model which was
developed as the result of research on the relationship between design and market orientation,
managers could use different variables of both constructs and their influence on each other for
the benefit of their companies. The implementation of marketing activities from basic marketing
communication to marketing strategy has a strong impact on the levels of design implementation
in the company, while the factor of customer orientation is strongly related to the role design
plays in the company – from basic design of products to design strategy. Marketing managers
and CEOs -- especially in small and medium sized companies (who were mostly our
respondents as decision-makers concerning design) -- their knowledge about design and its
potentials, their awareness of design value, are of great importance for design implementation
and the design orentation of a company as a whole.
5. Research limitations
The first limitation refers to the size of the sample which was rather small. Although the
pretesting was run before the final quantitative research was executed, a high proportion of the
respondents failed to complete the questionnaire. The high drop-out rate can possibly be
explained by a rather long questionnaire, keeping in mind that the respondents were managers or
CEOs who lack free time. We should also be aware of the complex nature of the subject:
different industries, different organisational structures, different environments, and different
social aspects of design. All these influences should be taken into account before results can be
generalized.
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Is there a place and / or where is a place for
Entrepreneurship?:
A Global perspective
"The worst thing that can hit a man, my
friend, is to find himself in such a case that
he is ready to offer his own soul for sale to
the devil, and this one will not buy it."
Faustus without Mephistopheles?
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ABSTRACT
Entrepreneur no longer exists as an individual in any mature corporation, but also in an
economic area, which can not be called for by the market, and where those same corporations
are present - today multinational and global companies. Perhaps the paradoxical connotation
has the following research question, but on the basis of existing theoretical knowledge there
is a strong basis for the formulation to be: Observed from the global perspective, what are the
conditions in which the natural market environment exists? The obtained results of the
research indicate that the volume of entrepreneurial activities, defined by the nature of
entrepreneurship, dominates in less developed countries and so on more unfavorable
economic environment. The general conclusion, that the basic conditions for
entrepreneurship in the form of a natural market exist within economic spaces outside the
reach of large corporations.
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Introduction
In the current global economic activities and not so recent past, the entrepreneur sector was
identified as an important natural resource, participating significantly in the structure of a
national economy, and, as such, needs to be manage in order to provide direct benefits for
economic growth and development. The importance and role of the entrepreneurial business
environment is noticeable from the aforementioned. These characteristics of the environment,
meaning the globalization process and development of entrepreneurial sector in the economic
structure initially developed simultaneously in the period from the 1970s to the 1990s. The
development bases were also identical and related to the occurrence and expansion of
information and communication technologies. Krugman presented the idea of
entrepreneurship as a story of exceptional individuals, i.e. people who earned their capital
working in their own garages and kitchens. In mid-19th century, advocates of the free market,
values of unrestrained, had an image problem: when referring to private entrepreneurship,
one would mostly think of General Motors; when saying “businessman”, they would mostly
think of people in grey flannel suits. However, the period since the 1990s saw a revival of the
idea that wealth is result of virtue, or, at least, creativity.
Also knowledge of the nature of economic activities and specificities of a certain social and
economic environment represents the necessity of each company and its management,
regardless of size, in order to secure competitiveness and achieving business goals. The only
necessary and sufficient condition for manifestation of natural and only entrepreneurship,
with all the specific features it possesses, a general economic environment securing both the
occurrence and emergence of entrepreneurial enterprises and processes, owing to the
manifestation of entrepreneurial competencies inherent to entrepreneurs. With the process of
creative destruction as the main driving mechanism of cyclic economic movements,
entrepreneurship provides only sustainability. Undoubtedly, these factor of market
imperfection degrade the business environment on the one hand, while on the other they
contribute to the creation of radical technologies and business models appearing as the
consequence of entrepreneurial activities.
The research problem in this article is related to the need to remove doubts stemming from
different approaches in defining entrepreneurship, in terms of stimulative and/or required
conditions for entrepreneurship development. The main aim of the article is to identify
favourable or stimulating conditions for developing entrepreneurship. The available database
of GEM project from 2015 will be used for the requirements of research, serving to analyse
the variables of defined research area, that is, entrepreneurial activity, innovativeness, and
level of technological availability. The selected database enables the researcher to observe
the research area from the global perspective, with particular focus on the post-transition
countries, primarily due to its volume and structure of countries. Out of quantitative
procedures, preliminary analysis for the needs of grouping the selected variables will be
factorial analysis based on PCA (principal components analysis) approach, whereas
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MANOVA and discriminative analysis will be used as the basic research method, with the
use of univariate procedures and additional tests to test the research assumptions.
Research area segments and selected methodology are defined by the concept of the article.
The article is structured in five basic parts. The introductory part presents the concept of the
article. Then, the next part is an overview of currently valid opinions and theoretical sources
within the research area used to draw research assumptions. The third part gives a detailed
presentation of the methodology of the article. Research results and opinions reached are
presented in the fourth part, whereas the last segment of the article contains the general
conclusion, final exposition and explanation.
1. Theoretical background – business conditions for entrepreneurship: market driven
economies or economies with market
Moderate economic growth coupled with persistently high levels of unemployment in the late
20th century stimulated expectations of entrepreneurship’s potential as a source of job
creation and economic growth.1, 2, 3
The dilemma stated in the subtitle of this segment of the article is the consequence of varying
attitudes in defining, and thereby understanding entrepreneurship, which is a consequence of
different approaches, but also time dimension at the end of evolutive flow and developmental
approach in viewing the entrepreneurship concept. This article aims to establish whether
evolutive approach in the concept or some other fact have a dominant role in defining and
understanding entrepreneurship. GEM entrepreneurial approach, which uses GDP per capita
(in PPP) as a generic indicator of social and economic conditions present in a certain
environment and were identified as the key factors of influence on development of
entrepreneurship, will be used as a basis for measuring and comparing the nature and nature
of entrepreneurial activities, as well as other selected variables.
There are different indicators and ways of defining in theory of entrepreneurship, derived
from three basic scientific approaches with an identical source in the opinions of Richard.4, 5
The first approach originates from German scholars Von Thünen and Schumpeter,6 who
apostrophise the role of the entrepreneur as the creator of instability and creative destruction,
where the entrepreneur radically changes competition relations within a branch of industry.7
Then, the second or neo-classical approach in interpreting entrepreneurship according to
which channel the market to balance with their activities.8, 9 The decision on optimal resource
allocation appears as a necessity, and, as such, is the closest to the neo-classical approach,
which, as a whole, represents management far more than entrepreneurship, where it could be
said that every economic participant is an “entrepreneur”.
This way, entrepreneurship as a specific form of earning cannot be isolated by any of the key
criteria compared to other economic activities. The third approach of the Austrian school of
scholars Von Mises and Kirzner,10 which is focussed solely on the ability of entrepreneurs to
recognise possibilities for earning profit, normally after significant changes in the
environment. The last in sequence, as a consequence of the last three, is the integrative
approach by which entrepreneurship is defined as an ability to perceive and create new
economic possibilities.11 If we accept the Bacon’s viewpoint,12 that a man can perceive and
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see, that the perceptive abilities or capacities are defined by competencies (knowledge, skills
and abilities, then we discard the third and integrative approach that includes perceptive
component, due to which, consistently and firmly, remains the first approach that
entrepreneurship comprises the entrepreneur and his competencies regardless of how
favourable circumstances may exist or not.
However, these two elements are directly dependent on having adequate knowledge and
skills as well as innovation-driven efforts by key individuals, entrepreneurs, owners,
managers.13 There is an increasing amount of agreement that all types of “entrepreneurship”
do not have identical consequences to economic growth .14, 15 The theoretical views consulted
lead us to the following research assumption:
RA1: Entrepreneurship development requires an entrepreneur as a market actor with
his / her competencies within which he / she exhibits entrepreneurial potential.
The dynamic and static perspective of entrepreneurship concept of entrepreneurship can be
used as a summary of the above opinion.16 From the viewpoint of static perspective,
entrepreneurship represents a component of branch of industry within an economy, whereas
the dynamic perspective of entrepreneurship views the entrepreneur as an agent of change
and the sole innovator, whether in the domain of new products, new markets, new
organization or technology. Thus, dynamic perspective fully confirms Schumpeterian
approach to entrepreneurship. The GEM project was designed for measuring entrepreneurial
activities between the defined groups of countries at annual level in order to identify key
differences and establish the influence of entrepreneurship on economic growth. Thus, the
essence of the GEM study comprises dynamic measures of entrepreneurship enabling the
verification of research assumption and make the precondition for achieving the research
objective.
In order for the following sections of the article to have its place and role within the research
concept and the aim to be achieved, it is necessary to make a distinction between economy
and the market. Based on this difference, we can divide countries into market economies
characterised by the highest level of economic development (innovation driven countries)
and market economies classified into underdeveloped countries and, partly, developing
countries (factor driven and efficiency driven countries). However, what cannot be denied is
the fact that entrepreneurship, as such is recognised as the main factor of economic growth in
the world.17
2. Market driven economies or corporate markets
We connect the emergence of market economies to the moment of transforming three factors
of production into commodities, labour, technology and country. The central role within the
concept of work is played by technology, i.e. technological dependence of large companies,
multinational and global companies, or corporations, as we term them. Also, the issue of
control of technology is of essential importance for survival and competitiveness of
corporations, which is why, logically, technology is currently under control of corporations
which are the only ones, as such, that have the required conditions for generating new
technologies. Technology is the system of achieving business goals in the conditions
possessed by corporations, which means by organised highly competent individuals, which is
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unavailable to less powerful organisations, and especially individuals. The sources of the
corporations’ dependence lie in the following facts.
the production process lasts increasingly long, including the research and
development phase;
modern technology requires highly competent workforce;
the following logical cause of the above fact is high specialisation and
requirements for organization;
modern technologies tie a large amount of capital for a longer period of time,
which requires longer period of return.
Due to all the above mention facts, corporations cannot afford operating in the conditions of
market uncertainty; in other words, there is a need for market planning, i.e. control. In order
survive, corporations must have control over what they sell, they must have control over
what they buy, in other words, the market mechanism needs to be replaced by planning, that
is, the need for controlling environment by corporations emerges as a necessity of survival
and development. This means that the above mentioned decisions are made by corporations
rather than the market. The next question that imposes itself, which, in fact, contributes to
discovering and understanding the ways of controlling the market, is how to avoid the market
mechanism.
RA2: Creating a supportive environment or economic environment with dominant
security conditions encourages the development of replicative "entrepreneurship", that
is normal economic аctivities.
The possibility of controlling the business environment stems from the economic power of
both individual corporation and from the power acquired by business association on a global
level, whether formally or informally, by forming strategic business alliances. Such flows
and economic phenomena present on the global market, which were in their infancy in the
early 1980s within companies, are present today in an identical form outside companies, that
is, in a quasi-external business environment. The corporations recognised the advantages of
business strategies based on cooperation and replaced competition as previously dominant
strategy very rapidly. The essence of power of corporations is also reflected in the
development of technology, that is, control of knowledge. The roles remained identical since
the nobility sent the serfs on the road, resulting the transformation of work into commodities,
land into commodity and tools (technology) into communities. This is when market emerges,
accompanied by conditions for development of entrepreneurship. Those who control
technology and the ability to create new technologies (knowledge) are in the role of exploiter,
whereas those who are forced to buy and technology become technologically dependent and
find themselves in the role of the exploited.
The first steps toward planned or corporate market and control of business environment were
made by corporations acquiring technological independence. Corporations acquired
independence of technology by establishing and developing powerful and sophisticated
corporate research and development centres, thus achieving control of R&D activities enable
by the high level of labour division and specialisation, resulting in concentration and control
of knowledge based on highly educated individuals. This way prevents the occurrence of any
form of internal entrepreneurship. There are no more condition for developing serial
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entrepreneurship or stimulating entrepreneurship on the market through spin-off
entrepreneurial activities. “Parallel with the occurrence and development of modern
corporation (global company), parallel with the emergence and development of such an
organisation required by modern technology and planning, and parallel with the separation of
ownership of capital from control over the company, a situation was created where the
entrepreneur no longer exists as an individual in any mature industrial company.”18
Due to high value of technology, technological independence provided corporations with a
significant amount of capital, due to which corporations also acquired financial
independence. Control of labour was substantially achieved through the reserve army of
labour, i.e. the unemployed, which is an issue that developed countries resolve by
immigration policies and inflow of new labour, which is the basic mechanism not only
control but also wage cuts, which is one of the basic conditions of growth and development.
Generic business strategy as a form of market appearance leaves no space for unsatisfied
needs, market niches (hybrid strategy model: unified diversification strategy, market focus
and focus on costs), creating a lever for controlling what is bought and what is sold.
Uncertainty of purchase market and production factor by vertical integration, market is
suppressed, economic criteria of business and competition, resulting in suppressed initiative,
creativeness and entrepreneurship.
There is no greater ruler than the market, if it gets a chance, especially when it finds itself in
the hands of those who need it, i.e. large global companies. In these conditions, nothing can
escape planning and control, whichever market segment it may be. Market driven economies
– “market” controlled, planned by global companies exists without any form of true
entrepreneurship. In accordance with the above knowledge, we define the following research
assumption:
RA3: The economic space of highly developed countries generates barriers to the
development of entrepreneurship due to the dominant presence and role of large
corporations in controlling the "market".
Thus, we can say that corporations are not on the market. They are in a business environment
that is under their control. The result of such approach is favourable business environment for
those who adapted it to their own preferences, high degree of determination and rigidity, low
degree of business risk, high stability and a significant level of institutional support is
characteristic of the countries of the highest degree of economic development which have
managed economy and significant support of the government as heritage.19
3. Economies with marketplace for entrepreneurs
In accordance with his above mentioned opinions, Schumpeter points to the nature of the
economic systems, which is an inherently stimulating environment of developmentally
directed economic processes, but exclusively with the role of entrepreneur. By analogy with
the previously stated, every business ambience represents an entrepreneurial environment.
This approach is corresponded by research according to which market imperfection plays a
significant role in creating entrepreneurial possibilities.
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These authors build this standpoint on the following facts in the form of theoretical
rationales, according to which market imperfection is the source of entrepreneurial
possibilities as the consequence of the following factors: (1) enterprises (organisations) are
not absolutely efficient; (2) the existence of externals; (3) imperfection of pricing
mechanism; (4) imperfect distribution of information. These market limitations represent the
source of entrepreneurial possibilities and a basis for development of entrepreneurial
enterprises. It is not disputable that these factors of market imperfection degrade business
environment on the one hand, while on the other they contribute to creating radical
technologies and innovative business models.
Cohen and Winn’s general standpoint implies the model of entrepreneurship, based on
market on market failure enabling setting foundations for achieving entrepreneurial profit as
the main determinant of true entrepreneurship, while, at the same time, directing the market
to a higher level of development, and enhancing both local and global socio-economic
conditions of environment. Market economies are not like economic models, and do not
result in perfect allocation of resources, and markets do not function efficiently.20, 21
Relationships between the environment and entrepreneurial strategy suggest that
entrepreneurial environment is represented by characteristics such as dynamism,
heterogeneity and hostility may influence entrepreneurial perception, which, in turn, may
cause business enterprises to adapt certain strategic orientations such as innovativeness,
proactivity and risk taking.22 The basic characteristic of an entrepreneurial enterprise is
innovativeness, genetically manifested in the form of new technology, which can result in
significant growth potential. It can be concluded from the above station that an eminent
author in the area of entrepreneurship confirms Schumpeter’s approach to the market. Thus,
in this way, entrepreneurial enterprises and activities clearly separate from all other forms of
business enterprises regardless of how we term them or what degree of business maturity
they may be.
A market economy is economic space where true free market still exists, present in mediumdeveloped and underdeveloped countries. Entrepreneurship is not a binding constraint on
growth and development in the poorest countries.23 Then, the post-transition countries
represent a significant market potential. So, for instance, socialist countries have always, and
especially since the 1990s have had the highest degree of freedom regarding economic
activities. The current views in this section suggest that the following research assumptions
are being made:
RA4: The natural business environment or market conditions are a sufficient condition
for the manifestation and development of entrepreneurship.
The main reason for the earlier statements is the absence of big corporations, due to low
purchasing power, lacking or weak control levers of the business environment and the
presence of numerous sources of uncertainty. The other reason is that these countries have
immanent economic recession, which did not spare any of the former Socialist countries
(apart from China) in the form of transition recession. The consequences of economic
recession have a stimulating effect on new models of economic activities due to liberation of
all economic resources, markets, labour, production capacities and so on. The only ones that
are present on the market are entrepreneurship and the part of small enterprises and various
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other forms of business (replicative) endeavours that still have space for business operations,
and finds it in the gap between the market and controlled market, between entrepreneurship
and corporations. This space is dwindling increasingly in favour of controlled “planned”
markets.
4. Post-transition perspective
It is beyond doubt that may economists point out the high significance of entrepreneurship
for economic development, especially in situations of crisis, both in developed and
developing countries, as well as a solution to solve development problems of transition
countries.24 Economic governance during transition is an innovative process: it is impossible
to follow uniform approach or to use same growth model in order to achieve same results.25
The traditional business environment of the former socialist countries, in spite of many
limitations and shortages, is not a limiting factor of entrepreneurial activities and economic
growth as observed derivations are completely appropriate to the reached level of economic
development, disregarding to the social-economic characteristics of the environment.26
Unambiguously, many recent articles in this area point out entrepreneurship and SMEs sector
as the most efficient instrument for transformation of former socialist countries from
centrally planned to market economies;27 however, not even highly developed countries give
up this leverage of development, even formally opting for it in their strategic documents. The
entrepreneurial context is, in most cases, characterised by dynamism and change, informing
us that entrepreneurs in such conditions, owing to their flexibility, adjust better than large
business systems. Entrepreneurial endeavours, with their constant creation and demise create
disequilibrium, where they find their way around and so successful compete in some
situations with much bigger and stronger than themselves.
According to some economists (Schumpeter), lack of entrepreneurial activities, primarily
innovation, are the basic reasons for the occurrence of crisis situations in economy.
Economic crisis such as Global economic recession (2008) can present incentive
circumstances for creating and developing entrepreneurial endeavours, as new business
opportunities appear in the process of large market oscillations, in the form of new markets
and available resources, which present an ideal chance for creation, survival and
development of entrepreneurial sector.
RA5: Market conditions are more prevalent in countries with lower levels of economic
development due to the absence of large corporations and control of the business
environment.
“Socialism collapsed in the east because three most important rights of man were not
respected – religion, liberty and property”,28 “people do not work, do not buy and do net sell
for others’ benefit, not to improve society, but for their own interest, but by this, at the same
time, not even knowing, they further the interest of society and enlarge social wealth, …only
total freedom of man to do what he finds best for himself and his competition with other,
equally free individual to follow their own interest in the struggle for scarce goods result in a
natural order of freedom which necessary result in progress of and welfare of humanity, are
the words of Adam Smith.
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Smith unwaveringly believed that the only thing that have to be removed on the way of
progress and obstacles with which state and its regulations limited the natural order best for
all people (where economy planned and controlled by the state was present once, this role
was taken over by large corporations in an even more intense due to the nature of the motive
that is well known to us); “as a specificum of nature and product of society, man accepts this
society only if it does not stop him from using his work and his skill effectively, to be
enterprising and that preventing his wealth based on work and ability is an obvious violation
of man’s natural right and shackling the freedom of his existence”.29 Transition of society
generates specific conditions and has some typical features but there is no direct link with
motive of entrepreneurial behaviour.30
5. Methodology
A sample of 60 countries was used for the requirements of research based on the database of
GEM project from 2015. The countries are classified into three basic groups in accordance
with WEF methodology.31 By the authors’ choice and the selected criterion, a fourth group of
countries was formed under the name post-transitional countries, which was, with the
previous three groups, the subject of all quantitative procedures in this article. A list of
variables (Table 2) was selected for the requirements of research from the three research
wholes: entrepreneurship, innovativeness and technological involvement.
Due to numerous variables and assumptions used in this article, a preliminary quantitative
analysis was conducted for the purpose of grouping the selected variables by using factorial
analysis based on the PCA (principal components analysis) approach. As a result of
preliminary analysis, two factors (groups of variables) were singled out, which were the basis
for the application of the basic methods of Multivariate analysis of variance (MANOVA) in
relation to two derived regression factors of components one and two, whereas Discriminant
Scores Regr Factor 2 was for the requirements and discriminative analysis, which was also a
basis for the application of univariation procedures and subsequent tests in order to obtain
concrete and specific results required for testing the set research hypotheses.
6. Research results and discussion
To conduct the intended research based on the set concept and a large number of variables
that needed to be considered, and for methodological congruity, the preliminary statistical
procedures will be conducted I the form of factorial analysis based on the PCA (principal
components analysis) approach to perform the adequate selection of variables and grouping
them in accordance with the nature of research, set goals and defined research assumptions.
Using the principal component analysis, 15 variables from the area of entrepreneurial
activities and innovation were analyses. Before conducting the specific procedures of
factorial analysis, appropriacy of the data set was verified based on the KMO (Kaiser-MeyerOlkin Measure of Sampling Adequacy) indicator, the value of which is 0.610, which exceeds
value 0.6 (Kaiser, 1974) and significance indicator (Bartlett's Test of Sphericity), with the
significance level of p=0.000, as the limit of acceptance is Sig. < 0.05 (Bartlett, 1954). These
values of previous analyses point to factorability of the correlation matrix, that is,
justifiability of quantitative procedures of factorial analysis of the selected method applied on
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the set of available data. Eligibility of the correlation matrix of the selected variables also
exists, as the review established that a significant number of correlation values is at the level
higher than r = 0.3.

Table 1. Total Variance Explained.
Compo Initial Eigenvalues
nent

Extraction Sums of Squared Rotation
Loadings
Sums
of
Squared
Loadingsa
Total %
of Cumulati Total %
of Cumulati Total
Variance ve %
Variance ve %
4,88
1
30,512
30,512
4,882 30,512
30,512
4,767
2
3,78
2
23,682
54,194
3,789 23,682
54,194
3,860
9
Extraction Method: Principal Component Analysis.
a. When components are correlated, sums of squared loadings cannot be added
to obtain a total variance.
Source: Authors’ Calculation
The above mentioned quantitative procedures in this case were conducted in two iterations.
They differed by the fact that, in the first procedure, the number of factors for selection was
not limited, 5 factors were identified then. Due to inappropriate number of components
caused by the nature of data, and low values of factorial weights of the analysed variables,
the authors opted for the second iteration. Based on Kattel’s criterion (1966), the repeated
procedure resulted in singling out two components, where the solution explained 54.19% of
total variance, that is, changeability in the structure of correlations between the identified
variables, as presented in Table 1.
Table 2. Pattern Matrixa.
Component
1
2
% 18-64 pop: Setting up firm or owner of young firm (SU
or BB)
% 18-64 pop: TEA and Opportunity motive
% 18-64 pop: Nascent entr (SU) and Opportunity motive
% 18-64 pop: TEA and some market expansion, no tech
% within TEA: Active in technology sectors (high or
medium)
% within TEA: New product market combination
(customer, competitor)
% 18-64 pop: TEA and profound market expansion
% within TEA: Product new to all customers
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,078

,960

,101
,074
,553

,957
,937
,741

,207

-,363

,939

-,027

,725
,640

,369
-,075

% within TEA: Product new to some customers
% within TEA: Product new to none customers
% within TEA: Many businesses offer same product
% within TEA: Few businesses offer same product
% within TEA: None businesses offer same product
% within TEA: Uses new technology (1 to 5 years)
% within TEA: Uses no new technology
Extraction Method: Principal Component Analysis.
Rotation Method: Oblimin with Kaiser Normalization.
a. Rotation converged in 10 iterations.
Source: Authors’ Calculation

,561
-,787
-,783
,666
,600
,359
-,325

-,189
,173
-,200
,184
,131
-,333
,279

Within the two isolated components are variables with significant factor weights, well above
0.5 (acceptable limit above 0.3). In analyzing these two components, it can be interpreted that
the isolated variables are reasonably grouped and adequately represent the nature of each
component within the research concept, namely an entrepreneurial component whose
variables have factor weights ranging from 0.3 to 0.9, the innovation component and
technological inclusions where variables have factor weights of 0.3 to 0.9.
Although these are preliminary quantitative analyzes conducted using factor analysis based
on the principal components analysis (PCA) approach, in order to create conditions for a
more accurate application of basic research methods, the preliminary results obtained when
grouping the selected variables suggest that research intent is justified. Under component 1,
entrepreneurial activities in the area of innovation, competetiveness and technological
availability with a moderate level stood out, since there is an interdependence of indicators in
the new markets at three levels (% within TEA: Product new to all customers,% within TEA:
Product new to some customers, Product to None customers), also significant
interdependence of product competetiveness indicators (% within TEA: Many businesses
offer same product,% within TEA: Few businesses offer same product,% within TEA: None
businesses offer same product) and high-level technology availability measured by indicators
(% within TEA: Uses new technology (1 to 5 years),% within TEA: Uses no new
technology).
Table 3. MANOVA and discriminative analysis between groups of countries by
extracted components.
Analysis
n
F
p
MANOVA
4
3.962
.001
discriminative
4
7.803
.000
Source: Autors’ Calculation
Under component 2, the variable total early stage entrepreneurial activity was singled out as a
general indicator of TEA (including nascent entrepreneurship and owned / managed for less
than 3.5 years) with a significant interdependence % 18-64 pop: TEA and Opportunity
motives and variable % 18 -64 pop: Nascent entr (SU) and Opportunity motives, suggesting
that favorable business opportunities are not crucial in the development of entrepreneurship.
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In addition to the above variables under component 2, variables such as growth, TEA and
some market expansion, but tech and technology-based highs (% within TEA: Active in
technology sectors (high or medium)) stood out, indicating that they possess adequate
knowledge and competence.
Table 4. ANOVA - Tests of Between-Subjects Effects.
Source
Dependent Variable Type
III df
Mean F
Sig.
Sum
of
Squar
Squares
e
REGR factor score
3,540
3
1,180 1,191 ,321
CAT_GC 1
R4
REGR factor score
16,783
3
5,594 7,421 ,000
2
a. R Squared = ,060 (Adjusted R Squared = ,010)
b. R Squared = ,284 (Adjusted R Squared = ,246)
Source: Autors’ Calculation

Partial
Eta
Squared
,060
,284

The grouping variables within component 1 and 2 provided the basis for calculating the
REGR factor score 1 and 2 which were the key characteristics / variables for identifying
differences between defined country groups. Based on the MANOVA procedure, the
obtained value at p = .001 indicates that there is a statistically significant difference between
the defined groups of countries regarding the combination of independent variables, which in
this case represent the REGR factor score of components 1 and 2. In the next step,
discriminative differences were applied to based on Discriminant Scores where value p =
0.000, indicate statistical significance and clearly present boundaries between the indicated
groups of countries. The result of the distinction is also confirmed by the univation methods
performed on the basis of ANOVA analysis present for the independent variable REGR
factor score 2 with values F (4,16,783) = 7,421 and p = 0.000, based on the combination of
variables grouped under factor 2.
Table 5. Multiple Comparisons between gropu of countries by REGR factor score 2.

REGR factor score
2
Bonferroni

(I)
Depe
COUNTRY
(J)
COUNTRY Mean
ndent
Std.
GROUP GCR GROUP
GCR Differenc
Varia
Error
REPORT - 4 REPORT - 4 CAT e (I-J)
ble
CAT

Stage 1:
Factor driven

95% Confidence
Interval
Sig.

Lower
Bound

Upper
Bound

Stage 2: efficiency
,354465 1,00
1,44294
,4734077
,496133
driven
34
0
86
1
Stage
3: 1,285511 ,382866
,238287 2,33273
,009
posttranzition
3*
33
4
51
Stage 4: innovation 1,361348 ,345922
,415173 2,30752
,001
*
driven
9
75
9
39
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Stage
driven
Stage 2:
Efficiency
driven

1:

Stage
posttranzition

factor

3:

Stage 4: innovation
driven
Stage
driven
Stage 3:
Post
tranzition

-

1:

factor

Stage 2: efficiency
driven
Stage 4: innovation
driven
Stage
driven

Stage 4:
Innovation
driven

1:

factor

Stage 2: efficiency
driven
Stage
posttranzition

3:

,354465 1,00
,496133
-,4734077
1,44294
34
0
1
86
,323581
1,69716
,8121035
,090 ,072962
11
92
1
,278891
,125110 1,65077
,8879412*
,014
84
5
18
,382866
1,285511
,009 2,33273 ,238287
33
3*
51
4
,323581
,072962
-,8121035
,090 1,69716
11
1
92
,314199 1,00
,935243
,0758376
,783568
94
0
7
5
,345922
1,361348
,001 2,30752 ,415173
75
9*
39
9
,278891
,014 1,65077 ,125110
*
,8879412 84
18
5
,314199 1,00
,783568
-,0758376
,935243
94
0
5
7

Based on observed means.
The error term is Mean Square(Error) = ,754.
*. The mean difference is significant at the ,05 level.
Source: Autors’ Calculation
Following the previous analyzes, subsequent tests in the form of Multiple Comparisons
between Countries of Countries by REGR factor score 2 are justified, which allow significant
descriptive of the applied methods and conclusions, taking into account the set research
assumptions whose results are presented in Table 5.
Subsequent comparison tests of the independent variable REGR factor score 2, based on a
combination of variables grouped under factor 2, indicate the following results. The group of
countries with the lowest level of development called 1. factor driven economies has a
statistically significant Positive Mean Difference (MD 1,29) compared to the 3rd posttransition countries and a statistically significant Positive Mean Difference (MD 1,36)
compared to 4. Innovation - driven economies as a group of the most developed countries.
Taking into account the variables grouped under component 2 and the total calculations
comparing only the first group of countries, it can be concluded that the level of
entrepreneurial activity with pronounced growth potential and medium and high level of
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technological base is higher compared to the post transition countries and with even more
positive difference in relative to countries with the highest levels of development, innovation
driven economies. An identical relationship with different values (MD 0.89) occurs between
efficiency driven economies, a group of second most developed economies and innovation
driven economies.
It is important to emphasize that the combination of factors of factor 1 does not represent a
criterion for distinguishing defined groups of countries, which largely supports the set
research assumptions. On the other hand, the combination of the separate combination of the
factors of two factors represents the basic criterion for established differences between
defined groups of countries, which very accurately indicate the specifics of socio-economic
conditions.
Conclusion
In the conclusion of the article, we come to the question: Are they highly developed
countries, also termed as market economies, or which ones of those classified as innovation
driven economies have become planned and controlled like the former socialist countries to
the highest extent or in full within the selected methodology? This question, in the form of
ascertainment and conclusive considerations aims at not only identifying the carrier of the
above activities, but also the characterology of the economic space of the countries, which is
inevitably the consequence of a phase in development or degree of maturity of economic
activities.
Based on the identified concept of the article and the basic elements directing us to the
research objective, presented results in the form of specific facts, dilemmas about the
presence or planned or controlled activities of the business environment, termed as “the
market” does not exist. What did not exist and is still not clearly identified is the subject of
planning and control. Differences in relation to the nature of economic nature of former
socialist countries exist. These differences are dominantly the consequence of the central
economic arbiter, whose role in highly developed countries is played by multinational and
global companies.
Based on the conducted quantitative procedures of selected research methods, presented
results and discussion from the previous section, we can draw the following conclusions in
relation to the research assumptions made. The highest level of entrepreneurial activity with
significant interdependence in relation to recognized business opportunities, with present
growth and technological involvement, identified in the countries of the lower level of
economic development (factor driven and efficiency driven economies) confirms the set
research assumptions and leads to the following conclusions:
Entrepreneurship development requires an entrepreneur as a market actor with his /
her competencies within which he / she exhibits entrepreneurial potential;
Creating a supportive environment or economic environment with dominant security
conditions encourages the development of replicative "entrepreneurship", that is,
normal economic аctivities;
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The economic space of highly developed countries generates barriers to the
development of entrepreneurship due to the dominant presence and role of large
corporations in controlling the "market";
The natural business environment or market conditions are a sufficient condition for
the manifestation and development of entrepreneurship;
Market conditions are more prevalent in countries with lower levels of economic
development due to the absence of large corporations and control of the business
environment.
As the group of post – transition countries is largely composed of countries where the
transition process has been substantially completed. Transition implies an ownership,
structural and management component. From the presented research results it can be seen
that the group of post-transition countries is closer to the highly developed countries. Due to
these circumstances, there is no significant difference to the independent variable with
respect to efficiency and innovation driven economies.
This points to the conclusion, as evidenced by the results of the research that there is a
statistically significant lower volume of entrepreneurial activities in relation to factor driven
economies, but also a smaller volume of entrepreneurial activities, but not at the level of
statistical significance in relation to efficiency driven economies. Whereas, compared to
highly developed countries or innovation driven economies, post-transition countries have a
higher volume of entrepreneurial activity with the specified specifics without statistical
significance. Based on this, it can be said that the isolated group of post-transition countries,
in terms of their level of development, is in transition from efficiency driven to innovation
driven economies.
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Challenges for managers in creating new business
strategies

Dragan Milovanović1

Abstract
In analyzing the complex aspects of strategic management, we have tried to follow the
logical thread necessary to understand the basic principles of creating new business
strategies. In this paper we will analyze new challenges when creating business strategies. In
the research part we will try to give an assessment of our companies in comparison with
companies from abroad. The research will be conducted on the basis of the methodology of
the consulting company MP³rove. We will evaluate the degree of innovation of the business
strategy, as well as other elements that influence the creation of new business strategies. In
this paper we will endeavor to segment the new challenges that managers face when creating
a new business development strategy. Some of these challenges are certainly the need for
enterprise restructuring, the demand for a high degree of adaptation to change, the degree of
innovation, new technologies, pressures in times of crisis and more. In answering these
questions, we will endeavor to give an assessment of the state of our companies compared to
leading companies in the same field, from different countries, developed economies. In our
companies, the process of creating strategies is partial, superficial and incomplete, especially
when viewed integrally.
Keywords: Model, challenges, strategy, management, creation;

Introduction
Analyzing domestic and foreign theoretical and practical research, we felt that there was a
need and a certain scientific gap in exploring the significance, role and need of analyzing
new challenges for managers in creating new business strategies. An important aspect of
1
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strategic management concerns the organizational levels at which a particular strategy is
formulated and implemented. The strategy, as a way of reaching the goal, is very important
in determining the elements that build that strategy. Business strategies are focused on the
interests and activities of business units (organizational units within the company). They
cover organizational parts or production lines and production units, which have their own
programs, technology and employees. Important issues that define the subject of research,
related to, the expertise and knowledge of managers who make strategic business decisions,
the process of planning business strategies, the possibility and degree of implementation of
business strategy and more.
Research issues can be viewed through research questions:
- Do companies in Republika Srpska apply innovative strategies?
- What elements of the domestic firm are the most changing (strategy, structure or
position of the company)?
- What impact does the creation of a new strategy have on the growth of a company?
The essence of every strategy, even in the field of restructuring, is defining how to achieve
the organizational mission and goals. Strategic restructuring involves a broader reflection on
the existing and new relationships between the organization and the environment and the
search for more effective ways of achieving the set goals. Different environmental situations,
opportunities and aspirations of the company influence the flow of strategic thinking and its
modeling. In this regard, when referring to strategic management as a process, the literature
often points to different approaches to designing the response of firms that influence the way
in which the strategic management process is modeled (Todorovic et al., 1998). In this paper
we tried to look at the extent of new business strategies and the possibilities of their
introduction. The research hypothesis refers to the assessment of the degree to which a new
strategy is introduced compared to companies from the same business in Europe.
• H1: Based on research, a company in Republika Srpska is implementing an
innovative strategy.
• H2: Firms in the Republika Srpska, of the elements observed, are most likely to
introduce new changes to the strategy.
• H3: Businesses in Republika Srpska are most likely to apply a business restructuring
strategy in the face of company growth.
After the introductory part, in the second part of the paper, the research issues are analyzed
from the perspective of previous research through scientific literature available in scientific
bases such as: EBSCO, ProQuest, Springer, Science Direct, CSA, Open Directory. The third
part of the paper deals with research methodology and sample analysis, where the basic
methodological concept of research is set, sampling and scientific research methods are
applied. The fourth part of the paper presents the research results and discusses the results.
The concluding part of the paper elaborates the concluding considerations on the basis of
scientific research.
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1. Review of the literature and previous research
In larger companies, in addition to corporate strategy, it is necessary to define business
strategies relating to divisional or strategic business units (SBUs), and the responsibility for
their implementation rests with the managers of those divisions or SBUs. Furthermore, these
business strategies must be translated into functional and operational strategies (Thompson
and Stricklnd 1996).
In order to ensure longevity in the market, an organization needs to define a strategy that
requires decisions regarding four basic elements: the goals of the firm, its environment, its
resources and, finally, its corporate values, norms and ethics (Milisavljević, 2002). It used to
stand out that there are only two major groups of approaches in formulating a company
strategy - planning and positional (Quinn, Mintzberg & James, 1988, p. 42). Planning
approaches referred to the development of conceptual planning approaches to strategy
creation. Positioning approaches, on the other hand, relate to the role of the position of the
company in the branch, in the market and the influence on strategy creation. A major
contribution to the development of positionalist approaches, Michael Porter made. In today's
business environment, challenges arise that force strategic management to make decisions
through the integration of analysis, intuition, and creativity. Imperative is a strategic thinking
that results from a clear understanding of the problem or situation and the underlying
relationships underlying the business of the enterprise, restructuring and reshaping it in a way
that guarantees the attainment of the greatest competitive advantage (Ohmae, 1993) any
strategy that deviates from the ordinary business (business) of the enterprise ”(Rappaport,
1998, p. 241).
The strategy also involves analyzing the firm's environment, which defines what the firm
should accomplish, given its environment. In the context of environmental analysis, the
central focus of attention is on customers and their needs and preferences. Porter believes that
formulating a strategy essentially comes down to competition, which depends on five basic
forces in one branch (Porter, 2004). New challenges certainly relate to increasing the
dynamism of the environment, globalization and internationalization of business, quality
orientation, increasing entrepreneurial activity and innovation, increasing flexibility and
readiness for change, cultural adaptation and more.
According to Kaplan and Norton, companies generally fail to execute a strategy or manage
operations because they lack a comprehensive management system to integrate and align
these two key processes (Kaplan and Norton, 2010). Kaplan and Norton concluded that there
were still differences between the formulation of general strategy plans and their
implementation by front line managers, process teams and employees. When formulating
strategies, current and future trends, their directions and intensities must be taken into
account. Transformation processes should be understood as managing an organization in a
dynamic business environment, where on the basis of opportunities and threats, as well as the
strengths and weaknesses of enterprises, strategies are formulated and based on them they
take strategic actions that will lead to preserving the vitality of the enterprise.
Companies today have a wide range of strategic and operational management tools at their
disposal, but they still lack the theory or framework to guide their successful integration. In
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this way, strategic vision directs the organization in a specific direction, directs the
company’s path to the future and shapes the identity of the organization (Dess, Lumpkin and
Eisner, 2007). Implementation of a strategy can be considered as translating it into a
realization, which means that implementation means launching the activities and resources of
the company, in accordance with the formulated strategy in order to achieve the goals. The
implementation of the strategy therefore represents a complex management effort aimed at
planning, organizing and controlling the activities contained in the implementation process.
Without successful implementation, strategy is only a fantasy (Hambric and Canella 1989).

2. Research Methodology and sampling
The methodological concept of the research is based on IMP³rove – European Innovation
Management Academy offers innovation management support services on a global scale.
IMP³rove – European Innovation Management Academy is perceived world-wide as the
knowledge hub that continuously and significantly contributes to the wealth and
competitiveness in Europe and beyond. This evaluation assesses five dimensions: Innovation
Strategy, Innovation Organisation and Culture, Innovation Life Cycle Processes, Enabling
Factors and Innovation Results. The spider diagram shows your performance on each
dimension. We evaluation given here is based on the benchmarking class consisting of 274
companies with the following profile:
• Industry group: 25 - Manufacture of fabricated metal products, except machinery and
equipment
• Size class: All
• Age class: All
• Country: All
• Age of data: All
We tried to compare our company with 274 companies from other countries of the world in
the same business.
Your firm has an overall score of 56% on innovation management performance. Below, the
score is compared with the Growth Champions and the average for your benchmarking class.
Graph 1. Company structure and pattern

(Source: Research by the author)
196

Your firm's score in each dimension of the A.T. Kearney "House of Innovation" is presented
below as a value between 0% and 100%.
Graph 2. Analysis of the research sample by research categories

(Source: Research by the author)
The following dimensions have been evaluated:
•

Innovation Strategy that gives your firm direction and focuses on all innovation
management activities for maximum impact e.g. ensuring that the most promising
innovation projects are pursued.

•

Innovation Organisation and Culture, covering the gearing of organisation and
innovation networks towards innovation management, and the embedding of innovation
management in the firm's culture.

•

Innovation Life Cycle Processes, covering the integration and management of innovation
life cycle processes including idea management, product/service and process
development, launch, continuous improvement and the discontinuation of e.g. your
products and services.
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•

Enabling Factors, involving a variety of factors such as IT, project management,
intellectual property rights or human resource management that can be leveraged for
increasing the business impact of innovation management.

•

Innovation Results dealing with the output of innovation management activities and the
impact on indicators of business success, e.g. income from sales and operational profit.

The second research dealt with the analysis of the strategic positions of companies in Bosnia
and Herzegovina. Basic research in the work was carried out in the second half of 2014 and
the first half of 2015 in the Republic of Srpska on a sample of 81 companies. On this basis,
the data collected represent a research base. In this regard, the analysis is based on the
methodological concept of Roland Berger Strategy Consultants. The purpose of the research
was to point out the degree, trends and new challenges for managers in the process of
restructuring companies in Republika Srpska in relation to the Republic of Serbia and the
countries of Western, Central and Eastern Europe. The results were collected on the basis of
a questionnaire, which collected the opinions of managers and business owners in Republika
Srpska. Considering the legal form of business organization, the structure of the research
sample consisted of limited liability companies (d.o.o.) in the amount of 65.43% and joint
stock companies (a.d.) in the amount of 34.57%. In the structure of the sample by activities,
the highest share of 20.99% has trade activity. In addition, the wood and metal industries
account for 18.52% and 16.05%, respectively. Also, 16.05% of the survey sample consisted
of companies in the category of other activities.
So the survey included a Peer group of companies consisting of 81 restructured companies
and / or a strategy and / or position and / or structure. In the following, we give the
calculation of the parameters of estimating the proportion of the basic set on the basis of
large samples with a coefficient of confidence of (1-α) = 95%, ie. with an error risk of α =
0.05.
Table 1. Evaluating the proportion of the base set based on large samples
Value
N value
2137
n
147
(1-α)
0,95
α
0,05
n/N ≥ 0,05
0,068788
n1
81
p value
0,551020
sp
0,039733
Z value
1,96
π≥
0,473145
π≤
0,628896
Source: Author research
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The research concept starts from a dichotomous classification of elements into those that
have and those that do not have a specific characteristic in both the sample and the basic set.
According to the values obtained, the ratio of proportions is statistically observed p - Zα/2 sp
≤π≤ p + Zα/2 sp , amounts 0,47314457≤π≤0,62889625. Based on the evaluation interval
obtained, we prove that our research sample is large and statistically representative of the
scientific research. The survey was realized by submitting questionnaires on the basis of email (e-mail), in person (in writing) and by telephone through the contact of the manager /
owner of the company. Also, on the basis of the Pearson Chi-Square test, we tested the
significance of the differences between the results obtained in the Republika Srpska and the
results of the Roland Berger Strategy Consultants.

3. Research results and discussion

Your firm received a score of 57% in the dimension innovation strategy.

You received the following scores on the questions related to Innovation Strategy:
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Below, absolute values specified for each item of the table are presented for each hierarchy
level. For each item a value between 1 and 7 can be achieved. If you have selected the option
"Hierarchy level does not exist", this column is not taken into account when calculating the
scores. Based on the results of the previous research, we can confirm the first research
hypothesis H1, that is, that the research firm is applying an innovative strategy.
Table 1. Distribution of answers to the question: "Did the business restructuring in your
company refer to?"
Number of
responses

Answers

a) Restructuring the enterprise strategy
77
b)
Restructuring the position of the
61
company
v) Restructuring the enterprise structure
3
Source: Author research

Response
frequency
in%
95,06%
75,31%
3,70%

According to the survey results, 95.06% of the respondents stated that business restructuring
was related to the restructuring of the company strategy, 75.31% to the restructuring of the
company position and 3.70% to the restructuring of the company structure. Based on the
previous analysis, we can confirm the second research hypothesis H2, Firms in the Republic
of Srpska of the observed elements, most introducing new changes in strategy.

It is also important to point out that 46.91% of the companies in the Peer Research Group
mentioned that they had restructured their business strategy and position.
Table 2. Distribution of answers to the question: "What business restructuring strategy have
you implemented in your company?"
Answers

Number of
responses

Response
frequency in%

a) Business restructuring strategy in the function
of company growth

74

91,36%

b)
Business restructuring strategy in the
function of contraction of business activities of
enterprises

7

8,64%

Total

81

100%

Source: Author research
According to the survey results, 91.36% of RS companies surveyed have implemented a
business restructuring strategy in order to grow their businesses. On the other hand, 8.64% of
enterprises have applied the strategy of business restructuring in the function of contraction
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of business activities of enterprises. Based on the results of the research, we can conclude the
research hypothesis H3: Firms in the Republic of Srpska mostly apply the business
restructuring strategy in the function of company growth.
4. CONCLUSION
The strategy chosen should be consistent with the vision and goals of the company, with the
organizational structure, with the resources available, and with the environment in which the
company is pursuing its business and wider social mission.
We can evaluate the performance of a company or organization by measuring strategic
results and measuring financial results. Measuring strategic results answers the question of
whether a company strengthens its market position, competitive vitality and future business
prospects. The company must also achieve acceptable financial results, however, they are not
sufficient in themselves. Each generic measure can be well explained, and depending on the
type of activities and strategic goals, a measurement system is formed and performance
monitored. The link with strategy in the financial perspective grows as the organization
balances between the opposing levers of growth and production.
Restructuring is of strategic importance, since the decisions and actions that make it have
strategic characteristics. It affects the survival, long-term growth and development of the
business. In addition to these, there are growth restructuring strategies where, through various
forms of M&A, not only business problems but also growth goals can be addressed.
Many organizations, as a rule, make some efforts that are initially aimed at reducing costs,
reducing staffing, and overcoming problems in financing production. These measures are
shown to be effective only to a certain extent and generally provide improvement of results in
the short term. As a contribution to the research results, it is important to point out another
very important and essential element of forecast and that the profitability of the business
process, ie prediction. cost-benefit analysis of business forecasts. Creation and
implementation of new processes in the company, in our case, the process of business
forecasting, carries with it certain costs, which arise in the process of business forecasts. On
the other hand, the benefit in the form of value added business forecasts (Forecast value
added, FVA) is formed on the basis of decisions made based on business forecasts and
depends on the efficiency of the process of business forecasts. We can say that the added
value of the business forecasting an increase the value of variables predictions generated on
the basis of the implementation of quality management decisions generated through the
process of business forecasts.
The values of the prediction business process costs in absolute terms may have large
variations, depending on the value of individual process costs of business forecasts.
Structural business forecasting process costs include the costs of cash compensation experts
who create and implement business processes prediction, then the costs of different software
for business forecasting, cost database as the business process input prediction, and other
costs that may arise during the implementation process of business forecasts. On the
complexity of the process of business forecasting is influenced by numerous factors, among
which are the most important, a larger number of stages of the process of business forecasts
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(problem formulation, information collection, selection of forecasting methods and the use of
prediction), the involvement of a larger number of stakeholders in the forecasting business,
there is a strong need for constant knowledge innovation, since there is a strong development
of scientific disciplines that are related to the field of business forecasting, there is also a high
level of instability that causes continual change. Entrepreneurial and strategic approach to the
forecasting process that respects the work should be seen as a logical sequence of steps in
which entrepreneurs and managers in the area of financial and insurance activities of the
Republic of Srpska necessary to carry out an analysis of the analysis of the external
environment, internal assessment of the possibilities for the organization and on that basis to
make their predictions with a view to taking concrete business decisions. If we analyze the
survey results, we can conclude that the model for 75% of companies, which are included in
the first, second and third quarter, the model does not foresee financial difficulties.
For this category of companies, the implementation of decisions related to the level of
strategic and operational management to the growth of the company. Analyzing the business
25% of enterprises in the fourth quarter, we conclude that the given model for that category
of companies anticipated business difficulties. For them to suggest policy measures in the
field of healing and revitalization of the company, represented by the concept of internal
entrepreneurship, financial revitalization of the company, restoring basic services and others.
Analyzing the results of research, we came to the conclusion that 75% of enterprises financial
and insurance activities of the Republic of Srpska particular model does not foresee financial
difficulties. Based on the previously presented analysis of the research results in enterprises
of financial and insurance activities of the Republic of Srpska we can confirm the research
hypothesis Ho likes to Gordon Springate model predicts that most of the companies financial
and insurance activities of the Republic of Srpska befall financial difficulties in the future.
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The Crisis of The European Union And Its Impact On The
Integration Process Of Bosnia And Herzegovina
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Abstract:
The European Union is a project of uniting the European people with two main motives. The
first is the establishment of stability and lasting peace in Europe through economic and
political integration. The second motive is to create a single integrated market that will
enable faster economic development, thereby strengthening the role of Europe in the world
economy. The creation of a single integrated market required coordination of the
macroeconomic, and especially monetary and fiscal policies of European countries.
However, over the past few years the European Union has been facing numerous challenges,
which has made it all the more difficult to overcome. Most EU member states face a crisis of
confidence in European Union and its institutions. Bosnia and Herzegovina is at a stage in
which structural internal problems are intensifying through the crisis in the Union. All this in
fact, only hints the continuation of negative external influences on BiH economy. Therefore,
the paper aims to clarify the crucial research question - how will Bosnia and Herzegovina
progress on the European path and whether the current crisis of the European Union affects
the integration of Bosnia and Herzegovina into the European Union?
Keywords: European Union crisis, integration, accession process, Bosnia and Herzegovina.
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1. Introduction
The support that European citizens and European Union members provide for European
integration has been in decline for years. Most citizens do not see significant benefits from
membership and feel that membership for them and their country is not good. There are
many fractions within the European Union, deeply divided, away from the vision of their
founders, and there is noticeable lack of communion among member states. Citizens of the
European Union do not feel communion, unity, solidarity and belonging and are increasingly
moving away from the idea of a united Union.
The economic crisis that spilled over into the European Union from the US in 2008
confirmed what was already apparent, after the failed referendum and the failure to
implement the Treaty on the Constitution for Europe, - that the Union entered a new phase of
integration, the phase of the crisis. The economic crisis has also revealed fundamental
weaknesses and new challenges, as well as the need to further strengthen integration
processes. The weakening and crises of the euro as a currency caused a justifiable concern
about the future of the euro as a single currency. The single currency, which was intended to
strengthen the unification of its members during the financial crisis, has become a source of
tension and a threat to the united European Union.
The referendum in United Kingdom about exit from European Union was a major blow to
European unity and deepened the crisis in the Union. It is a justifiable fear that a domino
effect could emerge within other EU member states. Currently, the European Union faces the
largest uncontrolled migration flow, and the main migration flows are directed towards
highly developed countries and areas of the Union. There is also a high level of
dissatisfaction among European citizens due to erosion of social rights, large social
differences between individual member states and within the countries themselves. The
above-mentioned, economic crisis, the euro crisis, the referendum on the United Kingdom's
outbreak, the migrant crisis are all causes of the crisis and the challenges that the European
Union faces, while the main cause is actually the crisis of the idea of a single European
Union. The strategic priority of Bosnia and Herzegovina is membership in the European
Union. The basic directions and activities of BiH foreign policy imply further approximation
and institutionalization of relations with the Union in accordance with the Stabilization and
Association Process. In fact, the prospect of further Bosnia and Herzegovina's closer
approximation to the European Union will depend mostly on the dynamics of resolving
internal issues within the European Union itself.
2. Literature review
The European Union has been facing numerous challenges over the past few years, which has
made it all the more difficult to overcome. Most EU member states face a crisis of confidence
in Europe and its institutions, while at the same time developing nationalist political parties
and ideas, lead to a weakening of European solidarity. The Economist Intelligence Unit
(EIU), the analytical group, published a report called Europe at the Shooting Frontier
(https://www.eiu.com) that presented seven key issues that threaten the European Union in
economic and political terms, and that could lead to its breakup. Identified issues are: British
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referendum, Greek debt, monetary policy, productivity decline, tensions with Russia, party
systems, and migrant crisis.
After enlargement from 15 to 25 members a number of problems have arisen, as access of
Eastern European countries has weakened the awareness of the collective interest. The
common values that existed until then were diluted because different views about the nature
of the state and different views on international politics emerged. At the same time, support
for European citizens' integration has decreased, and less and less citizens felt that
membership is good and that can bring significant benefits. Today, the idea of unification of
the European Union is in crisis, and that iscause of the crisis that the Union is facing today.
After almost six decades of successful integration, the Union has become an important part of
the political, economic, institutional and legal reality of the continent. However, the entire
manifestation of Europe depends on the vitality of its fundamental idea, its essence. If this
idea disappears among European citizens, this will be the end of the European Union
(Fischer, 2016) Research called the Crisis of European Governance Process-Does the Method
of Integration of Jean Monet survive Tamara Schmitran (Šmitran, 2016) argues that the
model of integration promoted by Jean Monnet in the period after the outbreak of the
systemic crisis in 2005 in the European Union showed its contradictory properties. The need
for a quick and efficient decision-making system marginalized the European Commission
and emphasized the European Council as a key political institution. The Lisbon Treaty,
which came into force on December 1, 2009, further complicated already complex process of
policy and decision-making within the European Union. Due to the great disagreement of
member states in terms of further development of the Union, differentiated integration is
imposed as the future dominant model of integration. When considering the future of the
European Union, there is an understanding that it is necessary to form a "European nation,"
and that among European countries there are enough historical and cultural similarities that
could develop gradually and shape European identity. At the end of the 1980s, advocacy of
developing European awareness of communion and creating a common European identity
began to be advocated. However, creating a common European identity creates anxiety with
citizens, that European identity could endanger the national identity.
In the work Economic Union-Crisis and Challenges of Development and Survival, author
Nikola Žarković (Žarković, 2016) states that the economic crisis has erased the progress of
European economies achieved in the years before the crisis. Stable economic growth and
employment growth that characterized decades before the crisis have disappeared. In
conditions of growth and economic prosperity, the asymmetry of the European Union and the
Eurozone did not create major problems. However, the economic crisis in the European
Union has had a more pronounced intensity and longer duration compared to the US and an
unequal intensity for individual member states of the European Union. The crisis revealed the
fundamental weaknesses of the European Union. The European Union is facing a major
challenge: how to ensure prosperous development in the future? The European Union needs a
higher degree of political and fiscal integration, greater investment in research and
development to develop a knowledge-based economy and innovation, better higher
education, higher employment and environmental protection. The European Union needs to
solve its own weaknesses and to provide new sources of power by further integration process.
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A research entitled The Possibility of Managing the European Union's Institutional Crisis,by
Dragana Dabić (Dabić, 2016), state that the crisis sparked discontent, both in terms of
legitimacy and the impact of joint European institutions, required the need for a more serious
and far-reaching reform of the governance system of the European Union Union. It is
required that the process of adopting decisions in the Union be made more efficient and more
democratic at the same time, which are two political values that are not easy to reconcile and
accomplish. In this paper, the view is that the necessary institutional reform at the Union
level, to a large extent, hinders the lack of legitimacy for its implementation. The current
European elites do not have a clear political vision, nor a solution to undertake measures that
the governance system would do to largely democratically responsible citizens. The US
Congresional Researche Service Report - The European Union: Current Challenges and
Prospects states that the European Union is currently facing a series of political and
economic pressures, such as slow economic growth and high unemployment in many
countries, as well as the rise of populist political parties, what couse to citizens so called
"Eurosceptic" feeling. These factors complicate the Union's ability to deal with a multitude of
internal and external challenges, including: Greece's debt crisis, migration and refugee crisis,
the United Kingdom referendum on EU membership, and an increased threat to terrorism.
3. Former relations in Eurointegration
The European Union is a project of uniting the European people with two main motives. The
first is the establishment of stability and lasting peace in Europe through economic and
political integration. The second motive is to create a single integrated market that will
enable faster economic development (individually and in total), thereby strengthening the
role of Europe in the world economy. In 1929, French Prime Minister Aristide Briand
proposed at the League of Nations the formation of a federation of European states for the
purpose of economic progress and political and social co-operation. Politician Edouard
Herriot published the book "United States of America" in 1930, in order to direct public
attention to the idea of European unification. However, its development was completely
interrupted by the rise of Nazism in Germany that led to the outbreak of World War II. After
World War II, Winston Churchill called for the creation of the "United States", as he was
convinced that only a united Europe could secure peace. His goal was to once and forever
remove the evil of nationalism and war in Europe. French Foreign Minister Robert Schuman
presented a plan of co-operation that puts six European countries under the common
governance of the heavy industry (coal and steel production), and the European Coal and
Steel Community begins to unify European countries economically.
What started as a purely economic union has evolved into an organization that includes a
number of policy areas, from climate issues, environmental protection and health to external
affairs and security, and justice and migration. Today the European Union has 28 member
states, with over 500 million inhabitants and 24 official languages, different cultures, customs
and history. The creation of a single integrated market required coordination of the
macroeconomic, and especially monetary and fiscal policies of European countries. Thanks
to the unique market of 28 countries, the European Union is now a major global economic
power, and although it accounts for only 7% of the world's population, the European Union's
trade with the rest of the world accounts for around 20% of world exports and imports. The
euro is the most plausible evidence of European integration. 338.6 million people in 19 out of
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28 member states use the common currency every day. The single currency has many
advantages, primarily eliminating fluctuating of foreign exchange rates and conversion costs.
Due to the common currency, the European Union has a greater influence in the world,
because Euro is the second most important international currency after the US dollar.
Today, six decades after its establishment, the European Union is confronted with major
challenges, from unemployment and economic stagnation to the refugee crisis and the fight
against terrorism. The European Union faces threats from the outside and from the inside,
primarily because of the decision of the United Kingdom to exit the European Union, but
also because it undermines the fundamental European idea of cooperation between states.
In the study What Is Political Union Sebastian Dullien and José Ignacio Torreblanca discuss
three choices on the type of political union that European leaders must bring (Dullien &
Torreblanca, 2012). The first choice is between a limited economic federation aimed at
stabilizing the euro and full economic integration that would take on traditional national and
state tasks such as taxes, social security and redistribution. The second choice is between a
federation based on rules with a very small space for innovation and flexibility policies and
federations with high discretionary powers and policy instruments. The third choice is
between a political system that relies on indirect legitimacy, largely managed through
interstate mechanisms, and a political system that relies on instruments of direct legitimacy
and which empowers the executive powers with supranational institutions such as the
European Commission.
The paper The European Union is not a civil society - the questioning of the category of
citizenship in the system of the European Union, (Samardžić & Milosavljević, 2013)
discusses the issue why the European civil society has not emerged in the current
development of European integrations. The author emphasizes that through several decades
development of systematic integration of a large number of areas of public life has been
accomplished, starting from the common market to monetary union, but that the process was
not accompanied by adequate social integration. This issue is gaining momentum in today's
crisis.

4. New "European architecture" as a basis for further integration
The development of a European identity can not be achieved without major changes in
national consciousness. The characteristic of Europe is cultural and traditional diversity, and
Hebermas just recognizes the difference as the basis of a common identity. The idea of
European citizenship (Stanković-Pejnović, 2011) not only contribute to the process of
European integration, but also contributes to the realization of peace and mutual
understanding throughout Europe. Therefore, according to Stanković-Pejanović, the idea of a
"Europe of Citizens" can not be realized without the citizens themselves, based on a special
European identity that is not based only on common traditions, history and cultural heritage,
that are common to the European peoples, but is based on the project of uniting Europe. In
practice, this is a concept that later will explain Habermas in the theoretical plan as the
identification of European citizens with "constitutional patriotism", where the foundation of
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identity is not retrospectively sought, but is built on the expansion of civil rights and
citizenship standards with the continued enrichment and development of these attributes.
Without a renewed vision of the European Union and an effective approach to resolving the
crisis, the nationalists of Europe will strengthen and continue to destroy the entire European
rule-based rule of law. It is precisely the unity in the European Union that is important for
resolving the crisis, and at the moment, there is a slight unity among the member states and
few sub-areas in which they agree to act together. Aware of the crisis in the European Union,
the heads of state of the 27 EU member states have begun a process of "political reflection on
the future of the EU with 27 member states". According to the Bratislava Plan, common
challenges are recognized: the concern of people for what they consider to be lack of control
and fears about migration, terrorism, and economic and social insecurity. After the
referendum in the United Kingdom, the Union has split into those who advocate the
strengthening of integration and those seeking the return of a part of the sovereignty of the
member states. Exit of the United Kingdom from the Union, could be a chance to re-define
relations in the European Union. The main problem is whether the European Union should be
only a single market or develop into a full-fledged political union with elements of
federalism.
At an early stage of development, the founders of the European Union considered that
economic integration would be the path towards political integration and ultimately lead to
the federalization of the European Union. By introducing more and more supranational
elements and institutions in the process of integration, the gradual realization of this concept
was being carried out. However, the mere realization of political legitimacy and integration
without the existence of political identity among citizens is difficult to achieve. A new
integration strategy that could respond to the crisis and draw the Union out of the crisis must
be a political, not an economic one. The evolution of the European Union can go towards the
cofederation of national states that will be able to deal with common problems, sharing
sovereignty in a way that each country and citizen is able to control their fate. The creation of
national states' cofederation demands a new treaty that will define the Union. The European
Union has gone through a difficult and long path of integration, and the integration motives
have been the transformation of Europe into an integrated single market, which will enable
faster economic development, as well as the establishment of lasting peace and stability.
However, this idea of a united European Union is in crisis today. Solidarity and cohesion as
key principles in the functioning of the Union can and should be important principles in
overcoming the current crisis. European countries must become aware of the importance of
co-operation and solidarity and jointly develop a vision for development in the future.
European Union members need unity and further integration in order to overcome the
existing numerous weaknesses and ensure further development, prosperity and unity.
According to European Commission President Jean-Claude Juncker: "Solidarity is a glue that
the Union is holding together." (Juncker, 2016)
The Solidarity and Strength Study: the future of the EU recognizes that solidarity and
strength become key concepts for the future of the Union. Without solidarity and cohesion, it
has no ability to act inside or outside the Union. The debt crisis has shown the need for
increased coordination and integration, while at the same time support for the united union
with increased solidarity is decreasing. Many citizens are under the impression that a new
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dimension of European integration involves significantly higher centralization and risk.
Today, the member states of the Union no longer advocate a European project, but national
programs, and in order to continue to function successfully, the European Union needs a
clear vision in which European values will again occupy a central place. It is necessary to
forget the rivalry between jurisdictions and institutions, and work on strengthening unity and
communion. The existential crisis with which the European Union faces is a crisis of the idea
of a united European Union. European Commission President Jean-Claude Juncker, in his
speech on the state of the Union, said in September 2016 that the European Union, at least, is
in an existential crisis. Never before has such a division and so little community in the Union
been seen. It is important to make an important decision - to get into a collective depression?
Is it allowed to let the Union collapse before the eyes?
Furthermore, the study, Mapping Future Scenarios for the Eurozone, Maria Rodrigues
(Rodrigues, 2012) states that the eurozone faces a systemic crisis with far-reaching
consequences for the future of economic and monetary union, European integration and
Europe. According to the study, the four main scenarios in the future are possible: (1)
Member States can continue to try to manage the crisis, which can lead to the collapse of the
monetary union; (2) the second variation leads to a further establishment which also affects
political integration; (3) a specific combination of factors that can lead to a two-tier European
Union with a small hard core of Member States; (4) a Member State may end the monetary
union through a fiscal and political union. In the past six decades, integration has been
progressed continuously, but it is wrong to conclude that during that period there were no
interference or obstacles. The history of European integrations is the history of crises and
their retaliation by finding new solutions and a new commitment to integration pillars. If the
European Union wants to survive it is necessary to overcome the many challenges, create a
common vision and define a new concept of the European Union that will rest on European
values. For future progress, full and essential changes are needed, for which the widest
possible consensus among member states is to be achieved, which will continue the process
of transforming the European system of states into an ever stronger union of nations.

5. Place of Bosnia and Herzegovina in the European Union: situation and perspective

The strategic priority of Bosnia and Herzegovina is membership in the European Union. The
basic directions and activities of Bosnia and Herzegovina's foreign policy include further
approximation and institutionalization of relations with the European Union, in accordance
with the Stabilization and Association Process. In 2016, Bosnia and Herzegovina made great
progress on the path of European integration. In mid-February 2016, in accordance with
Article 49 of the Treaty on European Union, Bosnia and Herzegovina submitted a formal
application for membership in the European Union within the Dutch Presidency of the
Council of the EU. The Council of the European Union reviewed and accepted Bosnia and
Herzegovina's application for membership in the European Union on September 20 and
instructed the European Commission to prepare an opinion on it. The process of preparing an
opinion on the Application for membership of Bosnia and Herzegovina in the European
Union has been officially submitted by sending a questionnaire to the European Commission.
The questionnaire contains 3,242 questions grouped in political and economic criteria, and 33
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chapters of the acquis communautaire. Filling in the Questionnaire is an entry into a new and
more demanding phase of relations between Bosnia and Herzegovina and the European
Union. Answering questions from the Questionnaire will serve the Commission to assess to
what extent Bosnia and Herzegovina is ready to meet membership criteria. Based on the
Commission's opinion, the EU Council and the European Council will decide whether Bosnia
and Herzegovina will be granted candidate status for EU membership. At the same time,
Bosnia and Herzegovina is at the stage of compulsory harmonization of legislation with EU
regulations, which means that any new or supplementary regulation must take into account
the European Union's decisions in the specific area, if they are regulated by the acquis
communautaire.
Most citizens in Bosnia and Herzegovina wants the European future, with political stability
and the growth of living standards. However, Bosnia and Herzegovina has a problem of
internal organization and political activity that often does not allow effective decisionmaking, which would reflect the will of the majority of citizens and contribute to prosperity.
Therefore, in the coming period, it will be shown - whether all political actors are really on
the European path, and what are the capacities of the BiH administration to respond to the
demands of the European Union. Filling up the questionnaire is technically the most
demanding and most important task in the process of European integration for Bosnia and
Herzegovina. This phase envisages a different approach and engagement of institutions and
administrations in Bosnia and Herzegovina and certainly requires their more significant and
more active role in relation to previous commitments. Administrative capacity, lack of
communication and coordination between different institutions and levels of government can
be an obstacle to effectively responding to requests from the questionnaire. Also, there is a
danger that the inability of only one canton to effectively respond to its obligations during the
questioning process or alignment process with the acquis can potentially jeopardize the
dynamics or lead to the blockade of the European integration process. Therefore, the
Coordination Mechanism (Decision on the System of Coordination of the European
Integration Process in Bosnia and Herzegovina), adopted by the Council of Ministers of BiH
in August 2016, is extremly important. It defines institutional and operational system and the
manner of achieving coordination of institutions in Bosnia and Herzegovina, on the
implementation of activities related to the process of integration into the European Union, as
well as joint bodies within the coordination system, their composition, competencies and
mutual relations.
The six-month deadline for Bosnia and Herzegovina to answer the questions from the
Questionnaire is much longer than the deadline left to other countries that had previously
passed this process. For example, for Croatia this period was 3 months, Macedonia, Albania,
Montenegro for 4 months, and Serbia 2 months (http://www.dei.gov.ba/dei/direction). The
complicated state structure and inadequate administrative capacity certainly contributed to
determining a longer deadline for delivering responses from the countries of the region. It is
the process of delivering the answers to questions that will be the test for the administration
in Bosnia and Herzegovina to show if they have the capacity and how successful a
coordination mechanism is to respond to Union requirements. For Bosnia and Herzegovina
and the countries of the Western Balkans, there is often mention of an rapid approach to
joining the European Union. The process of European integration should contribute to
stability and development, but without meeting all the necessary criteria for membership, it is
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not possible to functional integrate. The example of Romania and Bulgaria shows how
harmful the consequences of joining the European Union for countries that have not met all
the necessary conditions. Rapid access would therefore not be good either for the countries of
the Western Balkans or for the Union, which is currently facing a number of problems.
The crisis facing the European Union at the moment can negatively affect its further
enlargement. It is certain that any enlargement will require more complicated conditions for
candidate countries, but the problems in the member states of the Union significantly
influence the readiness of members for further enlargement. The European Union must first
solve its internal problems in order to be ready for further enlargement, so it can be
concluded that the crisis in the European Union significantly slows down its further
expansion, and hence can slow down Bosnia and Herzegovina's path to the European Union.

Conclusion and recommendations
Aware of the crisis in the European Union, the heads of the 27 EU member states have begun
a process of "political reflection on the future of the EU with 27 member states". According
to the Bratislava Plan, common challenges are recognized: the concern of people for what
they consider to be lack of control and fears about migration, terrorism, and economic and
social insecurity. Support, which citizens and members of the European Union provide for
European integration for years, is in decline. Most citizens do not see significant benefits
from membership and feel that membership for them and their country is not good. There are
many fractions within the European Union, deeply divided, away from the vision of their
founders, and there is noticeable lack of communion among member states. Citizens of the
European Union do not feel communion, unity, solidarity and belonging and are increasingly
moving away from the idea of a united Union. The economic crisis in European Union that
occurred in 2008 confirmed what was already apparent after the failed referendum and the
failure to implement the Treaty on the Constitution for Europe, that is, the Union entered a
new phase of integration, phase of the crisis. The economic crisis has also revealed
fundamental weaknesses and new challenges, as well as the need to further strengthen
integration processes.
In the past six decades, integration has progressed steadily, but it is incorrect to conclude that
during that period there were no interference or obstacles. The history of European
integrations is the history of crises and their retaliation by finding new solutions and a new
commitment to integration pillars. If the European Union wants to survive, it is necessary to
overcome numerous challenges, to create a common vision and to define a new concept of
the Union, which will rest on European values. For future progress, full and essential changes
are needed, for which the widest possible consensus among member states is to be achieved,
which will continue the process of transforming the European system of states into an ever
stronger union of nations. On the road to the European Union, Bosnia and Herzegovina
stands in place. Every attempt to implement any reform actually ends with the question which institution has what competencies and to what extent a particular economic policy
must, can and should be harmonized. Therefore, any attempt to implement new laws ends
with a political conflict between some government institutions.
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With the entry of Bosnia and Herzegovina into the European Union, the problems of the
county organization will not disappear and will potentially cause an even greater crisis, this
time within the European Union itself. Simply put, the entry itself, but also the very
beginning of negotiations with the European Union, can create more problems for Bosnia and
Herzegovina, even more than it can solve, when it comes to the institutional arrangement of
the country itself and its political and economic issues. This paper attempted to answer a
number of questions, while, on the other hand, some of the questions were only conceived
and would surely be the subject of authors research and reflection in the near future. Some of
them are:
1) What has affected the decline in support for European integration in the EU Member
States?
2) How have the members of the European Union tried to respond to the many
challenges they have faced?
3) Does the European Union have mechanisms to quickly and uniquely solve challenges
and crises?
4) What are the possible scenarios for the future development of the European Union?
5) How will Bosnia and Herzegovina progress on the European path and whether the
current crisis of the European Union affects the integration of Bosnia and
Herzegovina into the Union?
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The effect od advertising, as a form of integrated
marketing communication, on creatin of a touristic
destination image

Marko Šantić1
Mia Glamuzina2

Summary
Advertising is, of course, still attracting a lot of attention from the public because of its
unquestionable ability to influence public opinion or, in the same way, life style. The goal of
integrated marketing communication is to influence or to direct the behavior of the selected
target audience. Therefore, the purpose of integrated marketing communication derives from
its goal - to inform, to persuade, to enhance and to create an image. The image of a touristic
destination, in fact, in many ways affects the behavior of tourists, primarily as a key factor in
the process of making decisions about where to travel, but it also affects the level of tourist
satisfaction, and thus the behavior after the consumption of services, or the willingness of
tourists to return to the same destination again in the future. It is certain that one of the
disadvantages of sales promotion activities is that it cannot independently create a brand
image or brand loyalty or product loyalty. However, as a support to other forms of
communications, especially to internet and to public relations, it can help in creating and
transmitting the idea of an image by encouraging purchases, by creating atmosphere and
synergetic effects.
Keywords: Advertising, integrated marketing communications, tourism, destination image,
and marketing communication
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1. Introduction
When seen from a global perspective the demand for touristic product is continuously
increasing. At the same time, the competition between different touristic destinations is
getting more intense, both on national and international level. This competition is especially
big when we are talking about touristic destinations based on 3S: sun, sea and sand, as well
as in touristic destinations for skiing, and mainly because of their relative substitutions,
which means that this kind of touristic destinations are competing between themselves in
attracting tourists and convincing them that exactly there offer is the one that suits their needs
the best. Nevertheless, it is necessary to start with the fact that tourists need a certain
quantum of information about touristic destinations and products offered there, so they can
have a level of certainty that they have chosen the “right one”. Marketing is representing the
process of communication on the relation destination – targeted touristic market, with the
goal of modification of behavior of potential tourists and steering them towards taking
actions.
Marketing is implying the process of communication on relations of destinations – especially
on emitting touristic markets with the goal of potential tourist‘s behavior modification in
order to create actions or to choose a specific touristic destination or keep the same or choose
some destination from the past again. Marketing and marketing communication are deeply
included in creating touristic destination image, image that has the role of a specific
distinction between substitute destinations.
Touristic product is an amalgam of different partial services or products, that is a result of
actions of different subjects. Nevertheless, it is very important that tourists perceive their
potential destination uniquely, when it comes to its benefits and satisfaction of their needs.
Marketing efforts based on touristic destination image creation is not only a result of efforts
of those who are promoting different partial products by different producers, but it is as well
a result of effort of different touristic institutions which are in charge to promote a certain
touristic destination. In order to increase the effects of these efforts, applying segmented
approach, or defining market segments, is most effective when choosing strategies and
models for creating destination image. Organizational systems and touristic destinations
cannot fulfill their set business goals without insuring continuous communication with their
current, future or potential buyers, consumers and tourists. They have to communicate with
the whole public in order to ensure the most successful market position for their products or
services. The fact that there is a service or a product with the highest quality and available,
even priced in an approachable way, doesn’t have to mean a lot. Presenting and
communicating these facts on the market is affecting the acceptance, sale volume and
economic results for these products or services.
2. Integrated marketing communication – definition and goals
The importance of marketing communication is based on the position of marketing in the
modern global economic relations. Marketing got more important through years and
marketing communication, in modern economies started to become more and more
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important. Change in the environment for business subjects in a technological, ethical even
ecological way caused the creation of the term integrated marketing communication (IMC) in
terms of communication science. Based on prof. Kesić (Kesić, 2003, 28) the term integrated
marketing communication is first used in 1990 and since then it becomes very commonly
used by modern companies. Up until then, in the previous period different forms of
marketing communication were used and researched individually, as independent elements,
while in modern communicational philosophy a integrated approach is a necessity in terms of
integration of all different forms of communication in order to achieve synergy and improved
business results.
The most accepted and commonly used definition of integrated marketing communication is
given by US communicator D.E. Shulz (Kesić, 2003, 29): Integrated marketing
communication (IMC) is a process of development and applying of different forms of
persuasive communication with consumers and potential buyers in a specific period of time.
The goal of integrated marketing communication is to influence or direct the behavior of
chosen audience. Integrated marketing communication includes all brands and companies for
which consumers or potential buyers are interested and as well all products or services as
potential carriers of future messages. Integrated marketing communication is using all forms
of communication important for consumers and potential buyers that are acceptable. The
process of integrated marketing communication starts with the consumer or potential buyer
and ends with them with the goal of determining and defining methods and forms through
which persuasive communication process will be developed.
All of these definitions have some common characteristics that can be selected as basic
determinants of integrated marketing communication, and based on prof. Kesić there are five
main: (Kesić, 2003, 29):
•
•

•
•

•

Influence on behavior in order to create new forms of behavior, strengthen current
forms or change the current behavior.
Start from the consumer or potential buyer when choosing the most efficient
combination of communication methods. Consumer in the center of marketing
activities is representing the origin of IMC strategy, because without knowledge
about consumer communication will not achieve set goals.
Use one or all forms of communication to reach targeted audience and present desired
messages. The key characteristic of this determinant is the necessity for combing
messages and medias in a way to successfully achieve set outputs of communication.
Achieve synergic effects as a base of IMC. Regardless on which communication forms
or media are chosen, they have to complement each other assuring synergic effects,
while creating strong unique image of the brand or company that drive consumers on
action.
Build long-term relationship with buyers is the last, but not the least important
determinant. One of the main determinants of IMC is the fact that successful
marketing communication is implying long – term relationship between brand and
consumer, or producer and buyer being built. There is a statement that long – term
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relationship with the consumer is a key to modern marketing and IMC is the key for
building long – term business relations.
There are many reasons for which marketers accept the concept of integrated marketing
communication. The basic one is that they have realized the importance of strategic
integration of different communicational activities, opposed to have their individual effects
(Bevanda, 2013, 69). Integrated marketing communication is seen as well as one of the
fundamental tools that help to achieve communicational goals of the company, which are
aimed on creating competitive advantages or improvements in images of companies. Based
on Doyle there are several causes for which marketing communication is used (Doyle, 1998,
249):
• Informing
•

Persuading

•

Creating image

•

Increasing.

Inevitably, there is a permanent link between different forms of marketing communication
with attention, interest and creation of favorable ambient, encouragement to shop, as basic
functions of marketing communication process. But as well, there can be seen that there are
certain differences regarding time and manner how achieved effect is reached. If they are
seen a whole, all of them are forms of integrated marketing communication with a common
goal – creation of positive opinion, preferences and purchase of products or services.
Different forms of marketing communication can be observed as marketing communication
mix formed of:
1. Advertising
2. Sale promotion
3. Personal sale
4. Public relation and publicity
5. Internet
3. Advertising in tourism
The term advertising arrives from a Latin word “advertere” which means to focus attention
on something. Today, scientific and expert public uses term advertising commonly. This term
became a standard in professional use in marketing. It is not simple to define advertising,
especially if we assume that the definition should include a set of different elements and
probably would be very long and inappropriate. For the use in this paper some of the
definitions will be listed. Advertising is every form of paid public informing with the aim or
direct or indirect influence on sale of products or services (AMA Board, 1998, 233). Rocco is
defining advertising as a promotional activity taken by advertiser paying the costs of media
for communicating with masses, while transmitting its message to the public in order to
introduce them with the producer, product or their references that can motivate consumption
through satisfaction of consumer needs (Rocco, 1994, 216).
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Dibb et al state that advertising is a paid form of communication about organization and its
products, that is passed to the targeted group through media of mass communication as TV,
radio, newspapers, magazines, direct mail, public transport, outdoor exhibits or catalogues
(Dibb, 1995, 411). Based on Kotler, advertising is any form of paid mass presentation and
promotion of ideas, products or service by a known sponsor (Kotler, 2001, 637). At the end,
very detailed definition of advertising is provided by Kesić, which is defining advertising
based on marketing communication as an indirect, paid form of communication aimed at
mass public with the goal of informing, creating positive predisposition and encouraging
purchase (Kesić, 2003, 33).
What are common to most of definitions are the characteristics that determine advertising:
• Advertising is a paid form of promotion,
•

Indirect presentation of ideas, products and services and

•

The sender of the message is known.

What Kolter highlights is that first phase in designing marketing program is defining the
goals of advertising, which should be based on information about targeted market,
positioning and marketing mix.
Picture nr. 1. Main decisions in advertising

Source: Adapted by author based on Kotler P., Bowen J., T., Makens J., C.,(2010) Marketing
in catering, hotels, and tourism, MATE, Zagreb, p. 565.
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The main goal of advertising is a specific communication task that needs to be achieved at
given audience in a given time period, and there can be assorted in the following manner
(Kotler, 2010, 565):
1. To inform
2. To persuade
3. To remind.
Informative advertising is intensively used when introducing new touristic products, or when
the goal is to build primary demand. Persuading advertising is becoming more important in
the touristic market while competition is increasing and the destination goal is selective
demand. Sometimes it becomes comparative advertising where the destination directly or
indirectly is comparing its touristic product with one or more other products. Some marketing
experts have the opinion that comparative advertising is not appropriate for a touristic
product. Advertising by reminding is characteristic for mature touristic products so that
consumers don’t forget about the product.

4. Touristic destination image
The term image is dating from 1955 and Sidney Levy at Northwestern University first used it
and since then it is applied commonly. Its usage became so common that in the last few
decades the term image is used as an international professional term. Merriam – Webster
dictionary defines image as a noun and image as a verb (Sudar, Keler, 1991, 48):
•

Image (noun): similarity or imitation of a person or object, visual reflection of the
object created with a mirror or lense, mental image or concept, live representation or
description, person dramatically resembling another person or reflection, copy.

•

Image (verb): to describe or portrait with words, reach in imagination, to imagine, to
fantasize, to reflect, mirror, to show up, to project and to create an object.

It is evident that there are numerous and a different definition of the term image, connected
with the field of marketing and all of this is highlighting its importance in social and
communicational level. All of this is showing the difference in the approach towards defining
this term. Based on all of this, in the conclusion it is important to state that defining the term
image is very complex and the most appropriate definition could be: Image can be defined as
a cognitive image of the company, product, person, process or situation that a person is
creating based on holistic previous experience, opinions and statements which are more less
harmonized with real characteristics while the role of communication, especially public
relations, publicity and advertising is very important, and the base of image is (Kesić, 2003,
102 – 103):
220

1. Perception
2. Identity
3. Opinion
Perception is a process of accepting, interpreting and storing communicational contents into a
cognitive structure of a person; identity represents a sum of characteristics, opinions and
beliefs of the receiver of message about the product, company, object or country, while
opinion is valuable belief and readiness for action, harmonized with internal values and
directed towards objects and situations. Importance of touristic destination image when it
comes to its multiple effect on tourist behavior is well known. Firstly, touristic destination
image is directly affecting the choice of touristic destination. Based on the limited
information available to tourists about touristic destination that they didn’t visit, it is logical
that a destination with positive, recognizable and stronger image be in an advantage when
choosing a destination to visit. On the other hand, image is affecting the post purchase
behavior of tourists when it comes to their satisfaction and the intention when and how will
they visit the touristic destination again.
Taking all of this into consideration Jandala (Jandala, 1998, 341) concludes that the role of
touristic destination image is to “increase and continue tourist attention” in a way how it
should be:
• Simple and graphically well composed
•

Focused on past, tradition and current experiences

•

Easy to understand

•

Unforgettable

•

Important for the destination

•

True

Jandala’s experiences showed that exaggeration (both positive and negative) while creating
image can damage the future of touristic destination and marketing experts should be careful
to inform tourists in a realistic way (Jandala, 1998, 342).
For touristic destination image its characteristic that:
• It is sensitive to fast changes
•

Its change acquires long-term strategy

•

It is a part of a larger entity

•

Before modification current image needs to be examined (Jandala, 1998, 343 344).

Different marketing activities regarding touristic destination, it’s planning and it’s
development represent the most important areas of research and application of touristic
destination image. The fact that tourists can react differently on different information and
their source gives a high importance to the communicational process in the context of
building touristic destination image. As competition is becoming stronger and stronger
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between different touristic destinations, communication processes and promotional efforts
are becoming more and more important. These facts are implying the conclusion that there is
a difference in marketing used for touristic destinations from marketing used for other
activities, which determines promotional activities in order to create a touristic destination
image. There is a set of general conclusions about the determinants of touristic destination
image, and main five based on Gartner (Gartner, 1996, 124) are:
1. People from different geographical areas will have different images on same
destinations
2. The larger the distance between the tourist and the touristic destination, the image of
that touristic destination will be less clear to him
3. Image is changed at a very slow pace, and only a serious change of image of a certain
destination can change the perception about it
4. The smaller touristic destination is, more will it be under influence of image of the
larger part of the political entity that it belongs
5. Image is formed and modified continuously in different manners.
Based on Gartner’s determinants characteristics of touristic destination image could be
defined as following:
•
•
•
•

There is a strong individual influence of every potential tourist while creating touristic
destination image
Destination image is resistant to fast changes
When modifying image the first step is to evaluate existing image
Destination image is a part of a larger entity.

While creating touristic destination image it is necessary to take into consideration that a
touristic product of a destination is a mix of a couple of different products and services that
are results of different companies activities.
5. The importance and effect of advertising on creating touristic destination image –
goal, hypothesis, methodology and the research process
Taking into consideration the results given from literature research main goal of the research
is defined in a following: to determine and analyze the effect of advertising, as a form of
integrated marketing communication on creating touristic destination image, to determine
market segments of consumers of touristic services and determine the intensity of the
influence of advertising on defined segments.
Given the determined goals following hypotheses can be stated:
H1: Advertising has a positive effect on creating touristic destination image
H2: In different touristic destinations advertising affects in different intensity on creating
touristic destination image
H3: Advertising has different intensity on creating touristic destination based on different
consumers of touristic services segments.
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Empirical research was conducted during 2016 and 2017. Internal or desk research was
conducted and secondary sources of data and information were analyzed. In order to test set
hypotheses primary data was collected and field research was used. Primary data was
collected on field through a survey done on touristic destinations: Mostar, Jahorina, Sarajevo
and Bihać. Research instrument was questionnaire developed based on expert literature
outcomes and adapted to this research topic. The questionnaire was consisted from a set of
statements with different levels of intensity where examinee can choose the level agreement.
The sample was 396 tourists that were using touristic services in the period of conducting the
research in private accommodation, camps and hotels in the area of Mostar, Jahorina,
Sarajevo and Bihać.
The questionnaire uses Likert scale of intensity of examinee’s statements, with 41 questions,
where 6 questions/statements is based on socio-demographic characteristics of examinees, 6
questions/statements on indicators of advertising and 29 questions/statements on touristic
destination image. Analysis and testing is done using programme language R3. Pretesting was
conducted to test the instrument regarding understanding of certain statements and proposed
answers. The following methods were used to test hypotheses:
•
•

Descriptive statistics: absolute and relative frequencies, measures of central tendency
(mean), measures of variability (variance, standard deviation, coefficient of
variability),
Multivariate analysis: reliability of scales, cluster analysis and correlation.

Techniques of descriptive statistics were used to describe analyzed variables, based on type
of data and shape of theoretical distribution of probability of variables values. Methods of
multivariate analysis:
•
•
•

Test internal consistency, or reliability of scales (Cronbach alpha coefficient)
Cluster analysis grouped examinees in homogenous groups (clusters) large enough to
compare with each other on different characteristics. K-means algorithm was used for
clustering.
Correlation was used to determine relation between integrated marketing
communication and touristic destination image. As well the relationship between the
level of integration of specific forms of marketing communication and quality of
image was determined (relation, intensity and significance).

Examinees responses about information, travel and stay in touristic destinations are shown in
Table 1.

3

Program language R is free and can be uploaded from web site http://www.r-project.org.
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Table 1. Sample characteristics – information, travel, stay in destination

Characteristic

Modality

Number of
answers

%

(N=396)
First time

81

20,5

Second time

79

19,9

Third time

65

16,4

More than three

171

43,2

Alone

13

3,3

With partner

166

41,9

As a family

106

26,8

In a touristic group

111

28,0

Airplane

82

20,7

Bus

75

18,9

Train

20

5,1

Car

191

48,2

Other

28

7,1

One year ago

35

8,8

Six months ago

120

30,3

2-4 months ago

158

39,9

last minute

83

21,0

Agency

120

30,3

TV

14

3,5

Internet

85

21,5

You are visiting BiH

On vacation you are coming

Type of travel to destination

Time when the decision about travel
was made

Where were you informed about this
touristic destination
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You are visiting this touristic
destination because of

Newspapers

16

4,0

Friends

86

21,7

Previous
experience

75

18,9

Vacation

171

25,3

Fun

104

26,3

Price

8

2,0

Location (close)

13

3,3

Nature

100

43,2

Source: Results of empirical research

The research was conducted on 396 examinees and 43,2 % of them is visiting the destination
more than third time while 20,5% of them is for the first time visiting. Most of the examinees
are visiting these destinations with partner (almost 42% of them) and with family or in
organized touristic groups as well (26,8% and 28%). As a type of travel to the chosen
destination most of the examinees are using their own car (48,2%). Time for making the
decision to travel is dominantly from 2 to 6 months before visiting the destination – 71,2%,
but as well last minute guests are taking a large part of the sample – 21%. Internet and friends
are the main sources of information when it comes to given destinations (21,5% and 21,7%).
Nature (43,2%), fun (26,3%) and relax (25,3%) are three main motives for choosing given
destinations.
Before testing of the hypotheses set for the research by using regression and correlation,
reliability and validity of the questionnaire will be tested. Reliability of the questionnaire and
its parts is tested with Cronbach Alpha coefficient that is often used to test this. Cronbach
Alpha coefficient represents a measure of internal reliability of set of statements and it can
have values between 0 and 1. The closer it gets to 1 the questionnaire is more reliable. When
it comes to the criteria of research instruments reliability Kline (Kline, 1998, 306) states that
if a coefficient of reliability (including Cronbach Alpha coefficient) has a value near to 0,9
reliability can be considered as excellent. If the coefficient has value around 0,8 then
reliability is very good, and if it has value around 0,7 then reliability is acceptable.
In cases when the coefficient of reliability is less than 0,5 that is indicating the fact that more
than half of observed variance is a result of an error and research instruments with such a low
level of coefficient cannot be taken as reliable and should not be used in further analysis.
Coefficient of internal consistency of questionnaire as a research instrument is based on
Cronbach’s coefficient of reliability. Coefficient is calculated using following formula:
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n

∑σ2Yi

α=

n
(1 - i=1 2
n-1
σX

)

Where:
n

- number of questions in the questionnaire

σ 2Yi - variance of answers of question
σ 2X - variance of sum of answers on all questions in the questionnaire

Five offered statements regarding advertising are explaining the factor of advertising very
well and the value of Cronbach Alpha =0,896 for them. Part of this research is focused on the
analysis of perception of visitors of touristic destinations when it comes to advertising
campaigns in general as well as their effect on creating touristic destination image.
Source:
Table 2: Advertising - mean, standard deviation and variability
Mean, standard deviation and variability for variables in advertising (ADV)
Variable

M

SD

V

Advertising campaigns of TD are often

3,021 1,038 0.344

Advertising campaigns of TD cause attention

3,419 1,017 0.297

Advertising campaigns of TD incent tourists to use their
services

3,360 1,028

Advertising campaigns of TD are monotonous

2,157 1,098 0.512

It is necessary to increase the intensity of advertising for this
TD

3,775 1,008

There is a direct link between the intensity of advertising and
TD image (TD – touristic destination)

3,802 0,980

Source: results of empirical research
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0.306

0.267

0.258

Means and standard deviations for activities of advertising are shown in Table 2. Means,
standard deviation and variability for the evaluation of advertising campaigns of given
touristic destinations are showing how tourists don’t think that they are monotonous (2,157).
Clients evaluate campaigns for given touristic destinations as relatively interesting campaigns
attracting attention (3,419) and evaluate them as incentives to tourists to use their services
(3,360).
Visitors of the given touristic destinations consider marketing campaigns to be relatively
often (3,021) but at the same time they think that there is a necessity to increase the intensity
of advertising for specific touristic destinations (3,775). Statement that there is a direct link
between the intensity of advertising and touristic destination image is evaluated with a
relatively high mean of 3,802 and it can be concluded that tourists visiting these destinations
see it as positive. Mean and standard deviations for statements regarding advertising and
touristic destination image are evaluated on the whole sample, but on specific touristic
destinations as well, and this is shown in Table 3.
Table 3. Mean and standard deviation for variables advertising and image for the whole
sample and specfic touristic destinations
Whole sample

Mostar

Jahorina

Sarajevo

Bihać

Code

M

SD

M

SD

M

SD

M

SD

M

SD

ADV1

3,021

1,038

3,029

1,007

3,034

1,015

3,011

0,995

3,010

1,005

ADV2

3,419

1,017

3,406

1,046

3,408

1,015

3,448

0,943

3,415

1,012

ADV3

3,360

1,028

3,372

1,042

3,322

1,003

3,470

1,012

3,276

1,014

ADV4

2,157

1,098

2.130

1,076

2,213

1,027

2,015

0,935

2,270

1,025

ADV5

3,775

1,008

3,821

0,941

3,700

1,034

3,780

0,978

3,799

0,929

IM1

3,802

0,980

3,858

0,996

3,821

0,891

3,800

0,741

3,729

0,856

M – mean; SD – standard deviation
Source: Results of empirical research
The correlation between advertising and touristic destination image is analyzed using
coefficient of correlation and the results are given in Table 4.
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Table 4 . The intensity based on coefficient of correlation

R

Whole sample

Mostar

Jahorina

Sarajevo

Bihać

0,428**

0,479**

0,382**

0,394**

0,565**

* correlation significant on level of 0,05; ** correlation significant of level of 0,01
Source: Results of empirical research

The direction of correlation (R > 0) is pointing to a fact that it is positive correlation between
variables, meaning that increase in one variable is resulting an increase in other variable.
Significance of given coefficients of correlation is tested by two sided boundaries for
significance p=0,05 and p=0,01. On the whole sample it is very visible that the strength of
correlation of variables advertising and touristic destination image is medium strong and
significant, which leads to conclusion, that given hypothesis H1: Advertising has a positive
effect on creating touristic destination image is accepted and verified. When examining the
strength of correlation by destinations, it is visible that for destinations Jahorina and Sarajevo
there is weak correlation between variables advertising and touristic destination image, but it
is very close to medium strong correlation and it is significant. When examining other two
destinations, Mostar and Bihać, the strength of correlation between variables is medium
strong and significant. Based on all of this, a conclusion can be made that hypothesis H2: In
different touristic destinations advertising affects in different intensity on creating touristic
destination image is accepted and verified.
Second part of the research was focused on identifying market segments using examinees
answers about characteristics of touristic destination. Algorithms of clustering are allowing to
link examinees in clusters in a way that a difference between clusters is biggest possible and
in clusters smallest possible. Many different algorithms can be used for clustering and in this
research k- means algorithm was used. This algorithm is chosen because of its flexibility
regarding the number of clusters (groups). Unlike some other approaches, while using kmeans clustering, a number of wanted clusters (groups) can be set before the analysis. There
are different types of clustering.
Agglomerative hierarchical clustering at the very beginning is pairing one object to each
cluster. In every next step it pairs the closest pair of clusters (those with the least distance to
each other) into a new cluster. This process is continued until there is only one or k clusters
left (Markić, 2011, 44). When preparing the data for this method, first step is to choose the
questions that based on which the statements of tourists about the destination will be
clustered. These questions are given in the part of questionnaire regarding the touristic
destination image (questions ITD1; ITD2; ITD3; ITD5; ITD6; ITD9 - ITD19; ITD29;
ITD32). Since questions from 9 to 19 and from 19 to 29 for the variable touristic destination
image are very similar mean of answers on these questions can be calculated. Four different
segments of consumers.
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Table 5.: Relation of identified clusters and IMC
Cluster Cluster 1

Cluster 2

Cluster 3

Cluster 4

FormIMC
Advertising

3.958333 3.068376 3.411243 3.451128
Source: Results of empirical research

Four different segments of consumers are identified through cluster analysis by using the
factor of touristic destination image. These segments are: conservatives (cluster 1), mass
tourists (cluster 2), explorers (cluster 3) and hedonists (cluster 4). First segment named
conservatives includes 101 examinees (25,6%). While making the choice of destination this
segment prefers safety of stay in the destination considering ambient, infrastructure and
receptive touristic capacities. Tradition and traditional values of local population and touristic
destination are very important for these consumers when choosing touristic destination.
Second segment is named mass tourists and it includes 103 examinees (26%). While making
the decision about the destination this segment prefers price as absolute criteria and safety in
the destination considering ambient, infrastructure and receptive touristic capacities second.
Third segment is named explorers and it includes 77 examinees (19,4%). While making the
decision about the destination this segment prefers tradition and traditional values of local
population but as well exploring possibilities in a form of exploring culture and nature of the
touristic destination and as well the way of living of local population and the safety in the
destination considering ambient, infrastructure and receptive touristic capacities. Fourth
segment is named hedonists and it includes 115 examinees (29%). While making the decision
about the destination this segment prefers safety in the destination considering ambient,
infrastructure and receptive touristic capacities and satisfaction in enjoying natural ambient
of the destination (sun, nature, landscape) but its gastronomic offer as well. Based on all of
this it can be concluded that the hypothesis H3: Advertising has different intensity on
creating touristic destination based on different consumers of touristic services segments is
accepted and verified.
6. Conclusion
Advertising in tourism is a planned and organized paid impersonal communication pointed at
different segments of public. Touristic destinations using advertising are trying to come as
close as possible to their potential consumers and visitors and to create an image of a friendly
and pleasurable destination. Main goal of this communicational activity is to increase
acceptance of certain segments of the service of a touristic destination in an acceptable way
and assist in fulfilling strategic goals of a touristic destination as for example building,
enriching and improving the image. Integrated marketing communication in this way is
assisting and influencing the consumers of touristic destination services. It is clear that
advertising by itself and alone cannot create wanted effects of persuasiveness, but when
combined with other forms of integrated marketing communication, it has synergic effects.
Successful advertising campaign is helping touristic destinations in creating recognizable
229

image and service, in creating confidence and loyalty of visitor, increasing demand and sale
and in increasing competitiveness in the market.
Touristic destinations are using different forms of communication and other possibilities
given to them by advertising and this is very successfully implemented in the area of
marketing communication creating a real marketing communication revolution when
optimally combined with other forms of integrated marketing communication. Destinations
that realized in time the possibility and usefulness of combining forms of integrated
marketing communication used it as advantage and were able to position their image on the
market faster than others and in this way ensure competitive advantage for themselves.
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Importance of the transport corridors for the regional
development of Southeast Europe

Kamen Dimitrov Petrov1
Radoslav Stefanov Kostev2

Abstract
The report examines the impact of transport infrastructure on Southeast European regional
development. Key theoretical approaches to spatial development, sustainable development
and regional policies are presented. The next part examines the impact of transport
infrastructure as a factor for economic spatial development and exploitation of the potential
of transport corridors for integrated development of the regions. Innovation, the deployment
of intelligent transport systems and their interaction in a regional aspect represent a new way
of improving socio-economic life and organizing management processes.
Key words: regional development, transport corridor, infrastructure, intelligent transport
systems.

Introduction
In today's world of globalization, scientific and technological progress, and knowledge-based
economy, information and technology occupy a central place in the development of society.
This also applies to local and regional economies. The purpose of this development is to
systematize scientific instruments for regional development, using a new development
representation, using the potential for a trans-European transport network and intelligent
transport systems for the development of socio-economic and sustainable spatial
development. From the review and analysis of Bulgarian and foreign literature, good
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practices in this field and comparative analysis, according to the indicator - World Bank
Logistics Performance Index of some Southeast European countries, we can conclude that all
this is a prerequisite for the transformation of infrastructure corridors in transport and
information corridors, in line with contemporary European and global requirements and the
needs of civil society and business. Inevitably, the completion of transport corridors, the
improvement of infrastructure and the deployment of intelligent transport systems in the
South East European transport network will lead to a new way of governance and regional
policy in various fields, notably in transnational and transregional European cooperation.
1. Basic theoretical approaches to regional development.
Regional development is seen as a process that reflects economic reality in territorial and
spatial terms. It is an integral science that studies the interaction of social and natural systems
operating within specific spatial and temporal boundaries. Space can be defined as an infinite
indeterminate environment where all bodies and movements are located. From this definition
are derived some elements of space: objects and bodies with their measurable motions and
the void between them that cannot be measured. Territory limits a part of space, refers to a
certain land space with certain boundaries (Гешев, 1999). Here we can say that in a certain
territory there are bodies and their movements that interact within and outside the territory
itself. Bodies located in a specific territory can be understood as people and communities,
economic entities, natural and geographical potential and their interactions. The region can
be considered as a system of separate parts of the territory.
•

•
•
•
•

There are various factors influencing regional, spatial development:
Economic - the different levels of economic development in the territorial aspect.
These are: the behavior of economic agents, territorial distribution of large, medium
and small enterprises, regional markets, accessibility to national and international
markets, investment, employment and unemployment, etc.
Political - local and national structural and integrated policies.
Social - building a favorable living environment for territorial communities.
Demographic - demographic structure of the population.
Ecological - climate, environment and natural resources.

All these factors have to do with increasing the competitiveness and adaptation of the regions
to the European structures, but they also raise different scope problems (regional, national,
global). This also requires their regulation at all levels. The main task of regional
development is to describe and explain the behavior of economic agents, the use of resources
and various types of capital (financial, human, etc.), production and consumption in spatial
and territorial terms. The phenomena and processes taking place in the national and world
economy are conditioned by causal relations occurring in a certain territory, which
necessitates their consideration through a regional (territorial) approach. In this sequence,
regional development makes it possible to study changes in the regional economy by
analyzing various economic factors (Ascani, Crescenzi, Iammarino, 2012) and developing
solutions and strategies for pursuing government policy on the national territory and the
specifics of its regional peculiarities.
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The regional economy studies functional and causal relationships in the form of their
manifestation in the functioning of the market mechanism. The main object of the regional
economy is the regional and local market and emerging economic patterns. Regional
development, for its part, studies policy strategies and management decisions regarding the
organization of space, production relations, distribution and consumption of material goods
and the implementation of public management. It can be said that the regional economy is
part of regional development (Petrov, K.).
The development is related to the different actors and their interactions in spatial terms,
where a managerial approach is reached to reach the ultimate goal. Regional development is
thus achieved through regional policy. It can be seen in two directions: economic and
legislative-administrative. Regional policy is implemented by the state and local
governmence, aiming at enhancing economic and social cohesion, sustainable (Nikolov,
Vasileva, 2017), integrated development and reducing intraregional and interregional
disparities. The implementation of the policy is done through the development and
implementation of regional development strategies, plans and programs that bring together
and integrate sectoral and integrated policies (Cappelen, Castellacci, Fagerberg, Verspagen,
2003). Strategic regional planning is the main tool of regional policy by state and local
governmence and aims at quality, coordination and interconnection at all territorial levels,
partnership between all stakeholders to achieve sustainable, balanced spatial development,
enhancing competitiveness and economic growth in the regions and the countries, as a whole
(Iammarino, Rodríguez-Pose, Storper, 2018).
In summary here, we can say that regional development is a science studying the spatial
structure of production and the rational use of the natural, economic and socio-demographic
potential of the territory under the influence of management processes. The territory with its
peculiarities, phenomena and processes flowing into it is seen as part of space, but it is
composed of different elements that interact. This requires consideration of the territory as a
system of interconnected elements. It is characterized by its integrity, expressed in the unity
of constituents united by common properties and its divisibility of subsystems. The main
territorial unit is the separate settlement with its peculiarities. The economic and social
development of the territorial systems depends on the optimal functioning of the main sectors
and the use of local potential. Striving to be more attractive and inviting, territorial
economies should create favorable conditions for attracting economic agents. The choice of
location for the location of production and service activities of the enterprises is determined
by the localization process. It is a process related to the placement of production and
activities, including concomitant activities in a particular territory, and the linking of
disposable sites to the conditions existing in the territory (Krugman, 1991). The aim of the
localization process is to create the fullest possible correspondence between the needs of the
site and the possibilities of the territory (Георгиев, 2012).
Considering Southeastern Europe as a separate region, one can notice its socio-economic lag
behind the Western, Central and Northern parts of Europe. The situation of the countries and
regions in this subregion is identical. Despite their strategic location, countries in the region
are not making the most of their advantages, such as the bridge between Europe, Africa, the
Middle East and Asia. The impact of different factors on regional economies must also be
taken into account. They can be seen as direct and indirect, influencing with different power.
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Such are: natural conditions, resources, markets, population, specialization of production,
international political and economic relations, environmental protection, scientific and
technological progress, etc. As the processes of globalization progress, the opening up of
regional and national economies to the global is reinforced by the role of two major factors:
the degree of infrastructure construction, in particular transport and communication, and the
integration of information and communication technologies in the economic and
management process. This will increase the competitiveness of organizations, regional and
national economies and accelerate economic growth (Crescenzi, 2005). The influence of
various factors on the economic cooperation and integration of Southeast European countries
and how they will affect the development of relations between the countries depends on the
actions and will of the individual countries and their national and regional policies.
2. Importance of transport infrastructure as a factor for the spatial development of
Southeast Europe.
Infrastructure does not directly affect the production process, but it does provide connectivity
between production, resources and markets. Adequate transport infrastructure is essential for
the normal course of economic processes in the regions. It helps to increase the
competitiveness of economic operators and territorial units. The transport infrastructure
serves the needs of the national economy by integrating the economic sectors into the
individual territorial units, the territorial units themselves and the connection with the
international markets (Hummels, 2007). This connection is made by various infrastructure
sites: ports, border crossing points, ferry connections, motorways, railways and stations,
airports, intermodal centers and more. Transport activities between the countries and the
provision of appropriate infrastructure for the implementation of these activities is made
possible by international transport corridors (INEA, 2018). As transport corridors are of great
importance, especially for increasing trade between countries and cities along and around the
corridor, this accelerates regional development and regional integration, stemming from the
effects it creates on the commodity, labor and tourism markets.
The main elements of the spatial structure are the poles of growth - urban centers of different
rank. Between them, the linear connections represented through transport and infrastructure
corridors are developing. The main development axes of the territories of the regions are
formed along the transport directions of the corridors of the Trans-European transport
network and of other transport networks of national importance (Петров, 2010). They
provide links between urban centers in the south-eastern region of Europe as well as their
links with other European centers. This is a prerequisite for polycentric balanced regional
development and enhancement of cross-border, transnational and transregional cooperation
(Capello, Caragliu, Fratesi, 2018). The trans-European transport network is a structure
consisting of all existing and planned transport infrastructures, such as: roads, rail and inland
waterways, maritime and river ports, airports, intermodal links (Wagener, 2017), etc., with
the primary objective of improving connectivity, quality and accessibility to infrastructure
sites, as well as the convergence and integration of regions in the European area (Crescenzi,
Rodríguez-Pose, 2012).
In order to create a level playing field and an efficient pan-European transport system, the
Third Pan-European Transport Conference was held in Helsinki in June 1997. The main
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objective was to improve transport links between the North and the Mediterranean, as well as
between CIS and EU Member States. Thus, the routes of 10 transport corridors (European
Commission, 2019) were determined.
Image 1. Trans-European transport corridors in South-Eastern Europe

Source: The role of TEN in EU enlargement, the TINA programme,
https://www.tankonyvtar.hu/hu/tartalom/tamop412A/20110046_08_intransp/tananyag/05_1.scorml

The following corridors cross the territory of Southeast Europe:
№ 4. Dresden/Nuremberg - Prague - Vienna - Bratislava - Győr - Budapest - Arad Bucharest - Constanța / Craiova - Sofia - Thessaloniki / Plovdiv - Istanbul.
№ 5. (East-West) Venice - Trieste/Koper - Ljubljana - Maribor - Budapest - Uzhhorod Lviv - Kiev.
Branch A - Bratislava - Žilina - Košice - Uzhhorod
Branch B - Rijeka - Zagreb - Budapest
Branch C - Ploče - Sarajevo - Osijek - Budapest
№ 7. Rhine – Mine – Danube.
№ 8. Durrës - Elbasan - Skopje - Sofia - Plovdiv - Burgas - Varna.
№ 9. Helsinki - Vyborg - St. Petersburg - Pskov - Gomel - Kiev - Liubashivka - Chișinău
- Bucharest - Dimitrovgrad - Alexandroupolis.
Branch A - Klaipėda - Vilnius - Minsk - Gomel
Branch B - Kaliningrad - Vilnius - Minsk - Gomel
Branch C - Liubashivka - Rozdilna - Odessa
№ 10. Salzburg - Ljubljana - Zagreb - Beograd - Niš - Skopje - Veles - Thessaloniki.
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Branch A: Graz - Maribor - Zagreb
Branch B: Budapest - Novi Sad - Belgrade
Branch C: Niš - Sofia - Plovdiv - Dimitrovgrad - Istanbul via Corridor IV
Branch D: Veles - Prilep - Bitola - Florina – Igoumenitsa
The passage of these 6 out of 10 corridors through the countries of Southeastern Europe
enables the use of different modes of transport - air, land and water and the interaction
between them, as well as the connection with four seas - the Baltic, Mediterranean, Ionian
and Black seas. The European transport corridors provide an opportunity for economic and
economic development of the countries and regions of Southeast Europe and integration into
the European space (European Commission, 2015).
Looking at the countries in the region, there are some problems caused by: poor condition of
the transport infrastructure, lack of innovations in transport, slow customs processing of
goods, lack of utilization of the potential for development of different modes of transport intermodal transport, etc. Unlocking the economic potential determines the need for
modernization and construction of additional infrastructure, which in turn creates
preconditions for the rational use of the infrastructure corridors. In this direction, it is
necessary to improve the links between cities and the peripheral territories gravitating around
the corridors, as well as cooperation between the parties to build a unified transport system.
Effective trade and transport logistics are key to developing competitiveness among countries
around the world. The region creates very good conditions for transit services, which are
essential for its overall development. Southeastern Europe has a very similar logistics
development trend. A comparison has been made of several countries in Southeast Europe,
using the Logistic Performance Index - LPI, created by the World Bank (World Bank, 2019),
which includes data for 160 countries. According to LPI methodology, it is an interactive
benchmarking tool designed to help countries identify the challenges and opportunities they
face in implementing their business logistics and what they can do to improve their results.
The international LPI is a summary indicator of the logistics sector, combining data for six
major productivity components into a single aggregate measure. The six major components
of LPI are:
•
•
•
•
•
•

The effectiveness of customs and border clearance;
Quality of trade and transport infrastructure;
The ease of arranging shipments at competitive prices;
Competence and quality of logistics services;
Ability to track and track shipments;
The frequency with which consignments reach recipients within the planned or
expected delivery time.

The information and data are collected through surveys, with the respondents being
international and local (in the respective country) trade and logistics companies providing
qualitative and quantitative information about the logistics environment in the country and
beyond. Based on the information collected, the LPI is calculated.
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Table 1. Logistics Performance Index of selected Southeast European Countries for 2018
Country
Hungary
Greece
Romania
Croatia
Bulgaria
Slovak Republic
Serbia
Ukraine
Bosnia and
Herzegovina
Montenegro
N.Macedonia
Albania
Moldova

31
42
48
49
52
53
65
66

LPI
Scoresort
ascending
3,42
3,2
3,12
3,1
3,03
3,03
2,84
2,83

72

2,81

2,63

2,42

2,84

2,8

2,89

3,21

77
81
88
116

2,75
2,7
2,66
2,46

2,56
2,45
2,35
2,25

2,57
2,47
2,29
2,02

2,68
2,84
2,82
2,69

2,72
2,74
2,56
2,3

2,58
2,64
2,67
2,21

3,33
3,03
3,2
3,17

LPI
Rank

Customs

Infrastructure

International
shipments

Logistics
competence

3,35
2,84
2,58
2,98
2,94
2,79
2,6
2,49

3,27
3,17
2,91
3,01
2,76
3
2,6
2,22

3,22
3,3
3,18
2,93
3,23
3,1
2,97
2,83

3,21
3,06
3,07
3,1
2,88
3,14
2,7
2,84

Tracking
&
tracing
3,67
3,18
3,26
3,01
3,02
2,99
2,79
3,11

Timeliness
3,79
3,66
3,68
3,59
3,31
3,14
3,33
3,42

Source: World Bank, https://lpi.worldbank.org/international/global
As can be seen from the table, the difference in the indexes of the South-East European
countries is not very large. Almost all countries are in the first half of all 160 countries
indexed, with the exception of Albania and Moldova, which is well behind this indicator
compared to European countries and those from Southeast Europe. If we compare the
countries in the table, we can divide it into two: The first half of the table is the countries
with LPI greater than 3 - Hungary, Greece, Romania, Croatia, Bulgaria and Slovakia, we can
define their status as satisfactory. It seems that they are all EU members. The second half
with LPI less than 3, with a more serious lag in this respect are: Serbia, Ukraine, Bosnia and
Herzegovina, Montenegro, Northern Macedonia, Albania and Moldova. If we compare the
countries considered in the table with the first one with the highest index of the 160 countries
(LPI Scoresort ascending = 4.2), we get the following picture:
Diagram 1. Logistics Performance Index of Selected Southeastern European Countries and
Germany for 2018

Source: World Bank data.
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Germany has an LPI = 4.2 and has the highest LPI of all 160 countries. Compared to the first
group of countries with the highest LPI - Hungary, the index difference with Germany is
0.78. The average LPI of the SEE countries concerned is 2.92, which is 1.28 less than
Germany. This is indicative of the state of the logistics environment in the countries of
Southeast Europe and their lag in this respect to the countries of Western and Central Europe.
All this makes countries in the region unattractive to transit traffic and logistics, although
their strategic location and good capabilities. Unlocking the potential of Southeast European
countries and their development and integration into the European space, requires the rational
and effective use of transport infrastructure and European transport corridors, by building
new and modernizing existing road infrastructure, exploiting the potential of all modes of
transport, creating of logistics and intermodal centers, implementation of innovations. This in
turn necessitates continuous cooperation between the parties to improve connectivity,
exchange of experience, good practices and joint resolution of problems that have arisen.
Increase mobility for passengers and freight, guide yourself when you want to reach them by
contacting transport services. The sustainable development of the transport sector is exposed
by increasing transport efficiency and the use of effective impacts from transport. This
includes the introduction of innovation and technology in transport and infrastructure to
provide innovative services to consumers (Петров, 2013). One such concept is integrated
into intelligent transport systems. Given that there is no exact definition in the scientific
literature, we can generally say that intelligent transport systems are important for improving
transport safety, facilitating traffic and reducing harmful emissions through the
implementation of information and communication technologies in transport (Николова,
2017). This is expressed as the application of technological systems in areas such as: travel
information and freight information systems; traffic management systems; billing and
payment systems; safety and control systems, etc. These systems enable passengers, carriers,
businesses and public organizations to receive real-time information about events, road
conditions, travel / transportation time, weather, congestion and pollution, payment of fees
and tickets electronically, traffic management, etc., for the safe and efficient use of transport
infrastructure networks. All this requires the introduction of innovation by business and
public organizations.
The implementation of intelligent transport systems in the regions by the local government
will allow the provision of specific services in accordance with the territorial features of
economic and social life. The construction of transport corridors in line with modern
European requirements and the introduction of intelligent transport systems will open up new
opportunities for the spatial development of the countries and regions of Southeast Europe.
The interconnection of intelligent transport systems, technologies and infrastructure will
facilitate people, businesses and public institutions, as well as improve coordination between
cities and regions along the corridors. Offering services such as: travel and transportation
planning, use of various modes of transport, intermodal connections, payment of taxes, fees
and tickets online, permits and records, traffic management and control, etc., will improve
the logistics environment in the countries from the region and will increase regional
competitiveness. All this will lead to the integration of the transport network with the
European one, access to markets and strengthening the process of interstate spatial
connections.
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It is necessary to build appropriate transport and communication infrastructure at national,
regional and local level along the transport corridors in all Southeast European countries, and
the provision of electronic services that will enable people and businesses to access real-time
information and enhance intercity, interregional and interstate links in the region. Of course,
all this raises a number of questions related to project financing, personal data protection and
more. A good opportunity to fund such regional infrastructure projects is given by EU
structural and investment funds and pre-accession programs. Also a step towards the
development of the South East Europe region are the EU-created strategies and programs: the
European Union Strategy for the Danube Region; The European Union Strategy for the
Adriatic and Ionian Seas; European Union Program for Transnational Cooperation "Balkans Mediterranean".

Conclusion
The modernization and completion of European transport corridors in South East Europe, the
introduction of intelligent transport systems and innovations by individual countries are a
prerequisite for creating favorable conditions for the population and businesses in the region.
This will allow efficient use of transport infrastructure, creation of intermodal links,
sustainable development of modern modern cities, access to international markets and control
by local government. All this will make countries in the region more attractive to transit
traffic and improve the logistics environment. The creation of such an innovative transport
and management infrastructure will help to improve the socio-economic life and governance
processes at regional level, the integration of European regions and the thriving economic
development of the Southeast European area. This paper does not provide a comprehensive
answer to regional development issues and information and communication technologies. It
provides guidance for future research in the field of infrastructure, the trans-european
transport network, the introduction of intelligent transport systems and e-governance in a
regional aspect, their interaction and their impact on spatial development.
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Causes of the unequal economic position of women in
relation to men in a contemporary society

Dragana Vilić1

Abstract: The economic and political empowerment of women is important for their overall
social standing, but it has a major impact on the just and inclusive sustainable development
of a society. The paper analyzes the economic position of women, significant trends and
tendencies of its changes in most countries in the modern world through
employment/unemployment, the level of professional education, different salaries for the
same job, representation in certain occupations, professions and sectors of labor, property
ownership, participation in governing bodies in the economy, social and political bodies.
Numerous factors affect women’s economic opportunities: a set of laws, practices, customs
and attitudes. Although great efforts have been made so far to reduce the gender gap in this
regard (strategies, international instruments and applicable laws), in practice women face
many legal, social, financial and educational obstacles. This is reflected in violation of their
fundamental rights and discrimination regarding the access to education, work, property,
resources, participation in decision-making, disproportionately more time spent on unpaid
work than men, which hinders their economic and political empowerment.
Keywords: gender inequality, economic status of women, contemporary society.

Introduction
Equality of prerequisites for the realization of human rights for men and women, equality of
their opportunities for contributing to cultural, political, economic, social and national
progress and equality in terms of the enjoyment of all benefits of community advancement
are the assumptions of gender equality (Council of European Municipalities and Regions
with Partners, 2012: 7). Women have a significant role in the economic growth, which was
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clearly demonstrated in the second half of the 20th century when they started working (The
Economist Intelligence Unit, 2010). Women are in an extremely unequal economic position
compared to the male population (more pronounced in poorer countries), although in most
countries they make up half of the working age population. “The economic position of
women is most often measured through employment/unemployment, the level of professional
education, different salaries for the same job, representation in certain occupations,
professions and sectors of labor, property ownership, participation in the economy, and in the
social and political bodies. The fact is that everywhere in the world, compared to men, more
women are unemployed, undervalued, less paid for the same jobs, and in a much smaller
percentage they are the owners of movable and immovable property, less represented in the
bodies where the most important social decisions are made. In addition, they are
overburdened with unpaid housework, because men do not or rarely participate, and even
then it is mostly in the form of partial and occasional tasks“ (as cited in Stanković & Markov,
2011: 322-323). With the increasing presence of women in the public sphere, their
subordination and discrimination shift from the private to the public sphere of work and
consumption - the possibility of accessing the public services, employment, the level of
earnings, etc. Gender equality, protection and promotion of the rights of girls and women,
and elimination of discrimination are basic human rights, but also prerequisites for the just
and inclusive sustainable development of society. “In addition, they are prerequisites for
peace and security around the world and help to fight against the radicalization and
extremism that abuse women and violate their rights and dignity“ (as cited in European
Commission, 2016: 16).
There is no integrating gender equality into government policy-making, without equality in
political, economic and any other form of decision-making (Council of European
Municipalities and Regions with Partners, 2012: 8). Three complementary and integrated
perspectives are included in the concept of a gender perspective in public policies (gender
aware policies): “an equal opportunity perspective (equal rights and opportunities for women
and men), a women’s perspective (initiatives that favor women and give them preferential
treatment), and a gender perspective that should contribute to policy making which will
influence the systemic and structural causes of gender inequality” (Orza, 2014, as cited in
Pantović, Bradaš & Petovar, 2017: 14). The economic position of women is important for
their overall social standing and empowerment, for freedom and their own choices. That is
why it is important to consider it in a contemporary society, as well as the significant
directions and tendencies of its changes (Stanković & Markov, 2011: 322). Also, gender
equality is essential for the democratic development of a society – it is not enough to
recognise its legal side, but to apply it successfully to all aspects of life (political, economic,
social and cultural). “Despite numerous examples of official recognition and progress in this
field, gender equality is still not present in everyday life. In practice, women and men do not
have the same rights. Social, political, economic and cultural inequalities are still present examples are different salaries and unequal representation in political life. These inequalities
are in fact the result of social forms built on numerous stereotypes present in the family,
education, culture, media, business world, social organizations, etc.” (as cited in Council of
European Municipalities and Regions with Partners, 2012: 9 - 10 ). Cultural norms and
attitudes about the role of women in society play an important role in determining economic
opportunities for women. With the development of economy and opportunities for women,
these attitudes are changing - in countries with stagnant or slow population growth, a
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significant role of women is observed in increasing the workforce, faster economic growth,
reducing poverty rates and the like. (Morrison, Raju & Sinha, 2007, in The Economist
Intelligence Unit, 2010: 34).
1. Employment/unemployment of women
For women’s economic independence, social inclusion, health and safety, gender equality in
employment is of great importance. This is at the same time a precondition for a peaceful,
sustainable and inclusive growth of a society. Employment enables women to have greater
power to make financial decisions in the family, which improves family well-being, as
women invest more income than men in the health, nutrition and education of children,
making the family more resilient to economic shocks, reducing the risk of poverty for them
and their families, etc. (Dijkstra, Norlén & Papadimitriou, 2019: 11-12). The mass
employment of women, as well as the separation of women’s work at home from work
outside, has happened due to the modern industry; this has resulted from the need for cheap
labor on the one hand, and the need to earn extra income to provide decent living conditions
for families, on the other (Milić, 1978: 83 – 84). Since the 1950s, new jobs have been created
in developed countries around the world that require traits and knowledge that women tend to
exhibit, such as empathy, teamwork, tolerance, etc. This has created an opportunity for
increased employment of women, which has continued with new transformations in many
sectors of economy, especially in the service economy and the service sector. According to
the International Labor Organization (2009), women’s labor force participation reached
51.7% (77.7% for men) in 2008, compared to 50.2% in 1980 (ILO, 2009, in The Economist
Intelligence Unit, 2010: 13). The share of employed women aged 25-54 in the European
Union in the 1970s was 40%, whereas it increased to 60% in 1999 (Puljiz, 2005: 325). This
rate of female labor force participation in the EU increased to 66% in 2008 (Eurofound,
2016), and ten years later it was 66.5% (Eurostat, 2019).
Labor market performance has improved significantly in terms of female labor force
participation. With the increase in the number of women employed, the number of
economically active men is proportionally decreasing, which causes a change in the concept
of masculinity, changing the old understanding of the role of a man as a breadwinner (Beck,
2001: 136 - 137). Although progress has been made in increasing the participation of the
female labor force in the labor market, it is important to look inside the workforce in terms of
the percentage of economically active women and men. The gender employment gap is still
maintained (the difference between the employment rates of men and women) - in 2013 this
difference in the EU was 10.7%. That is why one of the prerequisites for the sustainable
development of Europe is encouraging greater participation of women in the labor market
(Eurofound, 2016). In the EU, in 2017, the employment rate for women aged 20-64 was
66.5%, while the employment rate for the same aged men was 78% - so the gender
employment gap was 11 percentage points (p.p.). The lowest differences in gender
representation among member states (without exceeding 5 p.p.) were found in Lithuania (1.0
p.p.), Finland (3.5 p.p.), Sweden (4.0 p.p.) and Latvia (4.3 p.p.). As a consequence of the
lower participation of women in the labor markets, the largest gender employment gaps were
in: Malta (24.1 p.p.), Italy (19.8 p.p.) and Greece (19.7 p.p.) (Eurostat, Gender Statistics Labor market, 2019).
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The different employment rates of women can be explained by the specific socio-economic
and cultural characteristics of the overall position of women and men in society, as well as
the social and family policies in individual countries. A key factor in increasing women’s
participation in the labor market is the work-life balance, and therefore, it is a priority
objective in employment policies in the European countries (Pantović, Bradaš & Petovar,
2017: 16). Compared to men, women generally assume responsibility for the care of children
and other family members, which may explain their lower participation in the labor market.
Due to these obligations, in some EU Member States, one quarter of women are not active in
the labor market. Therefore, the availability and accessibility of high quality childcare
facilities are crucial for enabling parents to participate in the labor market (Dijkstra, Norlén
& Papadimitriou, 2019: 40-41). The literature on women’s economic empowerment shows
that the guarantee of maternity leave, especially paid leave, the length of this leave and who
pays for it (if the leave is provided under a universal tax or insurance funded system, it is
more likely that employers will hire women, unlike the employer who has to bear the full
burden) have a positive impact on increasing women’s participation in the workforce.
One of the most prominent phenomena in modern societies is unemployment, which is faced
by more women than men (Stanković & Markov, 2011: 324). The unemployment rate for
women in the EU-28 in 2000 was around 10%, and the unemployment rate for men was
below 8%, whereas this gender gap reduced to about 1.4% by the end of 2002, remaining
more or less constant until 2007. Since the first quarter of 2008, the unemployment rates for
women (6.3%) and men (7.4%) were at their lowest levels, and by the third quarter of 2009,
the unemployment rate for men was higher. Due to the continued stability of women’s
unemployment rates and the fall in men’s unemployment rates in 2010 and in the first half of
2011, there has been a decrease in men's employment rate compared to women’s. From that
period, both rates rose at the same pace and peaked by mid-2013 - 10.9% for men and 11%
for women, after which both rates began to decline to 6.3% for men and 6.9% for women at
end of 2018 (Eurostat, Unemployment Statistics – Male and Female Unemployment, 2019).
Following the model of the Europe 2020 Strategy, the European Commission has structured
the Employment and Social Policy Reform Program to follow the priorities in these areas the objectives and proposed measures are focused on growth and job creation, elimination of
gender pay and employment gaps and promotion of women’s entrepreneurial activities
(Pantović, Bradaš, Petovar, 2017: 15). Violation of women’s rights is the unequal distribution
of unpaid work at home focused on care (cooking, cleaning, care for children, the sick and
the elderly) (UN, 2013, in OECD, 2014: 1). Women spend disproportionately more time on
these activities than men, which, in addition to their paid activities, represents a “double
burden” of work for women. This significantly impedes their economic empowerment
(OECD, 2014: 1). Discrimination may be seen in some countries as different statutory
retirement ages for men and women; although this differentiated age may sometimes be
considered as social protection for women, it may affect economic opportunities for women
because they have a longer life expectancy than men, but lower savings and pensions due to
lower wages they earn and fewer years in the labor market (due to childcare) (The Economist
Intelligence Unit, 2010: 15 – 16).
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2. Education level of women
One of the factors that significantly influence the structure of gender regimes is education
(Stanković & Markov, 2011: 324). The necessary knowledge and skills provided by
education and professional training promote women’s participation in society, but also give
them the opportunity to have better and secure jobs. Girls’ education is closely linked to the
socio-economic development. As a driver of a social change, education can play a significant
role in achieving gender equality, reducing the risk of social exclusion and eradicating
poverty (Dijkstra, Norlén & Papadimitriou, 2019: 13). “Education, as a key factor in labor
market participation, should also provide greater employment opportunities for both men and
women: higher levels of education also result in higher employment rates and lower rates of
unemployment of the educated and their better status in the labor market“ (as cited in
Pantović, Bradaš & Petovar, 2017: 10).
At the end of the 18th century women’s struggle for the right to education began. Women’s
access to education in the last two centuries has been painstaking and uneven across
countries: the denial of institutional education, the declaratory recognition of this right, its
limitation and abolition during the 19th and 20th centuries and its still partial
implementation. The United Nations documents adopted after World War II contributed to
establishing equal opportunities in education: the Universal Declaration of Human Rights
(1948) - institutionalized education is included in basic human rights; The Convention on the
Elimination of All Forms of Discrimination against Women (1979) - education is recognized
as the best tool for achieving gender equality, sustainable development and economic growth;
The Millennium Development Goals (2000), emphasize equal opportunities for the access to
primary education (Popović & Duhaček, 2011: 309 - 310); Sustainable Development
Program until 2030 - Objective 4 aims to increase the number of children enrolled in schools
(91% in developing regions in 2015), reduce the number of children who have dropped out
(reduced by half globally), increase literacy rates, increase the number of girls in schools
(compared to all previous periods, more girls are in schools than ever before). “Achieving
inclusive and quality education for children reaffirms the belief that education is the most
powerful proven means of sustainable development. Towards this end, all girls and boys will
complete free elementary and high school by 2030. It also aims to provide the same
opportunities with regard to affordable professional education, as well as to eliminate gender
and wealth disparities in order to achieve universal accessibility to quality higher education.“
(UNDP Serbia, https://www.rs.undp.org). In the late 1960s, the second wave of feminism
was a crucial moment in establishing equal opportunities for women internationally. “This
period represented one of the most significant steps forward in aligning education with
gender equality. Conquest of the space for education was made by making two
interconnected breakthroughs: first, a new academic field emerged, women’s studies, and
second, the gender discourse entered the academic discourse. Former announced changes in
scientific research and higher education, while latter, in addition to higher education,
influenced the research and development of primary education.“ (as cited in Popović &
Duhaček, 2011: 310 – 311).
Gender inequality persists in education, given specific study groups, achievements and
modes of participation. “Boys, especially those from unfavorable environment, drop out of
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school more often than girls and have much greater reading difficulty. Women are more
likely to have a college degree but are overrepresented in the fields of study that relate to
traditional women’s roles, such as nursing, and they are underrepresented in science,
mathematics, information technology, engineering and similar jobs“ (as cited in European
Commission, 2016: 7 - 8). Self-employment and entrepreneurship are positively influenced
by education, and higher education has a major impact on earnings and career advancement.
It is estimated that in 2009, 16% of the world’s adult population lacked basic literacy skills
(two-thirds of women). In countries with the lowest literacy rates, gender differences in
literacy are particularly widespread. The correlation between literacy, gender and poverty is
common: the literacy rate is lower for poor women, (for example, in Gambia, the literacy rate
for extremely poor women was 12% and for rich men it was 53%), it is the lowest in the
poorest countries (for example, in India), and literacy rates are almost always lower in rural
communities and regions than in urban ones (UNESCO, 2009; The Economist Intelligence
Unit, 2010: 123). In order to be able to perform jobs, even at the most basic level of
responsibility, workers must be able to read and write, and for those who want to choose
activities or maximize the economic return on their chosen activities, the ability to absorb,
use and disseminate information is necessary. Illiteracy is an obstacle to starting
entrepreneurial activities (The Economist Intelligence Unit, 2010: 119).
The share of 30-34 year-olds graduating from colleges and other higher education institutions
in the EU-28 in 2017 was 39.9% - above the average in Latvia (43.8%), Slovenia (46.4%),
Great Britain (48.3%) and Lithuania (58.0%), and below the average in Romania (26.3%),
Malta (33.5%) and Germany (34.0%). Gender differences are present from the indicators of
higher education attained, and are determined by reducing the percentage of men aged 30-34
who graduated from colleges and other higher education institutions by the percentage of
women of the same age who graduated from colleges and other higher education institutions.
This gender gap was -10.0 percentage points (p.p.) in the EU-28 in 2017, which means that
the proportion of women who attained this level of education exceeded the proportion of men
by 10 percentage points (45% of women and 35% of men). A negative gender gap in
education was recorded in all member states. The smallest gender gap was observed in:
Germany (-0.4 p.p.), Malta (2.8 p.p.), Romania, the United Kingdom (-5.0 p.p.), Luxembourg
(-5.8 p.p.) and Austria (-6.3 p.p.). And the largest gender gap was recorded in: Lithuania (20.5 p.p.), Latvia (-23.9 p.p.) and Slovenia (-24.1 p.p.) (Eurostat, Gender statistics –
Education, 2019).
A relatively low proportion of women’s participation in paid work exists in countries where
women have lower level of education (Psacharopoulos & Patrinos, 2004, in The Economist
Intelligence Unit, 2010: 30). Although, in terms of return on investment in education the
results vary across countries, the average rate of return on investment in education for women
is 9.8%, compared to 8.7% for men. Returns on investment in primary education are higher
for men (20.1%) than for women (12.8%), while returns on investment in secondary
education are higher for women (18.4%) and lower for men (13.9%). Higher education has
multiple benefits - it builds skills not covered in lower education levels, increases earnings,
etc. The rates of return on investment in this level of education, according to G.
Psacharopoulos & H. Patrinos (2004), are approximately the same for men and women
(about 11%) (Psacharopoulos & Patrinos, 2004, in The Economist Intelligence Unit, 2010:
30). However, women focus on studies related to health, welfare, humanities and education,
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i.e. occupations with lower social status and lower salaries. In the world, Finland has the
highest level of higher education for women and Tanzania has the lowest (The Economist
Intelligence Unit, 2010: 30 - 31).

3. Salary level for work of equal value
At its General Assembly held in 1951, the International Labor Organization adopted
Convention No. 100 on Equal Remuneration for Male and Female Workers for Work of
Equal Value - which defines the concepts of remuneration and equality of remuneration for
work of equal value for all workers (Article 1) and prescribes the obligation of its members
to ensure the application of this principle (Article 2) (Pantović, Bradaš & Petovar, 2017: 3).
In conditions of gender inequality and the still-present patriarchal patterns, feminization of
the workforce occurs - an economy based on a gender-based labor market, where labor and
power relations are asymmetrical, and the role, rights and position of women and men are
defined by patriarchal ideology, as well as the value of their work on the market. Therefore,
better education does not guarantee women a higher income. In business sectors with
stereotypes of the so-called female jobs, they clearly point to the difficulty of women’s
access to better paid jobs (Gabrić Molnar, 2002, in Dokmanović, 2002: 179). “The ideology
of women, who see themselves as passive and adaptable and who seek such paid work that
leaves enough time for the family, justifies limiting them to the lowest paid jobs, and these
salaries are only understood as additional wages“ (as cited in Segalan, 2009: 370 - 371). In
the past, the family used the work of women in the household more, because men made more
income in the market than women. “This was a rational response to the desire to maximize
family income. Too much work at home reduced the productivity of women in the market,
they wasted too much energy at home and their company could rely less on them. They
became ’risky’ as they could not be expected to be available in very urgent cases. This
argument is used to justify lower wages for women“ (Chichilinisky, 2005: 2, as cited in
Stanković & Markov, 2011: 327).
Making progress in women’s education does not necessarily mean an immediate increase in
income - for the same level of education and for the same job, women do not have the same
earnings as men. In many countries around the world, there is still a gap between politics and
practice, women’s wages are 70-90% of men’s wages, with even lower proportions in some
countries in Asia and Latin America (ILO, 2008, in The Economist Intelligence Unit, 2010:
103 ). In OECD countries, average earnings for men are higher than for women, on average,
by around 18%, with the biggest differences in Japan and South Korea - more than 30%. This
is explained by gender discrimination - they are more present in unpaid occupations, less able
to progress, more in charge of childcare, and therefore work more part-time (OECD, 2010, in
The Economist Intelligence Unit, 2010: 104). The general picture of inequality in hourly
wages in the EU-28 is provided by the “unadjusted“ gender pay gap (does not take into
account differences in education, labor market experience or type of job), which represents
the difference between the average gross hourly earnings of men and women expressed as a
percentage of the average gross earnings of men per hour.
In many EU-28 countries compared to men, women earn less per hour of work. In 2014, for
the economy as a whole, women’s gross hourly earnings were, on average, 16.6% below
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men’s income. In the EU-28 Member States, the wage gap is significantly pronounced:
Romania (4.5%), Luxembourg (5.4%), Italy (6.1%), Belgium (6.6%), Slovenia (7.0%),
Poland (8.7%), Croatia (8.7%), the United Kingdom (20.09%), Austria (22.2%), Germany
(22.3%), the Czech Republic (22.5%) and Estonia (28.1%). Women’s hourly gross earnings
were, on average, 16% below men’s earnings in 2017. The gender pay gap varied across
member states by 22 percentage points - from 3.5% in Romania to 25.6% in Estonia
(Eurostat, Gender pay gap levels vary significantly across the EU, 2019). Gender differences
in pay are affected by the majority of part-time employees, too. Also, these differences can
be analyzed from the perspective of part-time or full-time employment. The pay gap for parttime workers ranged from -0.5% in Germany to 25.3% in Croatia in 2014. This negative
gender pay gap for part-time employees means that, on average, women’s gross earnings per
hour are higher than men’s. For full-time employees, wage differences ranged from 0.9% in
Belgium to 19.3% in Latvia (Eurostat, Part-time versus full-time employment, 2019).
In a recent study, a model for explaining the gender pay gap has been constructed, which has
been applied to “determining the size of the role of fertility on gender differences in labor
supply and wages over the life cycle. Fertility is seen as a factor that reduces the intensity of
market activities over a lifetime, reducing incentives to invest in human capital and pay
growth over the life cycle of women compared to men. The implementation of the model
showed that, according to the data collected, fertility accounts for most of the gender
differences in labor supply and wages over the life cycle“ (Erosa, Fuster, & Restuccia, 2010,
as cited in Stanković & Markov, 2011: 326). Gender differences in benefits earned during
active years have an impact on the gender differences in pensions, which amounted to 40% in
2015 (Report on the adequacy of pensions by the Social Protection Committee and the
European Commission, 2015, European Commission, 2016: 8). Older women face a much
higher risk of poverty and social exclusion than men (European Commission, 2016: 8).
Although legislation incorporating the principle of equal pay exists in most countries, its
implementation is weak. Law enforcement in Europe is weak despite generally good policies.
Germany, Finland and Denmark, together with the USA and Canada, achieved the best result
for the implementation of the equal pay provisions in 2010. While in Asia and Africa,
policies and mechanisms for their implementation lag behind (The Economist Intelligence
Unit, 2010: 14).
4. Representation of women in particular occupations, professions and sectors of
work
At its General Conference held in 1958, the International Labor Organization adopted
Convention No. 111 on the Prevention of Discrimination in Respect of Employment and
Occupation - Discrimination in this respect does not imply the exclusion or prioritization of a
particular occupation based on the qualifications sought, but exclusion or favoring of a
particular occupation which destroys or violates equality in terms of employment and
occupation, based on race, gender, religion, political opinion, national or social origin
(Articles 1-4) (Pantović, Bradaš & Petovar , 2017: 3). Yet, through the feminisation of
certain occupations, professions and sectors of the work, women’s disadvantage in the labor
market is manifested. “All over the word, through the process of socialization, women are
directed to particular jobs that are characterized by care, nursing and attention to others
(kindergarden teachers, teachers, professors, social and health workers), which causes gender
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imbalance in these professions“ (as cited in Stanković & Markov, 2011: 324). Equal
treatment and access to employment as an aspect of decent work can be analyzed through
indicators of gender segregation in the sectors of activity and occupation, which is “visible
also when looking at the tendency to work in certain sectors as well as the representation of
men and women within the sector" (as cited in Pantović, Bradaš & Petovar, 2017: 11).
Although there is a clear increase in women’s employment and their formal legal alignment
with men in all spheres, there is still segregation in women’s employment. “Women are more
employed in the public sector, clerical jobs, education, health and care professions. They are
less employed in the private sector and it is more difficult for them to enter the core of the
modern highly skilled workforce, stable and well paid“ (as cited in Puljiz, 2005: 326). In the
past few decades, women have been given employment opportunities for entering new
sectors and well-paid jobs due to major socio-economic changes (Stanković & Markov,
2011: 323).
The workforce in science, technology, engineering and mathematics (STEM) is important for
EU’s innovation and competitiveness. Women make up the majority of students in EU higher
education institutions (54% in 2016), but are underrepresented in STEM jobs and among
STEM students. The EU’s production capacity and competitiveness would increase if women
were to choose STEM studies and careers. Men dominated the fields of engineering,
manufacturing, construction (75%) and natural sciences, statistics and information and
communication technology (61%). Women dominated the fields of health and welfare (71%),
arts and humanities (64%) and education (78%). In the EU, in 2016, women accounted for
almost 60% of all university graduates (61% in social science, journalism, information,
business, administration and law, 74% in health and welfare, 67% in arts and humanities,
80% in education). Men completed their studies in STEM and related fields more than
women (72% in engineering, manufacturing and construction and 58% in natural science,
mathematics, statistics and information and communication technologies) (Dijkstra, Norlén
& Papadimitriou, 2019: 44). The most common reasons girls do not choose to study in the
STEM field are: absence of female role models, family background, social norms, cultural
practices, fear of a male-dominated area, they find it difficult to combine work in these fields
with family responsibilities, etc. In richer countries with higher gender equality, there are
generally fewer women graduating from the STEM field. This paradox stems from the fact
that women in these countries are encouraged to participate in STEM education, but choices
based on non-economic factors (personal preferences) prevail. A well-paid and relatively
secure STEM career may seem like a good option for women in less developed countries
(Ibidem, 45 – 46).
Gender pay differences are greater in financial and insurance activities than in the business
economy as a whole (except in Spain). In 2017, these differences in financial and insurance
activities ranged between 18.3% in Italy and up to 40.2% in Estonia. The biggest gender pay
gap in the entire business economy was observed in 26.2% in Estonia, up to 7.3% in
Romania (Eurostat, Highest gender pay gap in financial and insurance activities, 2019).
Although research shows that there are gender differences in job opportunities and quality,
measures taken internationally have had positive effects on reducing this gap.
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5. Ownership of property
In terms of the access to resources and opportunities in the wider context of existing
resources and opportunities, there is a gender gap in many countries in the world. In addition
to all gender differences mentioned above, gender differences in property ownership have the
most determining effect on women’s economic status. “These differences are manifested
globally as a concentration of the economic power of men, on the one hand, and of the
economic powerlessness of women, on the other, as evidenced by the fact that women own
less than one hundredth of the world’s total wealth, generate one tenth of the world’s
revenues and perform two thirds of working hours. It is estimated that only 2% of women in
developing countries own property“ (as cited in Stanković & Markov, 2011: 326).
For the economic position of a woman, it is very important to exercise the right of ownership
(right to own property, equal right to ownership of movable and immovable property by law).
This right can often be restricted by social custom, and in some cases by legislation.
According to The Economist Intelligence Unit (2010), women in eight countries (Cameroon,
Chad, Chile, Indonesia, Philippines, Sri Lanka, Togo and Zambia) do not have ownership
rights. In some countries, women’s economic status is threatened by restricting their control
over their property and the right to decide on any property (either obtained in marriage or
self-acquired), because customary practices (unwritten rules and norms based on customs and
cultures) take precedence over legislation. In Africa and many parts of Asia, these practices
are most widespread. In Turkey, women have a fully secured right of ownership, but customs
allow their husbands and, sometimes, other male family members to influence their
decisions. (The Economist Intelligence Unit, 2010: 35 - 36). “Research shows that, despite
progress on women’s equal rights to property, land and homes, their implementation often
faces many obstacles, ranging from patriarchal attitudes and cultural practices to general lack
of political will and resources. In some countries, both men and women enjoy equal access to
the land, while in other countries there is a custom or patriarchal possession system that still
gives priority to male relatives to inheriting land“ (as cited in Stanković & Markov, 2011:
326).
It is very important for women entrepreneurs to be able to get a loan, but due to their lack of
professional/business experience and the concentration of their companies mainly in sectors
with low growth, (by law or by tradition established) limited access to movable or
immovable property, restrictions on the disposal of their income, financial institutions can be
wary of granting them loans (The Economist Intelligence Unit, 2010: 23).
6. Participation of women in governing bodies in the economy, social and political
bodies
With greater female employment, women could be expected to be on an equal footing to men
in the workplace. “However, in the enterprise world, women are excluded from the
governing relations of production and legitimate structures of government and organization.
They are most often enclosed in sectors with no prospect of promotion, which justifies lower
wages and supports the view that their wages are only additional income to the household”
(as cited in Segalan, 2009: 370-371). As we have seen in almost all countries women make
up almost half of the workforce, achieve better educational results than men, earn less pay for
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doing the same job and the same level of responsibility as their male counterparts. In
addition, a very small percentage of women are at higher levels of the hierarchy in firms.
Gender equality cannot be achieved without equality in political, economic and any other
form of decision making. Equality between men and women in policy-making positions in
the policy area is analyzed in terms of the share of members in national governments,
national parliaments, regional assemblies and regional executive authorities. A fundamental
feature of stable and transparent democracies is the participation of women in the policy area
- women are more involved in decision-making and the government becomes more
accountable to them. The first step towards laws and policies to protect women’s rights is
precisely their access to political power. Progress has been made on the norms and
fundamental right of women to participate in political life. A large number of EU strategic
documents have expressed a political commitment to achieving gender equality (for example,
the European Pact for Gender Equality 2011 – 2020) (Dijkstra, Norlén & Papadimitriou,
2019: 14 - 15).
Due to differences in terminology, but also the general gender gap in leadership positions, it
is difficult to directly compare data on women as CEOs of organizations in Europe and
globally. To increase the number of women on boards, Norway was the first country to
introduce a quota law in November 2003, requiring at least 40% of women’s presence on
boards (compared to 6.8% of board directors hitherto, in 2008 there were 31.3 % of women).
A similar law was adopted in Spain in 2007 to balance gender representation on company
boards (32.5% of women in leadership positions in 2008). Although they do not have such
legislation, women in Sweden make up 21.9% of board members and 16.8% in Finland.
According to the UN Statistics Service, there are major differences between countries in
terms of the percentage of women who are legislators, senior officials and executives. The
proportion of women occupying high positions in a very small number of economies in the
world is approaching or reaching half (The Economist Intelligence Unit, 2010:108). In
countries that have introduced legislative measures, the presence of women in decisionmaking positions has increased. “The gender balance in politics has improved, albeit at a
slower pace: the share of women in national parliaments and governments increased steadily
from 22% and 21% at the end of 2004 to 29% and 27% respectively in 2015“ (GU Database
for Justice and Protection of Consumers on Women and Men in Decision Making, April
2015, as cited in European Commission, 2016: 7). Women hold CEO positions in Turkey and
Norway at 12%, and in Brazil at 11%, making them the economies in which women are most
represented (World Economic Forum, 2010, in The Economist Intelligence Unit, 2010: 14.).
Despite equality with men in principle, women often encounter invisible barriers in their
careers that prevent them from advancing and occupying key positions in public life (“glass
ceiling“), and those that hold them at the bottom of the ladder (“sticky floor“). This refers in
the first place to unequal employment opportunities, stereotypes about lower managerial
skills of women, lack of a female role model, exclusion of women from informal networks,
etc. On the other hand, women themselves are less open in expressing their ambitions and
desire for “leadership“ as a result of upbringing and tradition. The explicit forms of
discrimination in the labor market that women face are most often expressed in the form of
legal restrictions for women in certain sectors, reducing the range of available options. This
legal restriction on the type of work that women can do was first conceived as women’s
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social protection. There are still as many as four such restrictions in some countries
(Colombia, France, Morocco, Sudan and Vietnam).
Initially, these were well-intentioned legal restrictions to protect women’s health from
dangerous jobs and exposure to certain causes (night work ban, underground work, etc.), but
also to protect the role of a mother and wife (limiting weekly working hours, overtime, etc.).
Notwithstanding these intentions, any type of restriction on women’s employment is
recognized in international politics as limiting their opportunities (The Economist
Intelligence Unit, 2010: 107). On the other hand, when women have the opportunity to take
up managerial positions, in most cases they choose jobs whose performance permits
reconciliation of family responsibilities, especially those related to the parental role, and
professional requirements, which can hardly be accomplished in the modern economy. The
conditions in the modern labor market are such that they impose a male model of work
organization, which is reflected in the extension of working hours, in making their time
available to the company, including vacations and weekends. Although women have a high
level of education, in such circumstances, they cannot take up senior management positions
in large numbers (Segalan, 2009: 376 – 377).
7. Instead of a conclusion - ways to act to achieve gender economic equality in
contemporary society
The economic and political empowerment of women is important to their overall social
standing, but it has a major impact on the just and inclusive sustainable development of
society. Significant progress was made in the last century with regard to the political and
economic empowerment of women. These efforts have been made in the 21st century as
well. Promoting gender equality and tackling gender issues are achieved through strategies or
action plans for gender equality at the national and international levels. An essential activity
of the EU is to promote gender equality. Five priority areas of action are outlined in the
Commission’s Strategy for Equality between Women and Men 2010-2015: equal economic
independence for women and men, equal pay for equal work, equality in decision-making,
dignity, integrity and the eradication of gender-based violence and the promotion of gender
equality beyond EU borders (European Commission, 2016: 6 - 7).
To mark the 70th anniversary of the United Nations, at the Summit on Sustainable
Development, held on 25-27 September 2015, Member States adopted the 2030 Sustainable
Development Program (Agenda 2030), which defined 17 interconnected and overarching
objectives of sustainable development (with 169 related, integrated and indivisible economic,
social and environmental goals), and defined ways to implement2 them, in order to create the
preconditions for a better and sustainable future for all people equally in the world. They
direct the decisions that will be made over the next fifteen years, with the intention of
upgrading and completing what failed to be achieved by the Millennium Development Goals
2

Other goals are: no poverty; zero hunger; good health and well-being; quality education; clean water and
sanitation; affordable and clean energy; decent work and economic growth; industry, innovation and
infrastructure; reduced inequalities; sustainable cities and communities; responsible consumption and
production; climate action; life below water; life on land; peace, justice and strong institutions; partnerships
(UNDP Serbia, https://www.rs.undp.org/content/serbia/en/home/sustainable-development-goals.html ).
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of critical importance for humanity and the Planet (United Nations, 2015: 18). Almost all of
these goals are gender sensitive, but there is one standalone goal for achieving gender
equality and women’s empowerment (Goal 5). Achieving gender equality, according to this
Goal, is aimed at empowering women and promoting gender equality, eliminating all forms
of discrimination against women and girls.
“In some regions, there is still considerable inequality in paid work, as well as significant
differences between women and men in the labor market. Sexual violence and exploitation,
uneven distribution of unpaid care and work at home and discrimination in the domain of
public decision-making remain major obstacles” (as cited in UNDP Serbia,
https://www.rs.undp.org). Developing and maintaining indicators of the Sustainable
Development Goals and monitoring progress towards them at EU level were coordinated by
Eurostat. These EU indicators complement the UN Global Indicators set out in the 2030
Agenda, and are defined in seven areas: 1. Labor and money, 2. Knowledge, 3. Time, 4.
Power, 5. Health, 6. Security, safety and confidence and 7. Quality of life (Dijkstra, Norlén &
Papadimitriou, 2019: 21 - 22). The Economist Intelligence Unit (2010) has constructed a
formal economic sector index of economic opportunities for women (established benchmarks
from educational attainment to legal and regulatory constraints) for ranking in 113 countries
worldwide, building on and expanding the UN Gender-Related Development Index (GDI)
and the World Economic Forum’s Global Gender Difference Index. Initiating discussion and
research on the factors that affect women’s ability to access jobs and have business
opportunities (drivers and constraints), and to encourage improvements in policies and
programs in order to create a more productive economy as a whole, are the goals of this
Index. The top three positions in the Women’s Economic Opportunity Index in 2010 were
occupied by Sweden, Belgium and Norway, where women’s labor markets are open,
achieving high levels of educational attainment and liberal legal and social regimes. Chad
(only 20% of women know how to read and write), Yemen and Sudan take the last three
places in the Index (The Economist Intelligence Unit, 2010: 4 - 5).
However, despite all these efforts to achieve women’s economic and political empowerment
(strategies, international instruments and applicable laws), in practice women still face
numerous legal, social, financial and educational obstacles, which hinders their economic and
political empowerment.
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Globalization, Transnational Companies and Sovereignty

Milos Todorovic1
Aleksandar Djordjevic2

Abstract
Transnationalization and globalization are the phenomena by which the end of the 20th and
the beginning of the 21st century will probably be remembered by. The main actors of this
process are transnational companies whose economic strength is continuously growing and
exceeding the strength of many national economies. Although companies do not possess all
the elements of power that one state owns, from an economic point of view their growing
influence on the functioning of global and national economic flows can be noticed. This calls
into question the sovereignty of countries that, due to the interdependence of national
economies and the world economy, are forced to find a balance between economic
independence and involvement in international economic trends. Because of that the
dominant role in creating international economic relations in the conditions of globalization
slowly shifts from those who have legal sovereignty to those who have economic power. In
this process, the country's position is also severely changing.
Key words: globalization, TNC, sovereignty, transnationalization
Introduction
Transnational companies (TNC) can be considered as one of the main promoters but also as
one of the consequences of globalization. These are economic entities whose power often
exceeds the power of many national economies. By investing abroad, mostly through direct
investments, by building up their subsidiaries, the TNC conquer national markets and
significantly affect national and international economic flows. The influence of these
companies goes far beyond the economic sphere, it also affects social opportunities, politics,
culture, expanding through all the pores of a society. Such processes perfectly correspond to
1
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the strengthening of liberalist tendencies in the world economy. Liberalization and openness
towards the world have an increasing impact both of international institutions, as well as of
economically and politically powerful states, but also of transnational companies on the
policy of economically inferior countries. The need to attract the missing factor of economic
development – capital will make governments of many countries make various concessions
to transnational companies in order to attract foreign direct investment. Globalization thus
changed the relationship between foreign investors and the host country. Before a foreign
investor had to build a complete infrastructure that would allow the exploitation of natural
resources, but today the host country has to create all the necessary infrastructure conditions
for investment. Consequently, a question arises: what is the net effect of foreign direct
investment if the host country bears the costs of building infrastructure, employee salaries,
reduced tax liabilities, etc.? Finally, whether the economic interest in the conditions of
globalization has completely suppressed the national interest, i.e., what does the matrix of the
country's interests look like in the conditions of globalization?
1. The effects of the globalization phenomenon
Globalization is a logical consequence of the Cold War victory. The political struggle, as
well as the struggle on the ideological plan, was practically solved in the cold war in the field
of economics. It is therefore logical that the winning party initially, on the economics front,
imposes its rules of the game, not only to the defeated party, but to the whole world. The
market and liberalization present the backbone of this new economics order. The new rules
will expand from political and economic to the other spheres of life, as well as territorially, to
all continents and all the countries of the world as soon as possible. If looked at the
consequences of globalization, one can say that there is a demolition of barriers of every kind
in international relations and overall compression of both space and time1.
The third dimension of globalization involves the replacement of priorities in state goals and
interests. Economic interest assumes an absolute priority and all other interests are withdrawn
before it. In the end private interest prevails in relation to the public, state interest. In this
dimension, the answers to the question of changing the role of the state in the conditions of
globalization should also be sought. At the micro level of globalization is the integration of
enterprises in the process of production, trade, finance, marketing, as well as in other areas.
Through the macro prism, globalization slowly erases the borders between individual states,
national economies connect, the network of international relations pervades all spheres of
life, and the transmission of both positive and negative influences from one part of the world
to another has never been faster. In some state aspects, subjectivity and even part of
sovereignty are lost. An increasing part of the gross domestic product is created through the
process of international economic cooperation. It is therefore no coincidence that
transnational companies become the main actors of the globalization process. They fulfill all
the necessary and sufficient conditions for strengthening from each dimension of
globalization. Organized as joint-stock companies TNCs are private property of the owners
of shares. Their business is absolutely dominated by private economic interest. Finally, not
even before, but especially now in the conditions of globalization, state borders are no
obstacle to capital transfer and profit repatriation. On the contrary, TNCs will soften every
state border more and more with its operations.
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Globalization as a political, economic, sociological, and cultural phenomenon transcends the
boundaries of nation-states and globally alters established political, economic, social and
cultural relations. Globalism is the ideology of the world market, but also the ideology of
neoliberalism2. Globalization is a phenomenon that has engulfed every economy, causing
both positive and negative effects and consequences, the most important of which are:
1. technological (dissemination of information technologies),
2. political (strengthening supranational institutions and pushing national sovereignty
and borders),
3. economic (dominance of multinational companies and expansion of the difference
between developed and undeveloped countries),
4. cultural (standardization of world culture),
5. social (destruction of the traditional value system and universal americanization)3.
The process of globalization undermines and weakens not only the economic and political
power of the state, but also the ability of the state to maintain its social role4. Generous social
policy imposes a burden on the national industry and weakens its international
competitiveness. In order to attract foreign investment, governments pass regulations and
laws that are consistent with the "Washington consensus" opinion. Often, these laws, under
the pretext of protecting the economic interests of the country, are detrimental to national
interests. Globalization disintegrates the important structures of modern statehood not only in
the economic but also in the social sphere, issues of defense and national security, human
rights, environmental protection, etc. It is completely illogical that countries that at one time
brought and imposed colonialism and racism to the world, thanks to their economic power,
are now called upon to judge democracy, human rights and ecology, even though they are the
biggest polluters of the environment and do not want to sign protocols to reduce harmful
emissions of gases. One government, the US Government, found itself in the role of
planetary authority. Her value system became a universal norm, her army became a global
gendarmerie, her allies became vassals, and her enemies became outlaws, an unprecedented
situation in history. The imposed priority of economic interest will bring a model of
corporate governance to modern states. Social benefits are being reduced to reduce operating
costs and attract foreign investment. The brand new model has broad implications for both
the economic system itself and the world economy as a whole. The state no longer directs
production as in planning systems and appears less as a supervising body but more as a
controlling body of economy. The issue of even regional development is exacerbated as the
state no longer pairs with the centripetal forces of the market to concentrate the entire
economy and population in one or a very small number of cities. This tendency is especially
present in the former socialist countries of Eastern Europe, but also in other countries where
the degree of centralization of economic processes coincides with the degree of liberalization.
The increasing range of competencies is shifting to global policy makers, who regulate the
rules of economic action within international institutions, leaving less space for states and
local structures to act. Corporate governance by the state is also reflected in mass
privatizations. They are seen not only as budget revenues, but also as cost reductions that will
make the government's business profitable in the short term. The question remains whether
there is a confrontation between the interests of the state and the interests of the population?
The process of globalization, by opening up the prospects for economic development of the
most developed countries and narrowing the frameworks for the protection of national and
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state interests, has exacerbated some of the global problems. In addition to the global
warming, problem of hunger and drinking in sub-Saharan Africa, the problem of refugees
and terrorism are also intensifying5. These problems cannot be solved in isolation because
they affect the entire planet and cross the boundaries of national economies. Cooperation
between states is necessary and societies are becoming more and more interdependent as the
problems they have to deal with are compounded. The nation-states are still mediators
between the local and the global level.
They will remain legally formally in control of their territory with less real capacity and
authority to solve national problems. Increasingly, legal solutions are an obligation under an
interstate or multilateral agreement, and the territorial principle is losing importance. The
problems of economic globalization can only be solved in a global context, with the
involvement of almost all actors. To overcome such problems, the nation-state, especially the
economically undeveloped, is too small and weak. Then a form of international cooperation
comes into play, where nation states retain the main legislative level, but new forms of policy
are introduced, by interfering with global civil society and strengthening international
organizations. This model is known as Global Governance. The question arises of the
effectiveness of this form of cooperation and problem solving, due to the unequal position of
states and their various economic and other forms of power. First of all, one thinks of the
dominant position of the world superpowers. Perhaps the more appropriate question would be
whether the state is still a key factor in solving global global problems?
Figure 1. Global governance structure.

Source: Ragnar Miller, EU as Global Governance Laboratory, 2007.
The structure(Figure 1) indicates the different types of influence that one country is exposed
to, listing the United Nations and other international organizations, national global and civil
society, the so-called non-governmental organizations, regional economic integration to
which the state belongs, and local politics. All these influences indicate a gradual loss of
power of the state and, consequently, of its sovereignty.
2. Transnational companies as dominant promoters of globalization
The history of transnational companies is very long, as it is considered that first of their kind
originated in the 16th and 17th centuries, but the optimal conditions for development are
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obtained at the end of the 20th century with the process of globalization. They are now
occurring not only in developed countries but also in developing countries, especially in
newly industrialized countries. According to UNCTAD's definition6, TNCs are incorporated
or unincorporated enterprises consisting of a parent company and its foreign affiliates. A
parent enterprise is a foreign entity or group of associated entities that is capable of
exercising control or having a significant degree of influence over another entity resident in
another country. Foreign affiliates are independent or affiliated, incorporated or
unincorporated enterprises in which a foreign investor invests capital to exercise control and
influence over its operations. In doing so, international organizations such as the IMF and
UNCTAD have adopted the criterion that a parent company must hold a 10% share in equity
or more ordinary shares or voting power in order to influence the affiliate's business.7 The
business philosophy of transnational companies assumes that the whole world is a single
market that will maximize profits by respecting economies of scale. Their extreme
development has enabled them to currently dominate the world market of goods, services and
capital. Today, they are an expression of extreme concentration and centralization of capital.
But they also possess state-of-the-art technology, knowledge and capital that can be easily
moved from country to country. At first, transnational companies reduced their activities to
the extractive industry and infrastructure, but later moved through the light industry, food and
agriculture to the service sector. Today, the IT, automotive, pharmaceutical and other high
profitable industries are dominated by TNCs(Table 1). In terms of geographical distribution,
most parent companies originate in the most developed and powerful countries. So we have
companies from the US, UK, France, Germany, Japan, Switzerland and Ireland leading, then
there are other developed countries as well as developing countries(Table 1). In hindsight,
China is emerging almost out of the shadows, increasing the number of its transnational
companies.
Table 1. Top 100 TNCs by industry type and country of origin (number of companies).
Industry
2012 2017 Country
2012 2017
Mining, petroleum and 19
13
United States
24
20
petroleum refining
The auto and aviation 13
13
United Kingdom 17
14
industries
Pharmaceutical Ind.
10
12
France
13
12
Communal services
10
9
Germany
9
11
Wholesale and retail 10
6
Japan
9
11
trade
Food, drink and tobacco 9
8
Switzerland
6
5
Technology
7
15
Ireland
4
Telecommunications
6
7
Other developed 22
23
economies
Other industries
12
13
Developing
7
8
economies
Other Services
4
4
China
3
4
In total
100 100
100 100
Source: UNCTAD8
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The following data(Table 2) shows how much of their activities companies realize in
domestic companies and how many abroad, the number of TNC’s employees, as well as the
annual income. This trade is done within the 350 largest transnational companies. The annual
goods sales value of company’s branches exceeds twice the value of world exports of goods
and services. Intrafirm trading is defined as the delivery of goods between the parent
company and its subsidiaries within the same company. How TNCs plan and share the
production process globally becomes a significant determinant of the flows of imports and
exports of products in individual countries. The volume and share of intrafirm trade in total
trade is only at the level of estimates, as TNCs do not want to publish information about their
business9. Intrafirm export is the export of parent companies to their subsidiaries, while
intrafirm import is the export of subsidiaries worldwide to their parent companies. This form
of trade is represented by branches with high growth rates, in the industry sector more than in
the primary and secondary sectors. Based on ownership it is concluded whether it is classical
or intrafirm trade. If there is a change of ownership, then it is a classical trade.
Table 2. Internationalization statistics of the 100 largest non-financial TNCs in the world and
in developing and transition economies (billions of dollars, thousands of employees and%).
Variables
100 largest TNCs in the world 100
100 largest TNCs from
developing and transition
economies
2015 2016 200152017 2015 2016
200152016
2016
change(%)
change(%)
Property
Foreign
8015 8337 4,0%
9004 1716 1886
9,9%
Homemade 4875 4894 0,4%
5491 4289 4511
5,2%
In total
12891 13231 2,6%
14495 6004 6397
6,5%
%
of 62% 63% 0,8%
62% 29% 29%
0,9%
foreign in
total
Sale
Foreign
4802 4765 -4,0%
5170 1734 1559
-10,1%
Homemade 2851 2737 -2,0%
2793 1903 1965
3,3%
In total
7653 7502 0,8%
7964 3638 3524
-3,1%
%
of 63% 64%
65% 48% 44%
-3,4%
foreign in
total
Employees
Foreign
9130 9535 4,4%
9757 4003 4603
15,0%
Homemade 7141 6920 -3,1%
6889 7900 7434
-5,9%
In total
16271 1645 1,1%
16646 11903 12038 1,1%
% foreign 56% 58% 1.8%
59% 34% 38%
4.6%
in total
Source: UNCTAD
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According to the data(Table 2), we see that most of their assets, sales as well as the number of
TNCs employees are realized abroad in relation to the country of origin, where on average about
60% of these indicators were realized in foreign branches. In 2017, the foreign operations of 100
largest TNCs accounted for 9% of the world’s foreign investment, 17% of the world’s foreign
sales, and 13% of its foreign employment. The most developed TNCs represent only 0.1% of
total TNCs, but their total sales in 2017 were equivalent to 10% of world GDP10. The relative
importance of the first 100 TNCs was achieved partly by the process of globalization and partly
by the concentration of power within the world of transnational companies. In 2017, the most
developed TNCs increased their global operations, increasing assets and sales by 8%, although
internationalization statistics remained approximately stable. If one looks at 100 largest
economic entities in the world, transnational companies occupy an increasing percentage over
time. According to the data from year 1969.(Table 4), there were 54 companies and 46
countries, but according to survey conducted in 2016(Table 3), as many as 69 companies are on
this list, while it has 31 countries.
Table 3. One hundred largest economic entities in 2016 (countries and companies).
Country/Corpor Rev Country/Corpor Re Country/Corpora Re
ation
enue ation
ve tion
ve
nu
nu
(US
$,
e
e
(U
(U
bns)
S$
S$,
bns
,
bn
)
s)
1. United
3,25 3 Austira
18 69 Ping
An 11
States
1
5.
9
.
Insurance
0
2. China
2,42 3 Samsung
17 70 United Arab 11
6
6. Electronics 7
.
Emirates
0
3. Germany
1,51 3 Turkey
17 71 Kroger
11
5
7.
5
.
0
4. Japan
1,43 3 Glencore
17 72 Societe
11
9
8.
0
.
Generale
0
5. France
1,25 3 Industrial
16 73 Amazon.co 10
3
9. and
7
.
m
8
Commercial
Bank
of
China
6. United
1,10 4 Daimler
16 74 China
10
Kingdom
1
0.
6
.
Mobile
7
Communica
tions
7. Italy
876 4 Denmark
16 75 SAIC
10
1.
2
.
Motor
7
8. Brazil
631 4 United
15 76 Walgreens
10
2. Health
7
.
Boots
3
Group
Alliance
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9.

Canada

585

1
0.
1
1.
1
2.
1
3.

Wallmart

482

Spain

474

Australia

426

Netherlands

337

State Grid

330
299

1
6.
1
7.

China
National
Petroleum
Sinopec
Group
South
Korea

1
8.

Royal
Dutch Shell

272

5
2.

1
9.

Mexico
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5
3.

2
0.
2
1.

Sweeden

251

Exxon
Mobil

246

5
4.
5
5.

1
4.
1
5.

294
291

2
2.
2
3.

Volkswagen 237
Toyota
Motor

237

2
4.
2
5.

India

236

Apple

234

Belgium

227

2

4
3.
4
4.
4
5.
4
6.
4
7.

4
8.
4
9.
5
0.
5
1.

CVS Health

15
3
EXOR
15
Group
3
General
15
Motors
2
Ford Motor 15
0
China State 14
Constructio 8
n
Engineering
AT&T
14
7
Total
14
3

5
6.
5
7.

Verizon

5
8.
5
9.

Chevron

6

Finland

E.ON

AXA
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Assicurazio
ni Generali
Cardinal
Health
BMW
Express
Scripts
Holding

10
3
10
3
10
3
10
2
10
2

10
2
10
1

84 J.P. Morgan
.
85 Gazprom
.

10
1
99

99

14
0

86 China
.
Railway
Engineering
87 Petrobras
.

13
6
13
3

88
.
89
.

14
3
Hon
Hai 14
Precision
1
Industry
General
14
Electric
0

13
2
13
1

13
1
12
9
12

82
.
83
.

HP

Nissan
Motor
China Life
Insurance

Argentina

China State
Constructio
n
Engineering
Amerisourc
eBergen
Agricultural
Bank
of
China

77
.
78
.
79
.
80
.
81
.

Trafigura
Group
Nippon
Telegraph
&
Telephone
90 Boeing
.
91 China
.
Railway
Constructio
n
92 Microsoft
.
93 Bank
of
.
America
Corp.
94 ENI

97

97
96

96
96

94
93

93

6.
2
7.
2
8.
2
9.
3
0.
3
1.
3
2.
3
3.
3
4.

British
Petroleum
Switzerland

226

Norway

220

Russia

216

Berkshire
Hathway
Venezuela

211

Saudi
Arabia
McKesson

227

203
193
192

0.
9
6 Indonesia
12
1.
3
6 Allianz
12
2.
3
6 Bank
of 12
3. China
2
6 Honda
12
4. Motor
2
6 Japan Post 11
5. Holdings
9
6 Costco
11
6.
6
6 BNP
11
7. Paribas
2
6 Fannie Mae 11
8.
0
Source: World Bank11

.
95
.
96
.
97
.
98
.
99
.
10
0.

Nestle

92

Wells Fargo

90

Portugal

90

HSBC
Holdings
Home
Depot
Citigroup

89
89
89

Table 4. One hundred largest economic entities in 1969. (states and companies, in billions of
dollars).
1.
USA
931,4 42. Texaco
5,9 83. North
2,7
American
Rockwell
2.
Japan
164,8 43. Egypt
5,7 84. International 2,7
harvester
3.
West
153,7 44. Chile
5,5 85. Kraft
2,6
Germany
Company
4.
France
137,8 45. ITT + Grinnel
5,5 86. General
2,5
Dynamics
5.
United
108,6 46. Portugal
5,4 87. Montecatini 2,5
Kingdom
Edison
6.
Italy
82,3 47. new Zealand
5,3 88. Tenneco
2,4
7.
Canada
73,4 48. Peru
5,1 89. Siemens
2,4
8.
India
39,6 49. Gulf oil
4,9 90. Continental 2,4
Oil
9.
Brazil
39,4 50. Western Electric 4,9 91. United
2,3
Aircraft
10. Australia
29,9 51. US Steel
4,7 92. British
2,3
Leyland
11. Mexico
29,4 52. Israel
4,7 93.
2,3
12
. Spain
28,7 53. Taiwan
4,6 94. Deimler2,3
Benz
13. Sweden
28,4 54. Standard Oil of 3,8 95. Fiat
2,3
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14.
15.

Netherlands
General
Motors

28,4
24,3

55.
56.

California
Malaysia
Ling-TemcoVought

16.

57.

Du Pont

3,6

98.

17.

Belgium
- 22,9
Luxembourg
Argentina
19,9

58.

Philips

3,6

99.

18.
19.
20.

Switzerland
South Africa
Standard Oil

59.
60.
61.

18,8
15,8
15,0

3,7
3,7

96.
97.

Firestone
August
ThyssenHutte
Toyota

Farbwerk
Hoechst
100. BASF

2,3
2,3

2,3
2,3

Shell Oil
3,5
2,2
Volkswagenverk 3,5
Westighouse
3,5
Electric
21. Ford motor
14,8 62. Standard
Oil 3,5
Indiana
22. Pakistan
14,5 63. British
3,4
Petroleum
23. Denmark
14,0 64. Ireland
3,4
12
24. Turkey
,8
65. Gen. Phone. & 3,3
Electronics
25. Austria
12,5 66. GO
3,2
26. Royal Dutch 9,7
67. Goodyear Tire 3,2
/ Shell
and rubber
27. Norway
9,7
68. RCA
3,2
28. Venezuela
9,7
69. Algeria
3,2
29. Finland
9,1
70. Morocco
3,2
30. Iran
9,0
71. SWIFT
3,1
31. Greece
8,5
72. South Vietnam
3,1
32. General
8,4
73. McDonnel
3,0
Electric
Douglas
33. Philippines
8,1
74. Union Carbide
2,9
34. IBM
7,2
75. Bethlehem Steel 2,9
35. Chrysler
7,0
76. British Steel
2,9
36. South Korea 7,0
77. Hitachi
2,8
37.. Mobil Oil
6,6
78. Boeing
2,8
38. Thailand
6,3
79. Libya
2,8
39. Colombia
6,1
80. Eastman Kodak 2,7
40. Indonesia
6,0
81. Procter
& 2,7
Gamble
41. Unilever
6,0
82. Atlantic
2,7
Richfield
Source: Levinson C., (1974) Capital, Inflation and Multinationals, BIGZ, Belgrade12

The increase in the number of companies in the top 100 economic entities indicates the
growing economic power of TNCs on the one hand and the stagnation or decline in GDP
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growth in many countries. However, the situation in the top 10 entities has not changed
dramatically, with the most powerful countries in the world dictating business conditions,
which most of transnational companies derive from.
3. The impact of TNCs on state sovereignty
Sovereignty is the exclusive right to exercise supreme political (legislative, judicial and
executive) authority over a specific geographical territory, group of people, or itself. The
concept of sovereignty was first emphasized in the history of legal and political thought by
Jean Boden in the 16th century. Boden defined sovereignty as the absolute and permanent
authority of the state. In fact, sovereign power is the only power that does not depend
externally on any other government, and within the state it is higher than any other power.
According to him, sovereign power is supreme, indivisible, non-transferable and inalienable.
This definition of sovereignty is still in use today. National state manages the flows in the
country and ensures the welfare and protection of its population. So, sovereignty protects the
interests of the inhabitants of one country over the interests of other countries. A state stuck
between globalization and the devastating effect of transnational companies is losing its
sovereignty in the 21st century13. It may be more appropriate to say that this sovereignty is
slowly eroding as profit interests of TNCs become more important than the interests of the
state. At the global level, economic interests are gaining absolute priority, and at the national
level, private interests are increasingly dominating the social ones, so the protection of
national interests is no longer a priority.
This process is best described by Frances Fukojama in his book “Governance of the State in
the 21st century” 14. Fukojama sees the under-construction of state institutions and their
insufficient capacity, embodied in inefficiency, as a fundamental problem leading to
sovereignty erosion. In order for society to develop economically but also in every other way,
it is necessary to:
- build economy and economic system as a driving force of the whole social system,
- build state and civil society institutions that will protect the system from external and
internal problems,
- ensure legitimacy for institutions by building valid laws that will be consistently
applied and
- continually work on the education and culture of a nation that will respect created
rules and work to further upgrade the system.
Each of these elements is more or less transferable from successful states except the last one,
whose creation requires the perseverance and continuous work on education and
development of the nation's culture. In the 1920’s, Kemal Ataturk rewrote the Swiss Code of
Commerce as the pinnacle of legal science, but it did not give the desired results, not even
closely, because simply the Turks are not Swiss.
The problem is that in pragmatic neo-liberalism, the effects of such work on culture and
education cannot be felt in the short term. Knowledge of successful economy management is
very transferable in Fukojama's opinion, building successful institutions somewhat less, but
the problem is the provision of legitimacy to institutions that is very little transferable and the
last element which is completely non-transferable. The process of globalization strikes at
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vulnerable systems of small and economically underpowered states precisely through the
undermining of institutions, above all their legitimacy, which is being withdrawn in the face
of far more robust economic interests.
Institutional strength has two dimensions and TNCs are very skilful in replacing their
functions. In the process of globalization, the destructive effect of the market diminishes the
horizontal dimension of state functions, that is, their scope. The number of jobs for which the
state or its institutions are competent is decreasing. This is most evident in the former
socialist countries, where the state, from a dominant position in running the whole economy
and all the companies in it, has maximally left this function to the market and to private
managers. But this does not mean that even regarding the capacities of institutions, their
legitimacy and efficiency, which are considered as a vertical dimension, the state should
retreat and let the market to protect state interests and sovereignty. TNCs are using this
fissure in the state institutions mechanism to promote their interests. ''… Demand for
institutions must be stimulated externally. It can come from one of two sources. The first is
foreign aid institutions, donors and lenders that offer conditions, programs and projects for
structural adjustment. The second is external power, which, directly exercising power,
assumes the role of sovereign in failed, unsuccessful or occupied states."15
Due to their size, economic power, the breadth of international operations and the positions
they acquire in society, TNCs become a factor that influences the political decisions of the
governments of their countries as well as the governments of those countries in which they
have branches. The destruction of sovereignty and autonomy in the conduct of economic as
well as every other segment of policies is reflected in the adoption of legal solutions that
primarily correspond to powerful companies. Therefore, in the conflict of interests of the
state, including national interests, not just economic ones, the primacy goes to TNCs. In
addition to the evident economic and political impact, there is also an impact on the social
and even the cultural sphere in the host country. New standards of value are being
introduced, ways of communication, culture is standardized, and new needs arise through
aggressive marketing. Media, television and the Internet, as well as in the recent times social
networks are the channels through which the transfer of cultural values and influences on
people's behaviour are mostly made. Interestingly, under the cloak of freedom and
liberalization, the clear economic interests of powerful TNCs are easier to pursue, which is
easier to achieve in institutionally unstructured systems.
Conclusion
The concrete answer to the question does the process of globalization together with
transnational companies benefit the welfare of a country and its population cannot be given.
TNCs contribute to the transmission of development, technology, job creation and
employment. However, what is the price of that? A very small amount of profit is reinvested
in the host country, research and development is retained in the parent company and hire
mostly low skilled employees. In the collision of globalization and TNCs, the greatest
sacrifice is the sovereignty of the state. Moving from the concept of gross domestic product
(GDP) to the calculation of gross national product (GNI) would reveal the reality of
economic benefits that TNCs bring to the importer of capital. The latent part of all this is the
loss of national not only sovereignty but also identity, the collapse of the culture and history
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of the people. This is due to the globalization and standardization of culture, the imposition
of Western standards. The channel through which this is achieved is mostly the Internet and
the use of social networks. In addition to the process of privatization and relocation of state
functions to the private sector, there is a general individualization and loss of collective
consciousness not only among states but also within individuals. The state is still an
important factor in the economy and is located between the global and local levels, creating
rules in an economy. On one hand, it must carry out its social function and secure
employment, but the question is whether it precisely has to achieve that by employing its
population in transnational companies? Perhaps that is a disservice, as a doctor treating a
patient, while the drug only apparently masks a disease that is further deteriorating. Is an
economic remedy in the form of TNCs worse than the disease itself?
A thousand-year-old institution called the state is still an unsurpassed form of organizing
society. Globalization and neoliberalism have not offered a more effective solution. In fact, it
offered to collapse the state without suggesting what could replace it. The effects that
globalization and TNCs will cause depend on the power of the state to fight for its interests,
affairs occurring at the global level (monopoly or multipolar world) and the planet's
willingness to counter the private interests with the idea of civilization survival.

References:
1. Todorović M. „Globalna ravnoteža“, Ekonomski fakultet Niš, 2007
2. Savić, Lj, “Globalizacija kao svetski process – perspektive”, Ekonomske teme br. 2,
Ekonomski fakultet Niš, 2003.
3. Ibid.
4. Dicken, P. (1999), Global Shift: Transforming the World Economy, Paul Chapman
Publishing Ltd, London, 1999
5. Todorović M., Marković I., „Međunarodna ekonomija“, Ekonomski fakultet Niš, p
458., 2013.
6. UNCTAD,
Retrieved
from
https://unctad.org/en/pages/PressReleaseArchive.aspx?ReferenceDocId=2426
(accessed 20.09.2018.).
7. Djordjević A., “Transnacionalne kompanije i efekti njihovog poslovanja na privredu
Srbije”, Bankarstvo 1, 2015.
8. UNCTAD,
World
Investment
Report,
Retrieved
from
https://unctad.org/en/PublicationsLibrary/wir2018_en.pdf (accessed 25.09.2018.)
9. Bjelić P., “Promene u analizi međunarodne trgovine usled globalnog kretanja faktora
proizvodnje”, Ekonomska politika i razvoj, Univerzitet u Beogradu, Ekonomski
fakultet, p. 177-197, 2013.
10. Babić M., Fichtner J., M. Heemskerk E., States versus Corporations: Rethinking the
Power of Business in International Politics, The International Spectator, 52:4, 20-43,
DOI: 10.1080/03932729.2017.1389151, 2017.
11. World Bank - Retrieved from https://blogs.worldbank.org/publicsphere/world-s-top100-economies-31-countries-69-corporations (accessed 25.09.2018.)
12. Levinson Č., Kapital, inflacija i multinacionalne kompanije, BIGZ, Beograd, 1974
268

13. Kapfer S., Champion B., Multinational Corporations and the Erosion of State
Sovereignty, Illinois State University Conference for Students of Political Science,
Illinois State University, 2013.
14. Fukojama Frensis, Građenje države – upravljanje i svetski poredak u 21. veku, Filip
Višnjić, Beograd, 2007.
15. Ibid.

269

Determinants of the level of interest rates in the banking
sector of the Republic of Srpska
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Abstract
Interest rates in the banking sector of the Republic of Srpska, as well as in BiH, are freely
formed on the market. The Central Bank of Bosnia and Herzegovina is restricted by law so
that it cannot lend. So the Central Bank does not determine its interest rate. In addition, there
is no money market in Bosnia and Herzegovina, so the determination of the prices of loans
and deposits depends entirely on banks. Although the banking system is competitive in terms
of a strong competition among institutions (the number of banks), the ratio of aggregate
demand and the offer of loans and deposits is not a decisive determinant of the price of loans
and deposits. In respect of the supply of financial resources, the offered bank rates do not
have a significant role in the household sector. This is shown by the constant increase in
household deposits and savings with simultaneous constant decrease of offered interest rates
of banks on household deposits. In respect of lending to private business sector, banks try to
provide more favorable interest rates in view of higher sensitivity of enterprises to the level
of interest rates in a competitive environment. The household sector pays the highest interest
rates on used loans. This can be partly explained by the increased demand for credit by
citizens and, on the other hand, to a much greater extent, the insensibility of citizens (''
resilience '') to the level of interest rates and, in general, to the costs that accompany all other
banking services. In their price policies, in addition to the concern about the cost of the
source of funds, banks primarily base their calculations on risk-weighted assessments of a
1
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certain placement and on the consequences arising from the customer relationship with the
individual loan applicant. In this way, the household sector becomes a key sector in which
banks achieve maximum interest margins, which is also a very significant source of profit for
banks.
Keywords: bank interest rates, loan price, price of deposits, supply and loan demand, interest
margins

Introduction
Sustainable growth and development are the main challenges of an economy, and particularly
BH economy which, after the initial growth following the global economic crisis, entered the
long lasting stagnation phase with low economic growth rates, even negative in some years.
A stable financial system is one of the key conditions to create favourable environment for
growth and development. The basic precondition of growth and development includes
stronger investments. In addition to foreign investments, a growth of public capital
investment is particularly important, and also that of local private investment, measured by
the investment to GDP ratio. The permanent feature of the local banking system is high, even
excessive bank liquidity. On one hand, it certainly confirms the realistic presence of potential
resources for investment financing. According to bankers’ estimates,the problem is related to
demand for financial capital by potential investors, which is much lower that the offer of
financialresources.
The problem of demand for investment resources, according to bankers’ estimates, is in the
lack of ideas or, in more precise terms, the lack of good quality investment projects which
potentially could be financed. Lower quality projects are inevitably accompanied by a higher
investment risk and the lack of confidence and adequate mechanisms of investing (financial
arrangements) which would satisfy all the participants. There is also a problem related to the
low investment absorption power of large public companies. The investment growth
measured by the GDP level is the first condition for faster development, particularly of
investments related to infrastructure projects, investments in production, renewable energy
sources etc... Large investment projects could clearly lead not only to increased banking
sector activities, but also initiate activities in small and medium size enterprise sector. This
sector is expected to be a key driver of economy growth. New 4.0 industry related to banking
induces new challenges for banks. It continuously increases banking industry performances
globally and brings new benefits for banking services users. New industrial generation has
considerable implications in economy segment and finally stimulates economic growth
generally.
According to 2018 data, BH banking sector reached the record high results, yet some
indicators cause concern with those well informed on the local banking industry. On the basis
of insight into banks’ income structure, the decline of interest and fee based income is
obvious. It is clear that a general decline of the level of interest rates and slow growth of
lending bring about suchinterest based income trend. It leads to a conclusion that in the near
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future banks will have to search for new economic channelsin order to perform their business
plans4.
All the banks in BH offer the full range of banks „products“.The offer significantly exceeds
demand. Competition in the banking market is quite strong, which generates high pressure on
creating the prices of bank „products“ and services. A significant numberof long-term loans
is extended at rather low and fixed interest rates, which in long-term might be a threat for
bank operations stability. With purpose of maximum increase of the return on assets and
equity, with defined restrictions, banks are trying to manage their operative costs as well as
possible and keep a cautious policy of investing and managing all kinds of risks, which
causes additional costs.
2. Interest rates on required reserve and excess reserves
Bank liquidity becomes a challenge both on micro and macro level, especially when banks
pay negative interest rates on excess reserves, and try to use excess funds in projects ensuring
profits at moderate rate of risk. Although bankers reluctantly accept negative interest rates on
their free reserves exceeding the required reserve level, the Central Bank experts argue that
the rate of remuneration paid i.e. charged by the Central Bank since the introduction of a
negative rate on excess reserves is not a factor contributing to the growth of excess reserves
(Čolaković B. 2019. p.11.) The current way of the Central Bank of BiH functioning and legal
provisions regulating its work, restrict the possibilities of the Central Bank in the field of
monetary policy and affect a high amount of excess reserves held by banks with the CBBH.
Having in mind that since 01 May 2018, by a CBBH decision, the remuneration on banks’
excess reserves has been increased from -0.2% to -0.4%, bankers believe that it would
significantly increase banks’ costs, without a significant possibility of investing excess
funds. One of the reasons is alack of large projects, and the other reason is treatment of these
funds and maintenance of adequate maturity structure of banks.
According to the report on maintaining required reserves of banks with the CBBH, in 2016,
they held KM 2.5 billion5of excess reserves in accounts, and in the end of 2018, KM 3.01
billion. Required reserve calculation base in the endof 2018 was higher by KM 2.47 billion
compared to the base amount for a maintenance period in the end of 2017, amounting to KM
24.65 billion (for 24 commercial banks).6 The average required reserve balance in the end of
the third quarter of 2019 was KM 5.37 billion, which was an increase by 396.4 million at the
quarterly level. Excess reserves increased in the same quarter by KM 309.7 million. The total
excess funds in reserve accounts in the end of the third quarter amounted to KM 2.94 billion.
4

This is also supported by amendments of relevant legislation on banks operations, particularly related to
payment transactions, specifically PSD2 directive which will make possible for other participants in the market
to share clients with banks on equal terms as well as fees for such operations, which will obviously reduce
banks’ income. This directive is already in effect in the European Union countries, and certainly it will be
quickly implemented in non-EU countries. It is important to stress that a new legislation needs to be adopted to
define this area, and to introduce some kind of protection so that all the banks could avoid the possibility of
misuses and negative consequences for their customers.
5
The Central Bank ofBiH, CBBiH Governing Board decision on determining required reserve and setting
remuneration on required reserves, https://cbbh.ba/press/ShowNews/1103
6
Central Bank of BiH, 2018, Annual Report, https://www.cbbh.ba/?lang=sr
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Excess reserves make banking sector more stable in respect of liquidity, influencing on the
other hand a more difficult performance of profit objectives, directly affecting the level of
interest rates on funds which banks extend in the form of loans. Excess reserves of banks
mean that there is a large share of banks’ assets not bringing any yield and also a relative
decrease of interest income.
Data on (too) high reserves of banks indicate that enterprises cannot absorb banks’ available
resources. Lack of available resources is clearly not an issue, or interest rate level, the
problems are related to real sector. A recent research conducted on the sample of corporate
clients with 10 local banks (Šarović M. 2019) showed that 90% of them use banks’ loans for
operative funds and liquidity maintenance, and only 10 of them for expanding their activities.

3. Management of Interest Rates and Interest Rate Spread
Strong bank competition decreases interestrate spreads, which is also the case in changing
macroeconomic and external circumstances generally. On such occasions, stronger
fluctuations of market interest rates take place which might lead to larger oscillations in
banks’ profits. Withpurpose of determining the required yield rate on interest sensitive assets,
banks use simple or more sophisticated estimation methods to obtain the projected levels of
returns on interest sensitive assets (Hempel H.G. at al. 1994.p. 578-583). Managing interest
sensitivity means exploring the causesof interest rate spread fluctuations which might be
determined by internal factors and external factors which banks cannot control
(PlakalovićN.Alihodžić A. 2015). Gap determining strategy according to changes in
economic cycle includes good forecasts of interest rate trends and gap maintenance in short
periods and its fast closing if interest rate trend does not correspond with forecasted scenarios
(van Greuning H, Brajović-BratanovićS. , 2006.s.253.). Financial mediation efficiency is
measured through the level of interest rate spreads which should be at the lowest level
possible in competitive circumstances. Banks can achieve this by good management of their
asset and liabilities structure in respect of the type and character of contracted interest rate,
maturities and managing the interest sensitivity of the balance sheetstructure. Economic crisis
affected significant changes in the bank portfolio structure in the Republic of Srpska. The
share of funds in banks assets significantly increased.
In the banking sector of the Republic of Srpska, from 2008 to 2013, the interest rate spreads
decreased dramatically from 5.5. to 3.5 respectively, to reach 1.2 percentage points in June
2019. We have analysed the level of interest rate spreads in banks of the Republic of Srpska
by following up with the data from 2002 to 2013. We have calculated interest rate spread as
adifference between the percentage of the charged interest and interest bearing assets and the
percentage of paid interest and the liabilities which interest is paid on.

273

Table 1: Interest rate spreads for the banking sector in the Republic of Srpska in the period
2002 to June 2019
-mil KM
Year
Interest
Interest
Interest Expenses Share of Share of Interest
bearing
bearing
income based on interest
interest
rate
assets*
liabilities**
paid
income in expenses spread
interest
interest
in
bearing
interest
assets
bearing
liabilities
2002
511,1
282,0
51,4
11,1
9,3
3,9
5,4
2008
3502,0
3766,6
348,7
166,8
9,9
4,4
5,5
2009
3597,2
3341,2
326,6
140,8
9,1
4,2
4,9
2013
4866,7
3785,3
345,7
134,9
7,1
3,6
3,5
June
2019
6149,2
2859,1
146,7
31,3
2,3
0,4
1,2

* The calculation includesthe items bearing interest income. Funds not bearing interest or
bearing low interest and fixed assets are excluded.
** The calculation does notinclude sight deposits and savings sight deposits, bearing no
interest or symbolic interest, and also other liabilities and bank equity
Data source:RS Banking Agency, reports for relevant years
The analysed data show a strong downward trend in interest spreads from 2002 to 2019 in the
banking sector of the Republic of Srpska. This is particularly obvious from the key year 2008
when the interest rate spread was 5.5 to go down to 1.2 in the end of the observed period. The
data were available that the interest rate spreads in BiH wereamong the lowest ones in the
region. The existing interest rate spreadsare quite high, butlower than in Serbia, for example,
when they reached even 10 in 2012 (Božović J. 2013.p. 468.). In the European Union,the
spread is at the level 1-2.The trends in domestic banking sector in recent years show that the
interest rate spreads are coming close to the spreads of European banks. This does not result
from banks efficiency, but external macroeconomic factors.
Loans to citizens are much more expensive thancorporate loans, and the interest paid on
savings and term deposits to households arelower than those paid to corporates. Having in
mind that households are users of around half of bank loans, and that they are dominating in
savings with banks, it is clear that banks record the highest interest spreads in their operations
with households. Households are also users of very expensive loans through current accounts
and credit and other cards so that is the largest possibility for domestic banks to achieve
large differences between lending and deposit rates. In 2009, banks in the Republic of Srpska
extended 48% of their loans to private companies and 43% to households. In the end of 2018,
loans to private companies represented 37% of the total loans and loans to households
accounted for 46%. Banks turning to stronger lending to households is obvious. In 2009, the
units of banks from the Federation of BiH accounted for 19.5% of the total short-term loans
in the Republic ofSrpska, and 14.8% of long-term loans. They accounted for 10% of the total
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short-term loans to households, and 32% of the total long-term loans to households. In 2018,
the share of short-term loans of the branches of banks from FBiH to enterpriseswas 23.9%,
that in long-term loans was the same 23.9%. The share in short-term loans to households was
11.2% and that in long-term loans was 23.9%. In the structure of the total loans, banks from
RS extended 42%to enterprises in the end of 2018 and branches of banks from FBH 48%.
Regarding household loans, banks from RS extended 46%, and branches of banks from FBiH
49%. The interests rates of banks in 2018 and mid 2019 were the following:
Table 2: Weighted effective interest rates in 2018 and June 2019
Banks in the Republic ofSrpskaBank units from the Federation of BH
Short-term loans
4,43
4,50
3,86 3,51
Enterprises
4,05 4,04
3,42 3,18
Households
14,96 12,13
19,27 18,86
Long-term loans
6,49 5,93
6,47 6,47
Enterprises
5,23 4,59
3,83
3,65
Households
7,65 7,18
7,59 7,19
Weighted effective
interest rates on deposits
0,63 0,45
0,95
1,49
Short-term deposits
-0,04 0,25
0,25
0,41
Long-term deposits
1,60 1,16
0,95
1,59
Source: Report on the situation of banking system of the Republic of Srpska for the
period01.01.1019 to 06.06.2019, 6/19, Banking Agency RS, Banjaluka, September 2019.
In addition to the clear picture of the level of interest rates and current trends , it is visible
that branches of banks from FBiH were more focused on householdsas a more profitable
segment of the banking market.
Conclusion
In our brief analysis of interest rates and interest rate spreads in the domestic banking sector,
we have observed several facts. In recent years, interest rates recorded a dynamic decrease,
including interest rates on all kinds of loans and interest rates on deposits. Even some interest
rates on deposits became negative with a tendency to go further into negative zone. On the
other hand, we have observed a total insensitivity of companies and households in respect of
the level of interest rate. It means that a decline of interest rates does not have a direct impact
on increase of loansand very low or even negative rates do not affect deposit growth. Banks
interest spreads are at their historically lowest level which makes banksturn away from
interest income and strengthen other sources of income. Bank liquidity is too high mainly due
to a slow growth of demand for loans.It is expected that if interest rates do not go
downfurther, they will be stagnating at best. All this in long term may endanger the profit
potentials of banks. Therefore, banks are quite likely to be forced to look for some other
economic possibilities in orderto overcome the current stagnation.
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Analysis of Corporate Social Responsibility of a private
specialist clinic in Republika Srpska
Jugoslav Jovičić1
Sarah Lee2
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Abstract
It is generally believed that our health sector is characterized by low levels of corporate
social responsibility (CSR), and that its main features are a poor quality of service, a lack of
confidence in the population and corruption. In order to investigate the level of CSR in our
private health sector, we have selected a specialist outpatient clinic for infertility treatment,
modern laboratory services and pregnancy diagnostics. In a sample of 50 patients, we
conducted an anonymous survey, with an emphasis on the ethical level of responsibility, in
the sense of Archie B. Carroll. We designed the survey to cover five groups of data, i.e.
narrower topics. The first topic concerns the gender and age structure of the respondents and
their "loyalty" to the health care institution. The second topic deals with the assessment of
environmental conditions in a healthcare facility. The third topic deals with the temporal
dimension of the series: "contact → receive → check". The fourth topic deals with the
relationship of physicians and other staff to patients. The fifth set of questions covers respect
for the right to privacy, patient awareness of objections and complaints, patients' willingness
to recommend a healthcare facility to another, as well as freely formulated suggestions and
remarks. The processing and interpretation of the collected data was performed by a standard
statistical procedure. The obtained results showed that the observed healthcare facility has
significantly incorporated CSR into its daily practice. The achievements related to adherence
to scheduled appointments, reminding patients of scheduled examinations, and to the
environmental conditions themselves in the waiting rooms of a healthcare institution can be
considered impressive. There is some room for improvement of the existing conditions when
it comes to: shortening time of examination, communicating with patients in terms of an even
higher level of kindness, and in terms of better informing patients and providing them with a
more comfortable contact with the institution.
Keywords: corporate social responsibility, private healthcare facility, quality of service.
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Introduction
The healthcare system in Republika Srpska and Bosnia and Herzegovina is formally based on
the principles of solidarity, comprehensiveness, continuity, efficiency, accessibility and
integrity of access. In practice, our healthcare sector is characterized by low levels of service
quality, lack of public confidence in the health sector and corruption. Outdated technology
and lack of funds to invest in new equipment result in the inability to provide certain medical
services, which is why patients are often forced to seek these medical services abroad, and
mostly at their own expense. An additional problem is presented in the form of an inadequate
and non-transparent financing system, as well as accumulated large debts in the healthcare
system, and debts to suppliers (Martic and Djukic, 2017; Mujkic, 2011). Unlike the health
system under the umbrella of the state, private health care institutions must operate
economically and profitably and strive for continuous technological advancement and
personal as well as professional development for their staff in order to survive. Private
medical practice faces two principles every day: a) the ethical principle - "the patient is first
and foremost" and b) the Darwinian maxim, which applies to all free markets and market
matches ("only the strongest and most capable will survive" - Wiebe, 2000; Deloitte, 2009).
The optimal harmonization of these conflicting principles is addressed by the concept of
Corporate Social Responsibility (CSR)4, according to which the goal of social responsibility
is to simultaneously, while maintaining profitability, create high standards of living for all
stakeholders5 outside and within the organization (Center for Corporate Citizenship, US
Chamber of Commerce, Hitachi Foundation, 2005; McElhaney, 2009; Albinger&Freeman,
2000; Porter&Kramer, 2006). Of the many CSR theories for analyzing business entities in
healthcare, the social responsibility pyramid of A. Carroll is regarded as the most appropriate
(Cerjan-Letica 2010). It has had a great and positive impact on the acceptance and spread of
the CSR movement in the business world because its author (Carroll, 1991) questioned the
generally accepted dogma that an entrepreneur as an individual or corporation must be both
successful, ethical and socially environmentally responsible. Instead, he proposed an original
hierarchy of priorities (ranks) at four levels (Figure 1). The first level represents economic
responsibility. According to Carroll, this is the primary and most important responsibility of
the business entity. It is imperative for a corporation to be profitable. Meeting this goal is a
prerequisite for other hierarchical levels. The second level is legal responsibility. According
to Carroll, every business entity must act as a responsible legal person who respects the laws
and regulations. The third level is ethical responsibility. It implies that it is not only sufficient
for a business entity to be profitable and obey the laws, but it also requires ethics, that is,
conduct in accordance with ethical standards. The last, highest level of responsibility belongs
to charity / philanthropy. So, at the top of the social responsibility pyramid, Carroll placed an
obligation on the business entity to be a good corporate citizen and to contribute to the wellbeing of the people and community in its charity and donations. In elaborating his pyramid,
the author provided for a set of ethical rules and imperatives for each of the four
responsibilities.
4

The broadest definition of CSR was given by Hopkins (2006), describing it as an ethical and socially
responsible way of treating stakeholders, both outside and within the organization. In addition to the term CSR,
the terms often used are: Corporate responsibility (CR), sustainability, sustainable development, corporate
accountability, creating shared value (CSV), citizenship, and just plain social responsibility.
5
These are all individuals and groups without whose support one organization cannot survive: owners,
employees, customers, creditors, donors, society, government, etc.
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Philanthropic responsibility

Ethical responsibility

Legal responsibility
Economic responsibility

Figure 1: Carroll’s pyramid of social responsibility of the corporate and business sectors
In our opinion, the pyramid of professional, business and social responsibility of a healthcare
facility dealing with infertility treatment should be different from the pyramid of social
responsibility of business and corporate sectors, which does not provide professional health
services. Taking Carroll's pyramid as a conceptual and visual stronghold, and adopting the
views represented by Cerjan-Letica (2010), we propose a modified, "neonatal pyramid"
(Figure 2). The basic difference is reflected in the choice of the first level of responsibility.
Our view is that the foundation of the pyramid of professional and social responsibility must
rest on the imperative: "Be ethical!" However, this credo should not be a blank password or
phrase, but must be translated into professional rules and standards, which will ensure the socalled triple bottom line6.
Philanthropic responsibility

Economic responsibility

Legal responsibility
Ethical responsibility
Figure 2: Social responsibility of the healthcare sector as interpreted by Carroll’s
pyramid

6

The Triple Bottom Line (TBL) is a framework or theory according to which corporate business has three
ultimate goals and effects, which are expressed in English by the abbreviation 3P ((Profit, People - people and
Planet), and indicate the obligation of the corporation to realize simultaneously profit, to take care of people and
the environment (planet Earth). The author of the TBL concept is J. Elkington (1994).
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Considering the facts and attitudes presented so far, the present research aims to analyze the
socially responsible behavior of a private specialist clinic in Republika Srpska, primarily at
the ethical hierarchical level.

2. Materials and method
Data collection was done by anonymous survey method in a private specialist clinic in Banja
Luka from the 26th to 30th November 2018. The main activities of this healthcare facility
are: infertility treatment, advanced laboratory methods and diagnostics in pregnancy. The
survey included 50 patients. The survey questionnaire is designed to cover five groups of
topics, ie narrower topics. The first topic concerns the gender and age structure of the
respondents and their "loyalty" to the healthcare institution (Appendix 1). The second topic
deals with the assessment of environmental conditions in waiting rooms and hygiene
conditions throughout the institution (Appendix 2). The conditions in the waiting rooms are
evaluated by three grades: 1 - the conditions are not satisfactory, 2 - the conditions are
partially satisfactory and 3 - the conditions are completely satisfactory. The hygiene
conditions throughout the institution are approximated by a five-step scale: a - hygiene
conditions are poor, b - hygiene conditions are satisfactory, c - hygiene conditions are good,
d - hygiene conditions are very good and e - hygiene conditions are excellent. The third topic
deals with the patency of patients, that is, the time dimension of a series of events: “contact
→ admission → checkup” (appendix 3). The time elapsed from the announcement to the
specific receipt was measured in days and expressed on a three-step scale: up to two days,
three to seven days and more than seven days. According to the same methodology, the time
difference between the scheduled appointment and the received admission was analyzed,
measured in minutes and expressed on a three-step scale: the delay lasts up to five minutes,
from five to 15 minutes and more than 15 minutes. Respect for the appointment is expressed
with discrete characteristics: "yes" - the term is respected, "no" - the term is not respected. In
the same way, it was assessed whether the facility staff reminded patients of a scheduled
checkup by phone call, and whether the contact of patients with an outpatient clinic made
frequent calls to the telephone switchboard.
The fourth topic deals with the relationship of doctors and other staff to patients (Appendix
4). Doctors' behavior was rated on a five-point scale as: a - rude, b - disinterested. c professional, d - kind, e – very kind. The same scale assessed the behavior of nurses and
other staff. The patient's familiarity with the administered therapy is indicated by a three-step
scale: "no" (not familiarized) – partially (somewhat familiarized) – “yes” (fully familiarized).
The fifth set of questions covers: respect for the right to privacy; patient awareness of
objections and complaints; patients' willingness to recommend a healthcare facility to
another; freely formulated suggestions, remarks and suggestions. The right to privacy is
approximated by a five-point scale: a - bad, b - satisfactory, c - good, d - very good, e excellent. Familiarity with the patient's ability to provide the healthcare institution with a
written remark or complaint with discrete characteristics: "yes" and "no". The patient's
willingness to recommend a healthcare facility to another was examined in the same way.
The freely formulated suggestions, remarks and suggestions were translated into the
following standardized positions: 11 - praise of doctors ad personam: 12 - emphasized
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professionalism, kindness and availability of doctors ad personam; 13 - emphasized
professionalism, kindness and availability of all doctors; 14 - emphasized professionalism,
kindness and availability of all doctors + one ad personam; 15 - satisfaction with the
complete institution; 22 - dissatisfaction with the institution over the long wait for an
appointment to be scheduled; 23 - at first arrival the patient is dissatisfied, at the next arrival
he is satisfied with the doctor ad personam; 31 - to receive emergencies over the course of
the order in order to avoid any possible impairment of health due to long waiting for
examination; 32 - introduce swab orders.
3. Results of the survey
Of the 50 surveyed patients, three (6%) were male while the remaining 47 patients (94%)
were female. Patients' ages ranged from 18 to 61 years, with an average value of 31.5 years.
Considering the time of using the health service in the observed healthcare facility, the
sample was distributed as follows: nine patients (18%) came to this outpatient clinic for the
first time; 16 (32%) of them proved in the dispensary more than once in a period of less than
two years; 15 respondents (30%) use the services of this ambulance for 2 to 5 years; 10
respondents (20%) have been using this outpatient service for over 5 years. The distribution
presented can be interpreted as an imperfect measure of patient loyalty to a specialist
dispensary. We deliberately say 'imperfect' because the data provided can also be interpreted
as a lack of applied treatments, which is why service users are sent for many years of arrival.
Only one respondent (2%) stated that the conditions in the waiting rooms were partially
satisfactory, while 98% stated that they were completely satisfactory; none of the respondents
argued that the conditions were not satisfactory. According to 18% of the respondents, the
hygienic conditions in the infirmary are very good, while 82% think that they are excellent.
No remaining grades (a, b and c) were recorded. The fact that 18% of respondents believe
that hygienic conditions in a health care institution are not perfect (excellent) indicates that
there is some free space for improvement of the existing condition. According to the
statements of 22 respondents (44%), it takes on average 3 - 7 days from the announcement or
the first contact with the institution until the scheduled appointment. Eighteen respondents
(36%) waited up to 2 days for an appointment, while ten (20%) waited more than seven days
for scheduled admission. Health Approval Absolutely (100%) Follows Schedule.
The difference, i.e. the delay between the scheduled appointment and the actual arrival at the
office in 54% of cases is shorter than 5 minutes, in 40% of cases it is 5 to 15 minutes and in
only three cases (6%) it is longer than 15 minutes. The healthcare facility indiscriminately (in
100% of cases) by phone call reminds patients to have a scheduled check-up. Eleven
respondents (22%) stated that contact with a health care facility made it difficult for them to
make frequent calls to the receiving telephone, which is not an insignificant number, while
78% said that they did not have such problems. Of the five possible, the respondents
expressed the behavior of the medical staff with three gradients: as professional - 22%, as
kind - 24% and as very kind - 54%. The same range of attitudes evaluated the behavior of
medical staff, with the distribution shifted slightly to the right here. Thus, the grade
"professional" was recorded in 12% of respondents, "kind" in 22% of respondents and "very
kind" in 66% of respondents. When it comes to evaluating other medical staff, the attitude
scale is somewhere in the middle between the previous two, which, in relative terms, looks
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like this: 16% of respondents rated the other staff's behavior as "professional", 42% as "kind"
and as many (42%) as “very kind” Only one patient (2%) stated that treatment was not fully
explained. All others (98%) took an affirmative stance on this issue.
Two respondents (4%) rated respect for the right to privacy as “satisfactory”; six respondents
(12%) rated “good”, 12 respondents (24%) rated “very good”; 30 respondents (60%) rated
“excellent”. A significant number of patients (28%) are not aware of the possibility to submit
a complaint or complaint in writing to the healthcare facility. The vast majority of patients
(94%) are prepared to recommend a healthcare facility to another, while 6% do not share this
opinion. A pilot review of time spent on completing the survey, covering 25 patients,
determined the following distribution: up to 5 minutes = 11 patients, 5 - 15 minutes = 10
patients, 15-30 minutes = 4 patients.
Table 1: Survey Summary - Consolidated Attitude View with Highest Frequency
Number Attitude
1
2
3
4
5

6
7
8
9
10
11
12
13
14
15

Frequency
(%)
The waiting room environment is satisfactory.
98
The hygiene conditions at a health care facility are excellent.
82
It takes an average of 3 - 7 days from first contact with the 44
institution to an appointment.
The medical staff respects the appointed times.
100
The difference, that is, the delay between the scheduled 54
appointment and the actual arrival at the office, does not exceed
5 minutes
The healthcare facility makes a phone call to remind patients of 100
a scheduled check-up.
Patient contact with the healthcare facility is not difficult due to 78
frequent overload at the receiving telephone (switchboard)
The doctor-patient relationship can be judged to be extremely 54
kind
The attitude of the medical staff towards the patient can be 66
judged to be extremely kind
The other staff's attitude towards the patient can be judged to be 42
extremely kind
The other staff's attitude towards the patient can be judged to be 42
kind
Doctors provide patients with broader information in disease and 94
therapy
Respect for the right to privacy is rated excellent
60
Patients are aware of the possibility to submit a complaint or 72
complaint in writing to the healthcare facility
Patients are prepared to recommend a healthcare facility to 94
another
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Attitude frequency can serve as a good indicator of how well a healthcare institution should
act to improve the elements of CSR.

4. Conclusions
The representative respondent / patient is a female, 31.5 years old, who uses the services of a
health care institution from two to five years. Otherwise, the variational width of age in the
sample ranged from 18 to 61 years.
Based on the consolidated view of the highest frequency attitudes, the following conclusions
can be drawn:
- Considering that relatively long time will elapse between the announcement or the
first contact with the institution until the scheduled appointment, on average 3 - 7
days, the possibility of recruiting additional medical staff from time to time should be
considered.
- The physician team should be informed that only 54% of patients evaluate their
treatment as extremely kind, and then work with individual and team work to raise
this score.
- The previous statement and recommendations apply to the other two groups of
employees - medical and other staff.
- The right to privacy must be given greater importance, especially if one considers the
basic activity of the healthcare institution under consideration.
- There is some scope for better patient information (when it comes to complaints) and
more comfortable contact with the institution (availability of contact telephone /
switchboard).
What can be called impressive is the information regarding the adherence to the scheduled
appointments, to remind patients of the scheduled examinations, and to the environmental
conditions themselves in the waiting rooms of this health care facility.
Corporate social responsibility is a condition, but not an absolute guarantee of a successful
economic endeavor. However, commitment to the moral and ethical principles of business,
especially in the healthcare industry, significantly influences the achievement of optimal
results. Companies that want to achieve and maintain a favorable competitive position in the
market acquire the trust of users of their services on, among other methods, the basis of
moral and legal responsibility for their economic activities. To this end, they are expected to
show strong interest in their internal and external environment.
There is a large body of research indicating a link between corporate social responsibility and
business performance, although this area remains a challenge for researchers, especially in
terms of difficult quantification of elements that do not formally have an economic
dimension. The first step along this path is to define a corporate social responsibility strategy
with the aim of achieving the desired profitability. Of course, those companies that are ready
to face their own problems and who embrace a corporate philosophy based on social
responsibility as a concept of development will have priority.
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Appendix 1: Gender and age of patients and time of use of healthcare facility
Number

Gender
M

Year of
birth

Age
(years)

F

Use of healthcare facility
1 time

< 2 years

2-5 years

1

x

1988

30

x

2

x

1994

24

x

3

x

1957

61

4

x

1992

26

5

x

1993

25

6

x

1989

29

7

x

1985

33

x

8

x

1999

19

x

9

x

1993

25

10

x

1987

31

11

x

1992

26

x

12

x

1994

24

x

13

x

1989

29

x

1972

46

x
x

14

x

15

x

1986

32

16

x

2000

18

17

x

1976

42

18

x

1984

34

19

x

1986

32

20

x

1989

29

21

x

1988

30

22

x

1991

27

23

x

1987

31
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> 5 years

x
x
x
x

x
x

x
x
x
x
x
x
x
x

24
25

x
x

1986

32

1980

38

x
x

26

x

1991

27

27

x

1988

30

28

x

1994

24

29

x

1982

36

x

30

x

1984

34

x

31

x

1994

24

x

32

x

1986

32

x

33

x

1975

43

34

x

1997

21

35

x

1993

25

36

x

1985

33

37

x

1978

40

38

x

1993

25

x

39

x

1989

29

x

1975

43

40

x

x
x
x

x
x
x
x
x

x

41

x

1984

34

42

x

1985

33

x

43

x

1980

38

x

44

x

1983

35

x

45

x

1976

42

46

x

1994

24

x

47

x

1983

35

x

48

x

1984

34

49

x

1989

29

50

x

1984

34
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x

x

x
x
x

Appendix 2: Appraisal of the environment
Number

Conditions in the waiting room
1

2

3

Hygiene conditions throughout the facility
a

b

c

d

e

1

x

x

2

x

x

3

x

4

x

x

5

x

x

6

x

x

7

x

x

8

x

9

x

10

x

x

11

x

x

12

x

x

13

x

x

14

x

x

15

x

x

x

16

x

x

17

x

x

18

x

x

19

x

x

20

x

x

21

x

x

22

x

x

23

x

x

24

x

x
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25

x

x

26

x

x

27

x

x

28

x

x

29

x

30

x

x

31

x

x

32

x

x

33

x

x

34

x

35

x

x

36

x

x

37

x

x

38

x

x

39

x

x

40

x

x

41

x

42

x

x

43

x

x

44

x

x

45

x

46

x

x

47

x

x

48

x

x

49

x

x

50

x

x

x

x

x

x
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Appendix 3: Patient patency – contact, admission and checkup
Number
Time difference
from announcement
to admission (days)

2

1

3-7

>7

x

2

x

3

x

Respecting the
appointment
time

Time difference
between appointed
time and actual
admission (in
minutes)

Staff calls to
remind about
checkup

Contact with
facility is
frequently
complicated by
switchboard
overload

„no“

„yes“

Up
to 5

„no“

„yes“

„no“

x

x

x

x

5-15

>15

x

x

x

x

x

x

x

x

4

x

x

x

x

x

5

x

x

x

x

x

x

x

6

x

x

7

x

x

x

x

x

x

x

x

x

x

x

x

8

x

9

x

10
11

x
x

x

x

x

x

x

x

x

x

x

x

12

x

x

x

x

x

13

x

x

x

x

x

x

x

x

x

x

x

14

x

15
16

x
x

x

x

x
x

x
x

17

x

x

x

x

x

18

x

x

x

x

x

x

x

x

x

x

19

x

x

20

x

x

x
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„yes“

21

x

x

x

x

22

x

x

x

x

x

23

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x
x

24

x

25

x

26

x

x

x

27

x

x

x

x

28

x

x

x

x

x

x

29

x

x

x

x

x

30

x

x

x

x

x

31

x

x

x

x

32

x

x

x

x

Number
Time difference
from announcement
to admission (days)

2

33
34

3-7

x
x

>7

x
x

Respecting the
appointment
time

Time difference
between appointed
time and actual
admission (in
minutes)

Staff calls to
remind about
checkup

Contact with
facility is
frequently
complicated by
switchboard
overload

„no“

„yes“

Up
to 5

„no“

„yes“

„no“

x

x

x

x

x

x

x

x

x

x

x

5-15

>15

35

x

x

36

x

x

x

x

x

x

x

x

x

37

x

„yes“

38

x

x

x

x

x

39

x

x

x

x

x

x

x

40

x

x

x
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41

x

42
43
44

x

x

x

x

x

x

x

x

x

x

x

x

45

x

x

x
x

x

x

x

x

x

x

x
x

46

x

x

x

x

47

x

x

x

x

x
x

48

x

x

x

x

49

x

x

x

x

x

x

x

50

x

x

x

Appendix 4: Employee behaviour
Number

Availability
of
consulting
by phone

Evaluation of
doctor behaviour

„no“

a

„yes“

Patient was explained
the treatment applied

b

c

d

e

Evaluation of
nurse behaviour

a

b

c

d

a

b

c

d

partially

„yes“

2

x

3

x

4

x

x

x

x

x

5

x

x

x

x

x

x

x

x

x

7

x

8
9

x

x
x

x

x
x

x

„no“

x

x

x

e

1

6

x

e

Evaluation of
other staff
behaviour

x

x

x

x

x

x

x

x

x
x

x

x

10

x

x

11

x

x

x

12

x

x

x
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x

x
x

x

x

x
x

x
x

x

x
x

13

x

14

x

15

x

x

x

x

x

x

x

x

x

x

17

x

x

x

18

x

19

x

x

20

x

x

x

x

x

x

x

x

16

21

x

x
x

x

x

x

x

x
x

x

x

x

x

x

x

x

x

x

22

x

x

x

x

x

23

x

x

x

x

x

24

x

25

x

26

x

27

x

x

x

28

x

x

x

29

x

30

x

31

x

32

x

Number

x

x

x

x
x

x
x

x

x
x
x
x

Evaluation of
doctor behaviour

„no“

a

x
x

x

x

x

x

x

x

x

x

x

x

x

x

Availability
of
consulting
by phone
„yes“

x

x
x

x
x

x
Patient was explained
the treatment applied

b

c

d

e

Evaluation of
nurse behaviour

a

b

c

d

e

Evaluation of
other staff
behaviour
a

b

c

d

e

partially

„yes“

33

x

x

x

34

x

x

x

x

x

x

x

x

x

35

x
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x

„no“

x

36

x

37

x

38

x

39

x

x
x

x

41

x

42

x

43

x

44

x

45

x

x

48

x

x

x

x
x

x

x

x
x

x

x

x

x

x
x

x

x

x
x

x

x

x

x

x

x

x

x

x

x

x

50

x

x

x

x

x
x

x

x
x

x

x

x
x

x

x

x
x

x

x

x

x

x

47

49

x

x

x

40

46

x

x

x

x

x

x

x
x

x

Appendix 5: The right to privacy and other incoherent subjects
Number
Respecting right to privacy

a

b

c

d

e

Patient is
given the
right to
complain
„no“

To be
recommended
Impressions, comments, suggestions
(descriptive)

„yes“

„n0“

„yes“

1

x

x

x

2

x

x

x

3

x

4

x

12

x
x

x

5

x

x

x

6

x

x

x
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31

7

x

x

x

8

x

x

9

x

x

x

x

x

10

x

x

11

x

12

x

13

x

14

x

15

x

x
x

17

x

18

x
x

x
x

x

12

x

x

16

32

x
x

x

x

x

x

x

23

12

19

x

x

x

14

20

x

x

x

13

21

x

x

x

22

x

x

x

23

x

x

x

x

x

x

x

x

x

x

x

24

x

25
26

x
x

27
28

x
x

x

x

29

x

x

x

30

x

x

x
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12

11

Number
Respecting right to privacy

a

b

c

d

31

e

Patient is
given the
right to
complain
„no“

x

To be
recommended
Impressions, comments, suggestions
(descriptive)

„yes“

„no“

x

„yes“
x
12

32

x

33

x

34

x

x
x

35

x

36

x

37

x

x

11

x

13

x

x

x

x

x

x

x

x

38

x

x

x

39

x

x

x

40

x

41

x
x

x

x
x

x

x

43

x

x

x

44

x

x

x

x

x

x

x

46

x
x

15

x

42

45

12

47

x

x

x

22

48

x

x

x

15

49

x

50

x

x

x
x

x
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Improving competitiveness of university graduates in
consideration of study fields

Hana Janáková1
Monika Zatrochová2

Abstract:
Education is a tool through which is possible to ensure the improvement of the quality of the
economy's needs for growth and innovation. Nowadays, the main problem is getting a
relevant education also a lack of experience and lack of skills appear as issue that can be
discus. It is important to improve the quality of education and research also innovation to
change the structure and orientation of universities to ensure sustainable growth and to
increase employment. The need for graduates must be linked to the needs of the labour
market and the current state of the labour market is oriented towards universally educated
students. The paper outlines the possibilities for development and points to innovations and
evaluations in which the financial literacy of these graduates has increased in recent years.
Hundreds of student have been asking to fill at the end of the semester anonymous
questionnaire for improving educational process and also upgrade the content of lessons to
make the subject more attractive for graduates. The contribution includes the results of the
research at the Faculty of Chemical and Food Technology of the STU in Bratislava and
analytical results was focused on the effectiveness of the education.
Keywords: employment, education at university, economic and financial education,
innovative educational system, financial literacy
JEL classification: A2, G1, J2

Introduction
Youth unemployment raise awareness of the connection between education and the labour
market about the possibilities and policies on fighting against youth employment at an
1
2

Institute of management, Slovak University of Technology, hana.janakova@stuba.sk
Institute of management, Slovak University of Technology, monika.zatrochova@stuba.sk
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international, national and local level. Nowadays, the main problem is getting a relevant
education also a lack of experience and lack of skills appear as issue that can be discus.
Solution can be universal basic education preparing young people for basic life even on
technical universities. We consider that is important for universities with even though noneconomic focus - technical school students who often consider basic economic or financial
education as unnecessary and uninteresting as they specialize in other (technical) fields.
The current state of the education system in Slovakia does not reflect the needs of employers
and the labour market. 32% of people work at the position for secondary school graduates.
53% of university graduates is active in different areas as they studied. Despite the fact that
during the study 80% to 90% of them plan to stay and work in their field. "There is a
significant mismatch between expectations and the actual situation in the labour market."
This reflects the fact that young people before choosing their educational journey do not
have enough information about the application of the graduates and the perspective of the
individual." [Ondruš, 2019, Secretary of the Central Office of Labour, Social Affairs
Department and Family of the Slovak Republic].
1. Methodology of the research
The paper presents the results of the current years by comparing the results of statistical
general information and satisfaction of students that have been testing at the end of one
semester having one basic subject focusing on financial general information. Percentage
assessment and also evaluation of anonymous questionnaire of satisfaction with the subject
or individual lectures content and their independent opinions of students that should be
prepared for the labour market and future life. General methods of scientific work such as
abstraction, induction, deduction, analysis, synthesis, as well as standard statistical methods
were used. Hundreds of student have been asking to fill at the end of the semester the
anonymous questionnaire with 9 specific, open questions about the subject and individual
lessons and its content for improving educational process and also upgrade the content of
lessons to make the subject more attractive for ending students. The contribution includes the
results of the research containing the basis of financial literacy at the Faculty of Chemical
and Food Technology of the STU in Bratislava acquired as a part of the program for whole
faculty. The analytical results of the studied pedagogical process at FCHPT STU in
Bratislava. The research was focused on the effectiveness of the education.
2. Results of the applied research
The main focus of the paper is to point out the positive development in economical/financial
education of students at technical university includes the results of the research applying
study program with elements of the education system that can help students increase their
economic/financial education and benefit from the technological-economic link that is
currently required by labour market. The paper is focusing on statistic at labour market - the
results of current years and the development of using knowledge and information of financial
basics at technical university by comparing the results of the open research as subject
evaluation students themselves.
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2.1. Evaluation of the questionnaire
Analytical results of the researched at technically oriented university and gained data in the
actual semester has been focused on the satisfaction, attractiveness as the financial focused
subject for whole faulty, effectiveness of the education system after involving subjects
focused basis of financial literacy and also evaluate the innovative techniques applied to the
lectures or exercise (speakers from practical life – bank institution, investor, gold trader,
insurance agent etc.). This data are mapping to views of graduates on the quality of their
preparation for practice life better say labour market in different non technological area at
technically oriented university in Slovakia. Due to the increase in the requirements of the
practice students and universities are also required to undergo training within the framework
of finance and entrepreneurship. Respondents - students answering to the questionnaires after
completing the subject of financial literacy could find out their level of basic knowledge of
personal finance.
2.1.1. Basics of financial literacy and labour market
Financial education is the ability to use the knowledge, skills and experience to effectively
manage financial resources. One way how to learn financial literacy is learning by experience
and also cooperation with institutions or people from practical life. The aim of the study
program is to increase students' financial literacy and to teach them financially planning or
ensure their future soon and how to understand practical things that can be used in real life of
every humans.
Actual evaluation of the research shows results in two areas - in student knowledge in
financial literacy and also perceived financial subject at technical university. We are able to
say that the interest and awareness of importance about financial basics increases slowly
between the young people. Overall, students have reached the level of financial literacy at the
average citizen level or it can be said that the level and interest is rising. Most students
assessed that their financial literacy after graduating the subject and their knowledge in the
core economic sphere increased. A positive attitude towards financial education is not very
widespread among young technically (or better to say non – economically) people to prevent
future problems with basic personal financial management.
In 2018 QS World University Rankings published the ranking of the top thousand
universities in the world, three of them were Slovak universities: Slovak University of
Technology in Bratislava, Comenius University in Bratislava, Technical University of
Košice. Positions of Bratislava´s universities were between 751 and 800. The Košice
University belongs to 801 up to 1.000 partition [QS World University Rankings 2018]. The
authors of the rankings assessed more than 4.000 universities. The ranking assesses the
reputation of the school between academics and employers in the world, the size of the
school, according to a number of research outputs, citations in publications and numbers of
foreign students. The research of Centre of Educational Management at Comenius
University in Bratislava, Faculty of Management, in cooperation with the company
´Profesia´ was conducted in the first quarter of 2018 and joined by the students from 33
universities in Slovakia. 5.330 of Slovak students of all university levels participated. The
survey focused on deciding whether and where to study, on their expectations from the study
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and their experience with University study. Among the factors in which the study does not
fulfill expectations of students were the organization and management of the study, care
about the students, the innovation of the contents and the form of education. Current students
would prefer more work-based learning and also more emphasis placed on skills such as
communication, teamwork, creativity, or openness to innovation (soft skills), foreign
languages, and a readiness to operate in an international environment. A much smaller
number of students would like to see more emphasis on the theoretical and methodological
training. If students could change their university training in view of the expectations they
have for their careers, they would improve, in particular, the practical and applied elements
of training, foreign language and work in an international environment, transferable soft
skills and the possibility to combine different objects and create a personalized profile.
Comparing the results of the same research in the area of financial literacy which is carried
out every year by the Ministry of Education of the Slovak Republic, at the secondary schools,
the results of our graduates are above average. The average grade of financial literacy of
FCHPT STU students was 88%, while in the research of the SR Ministry of Education it was
62.5%. We are certain to note that the introduction of innovative methods into teaching in the
field contributes to improving the financial literacy of graduates and at the same time to their
better use in the labour market. This also leads to the satisfaction of the employer with his
employees and at the same time to saving their funds for the education in the given areas.
Students have filled the anonymous questionnaire with 9 specific, open questions about the
subject and individual lessons and its content as the result of upgrade educational
system/process.
1. Why did you choose this subject?
Almost in 95% of the answers were that the subject was compulsory. The rest of the
answers were different. In 3.8% of answers were oriented to extend a general overview
of knowledge as recommendation or the easiest way how to get enough credits. In 1.2%
student choose the subject because was compulsory optional.
2. Did the subject fill all your expectations?
Respondents answered in 90% that the subject and the lectures filled their expectations,
7% respondents answered that no and in 3% of answers were that they didn’t have any
expectations.
3. What would you change to the teaching way?
In 43% students answered that everything was good and they would change nothing,
35% student would change something - recommended more activities and practical
lectures and less theory and in 22% didn’t express their opinion at all.
4. Which area will you use in your opinion in the practice life?
Almost one third of respondents answered that they will use everything what they learnt
as general information useful for their practical life. In half of the asked respondents
stated as one of their answer loans or mortgages. The rest of answers is possible to see
on the graph below - figure 1.
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Figure 1. Area that students think they will use in the practice life
5. Which information did you miss within the subject?
More than half of the respondents - students consider information they get during the
lecture for useful and needed and they would like to know further information about
taxes and tax system, pension savings or detailed information about loans and
mortgages. Also they would like to get more information about costs and wages or
accounting and corporate finances. They recommended to pay more attention to personal
financial plan and savings to the future life. Figure no. 2 is showing the rest of the
answers.

Figure 2. Missing more information in the lectures
6. Which information do you consider for useless or not needed?
Is possible to say that more than half of the respondents consider lectures and
information useful and sufficient. One third of respondents find out some of topic
useless or irrelevant for further life/practical life, for example: information about market
with financial deviates or about bank system and central securities depositary, securities
and stock market information etc. some of them also consider for useless to learn
theoretical basis or different definition and dividing individual subjects in the main
topics.
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Figure 3. Useless or not needed information in the lectures
7. Which topic would you like to learn more about?
More than half of the students would like to know more about investment and trading on
the stock exchange. They would like to know more about life insurance or pension and
also more details about mortgages that would be available for them in near future –
figure 4.

Figure 4. Topics that respondents would like to know more about
8. Would you still choose a subject with an economic focus? If so which and why.
Students choose answer simply yes or no. In average they do not know which subject
could be useful for their future life with technical/non-economical focus. Some of
students would like to continue in economic education and they will chose another
economically oriented subject also in the next semester or further study – figure 5.
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Figure 5. Other subjects that respondents would choose
9. How did you get information on the opportunity to study economic subjects?
Students know about the economic subjects from the official information system of the
university or study program of the chemical faculty or also recommendation of other
students from higher degree or also school journal named Radical.
Actual research has shown significant development in this area also pointed to increasing the
attractiveness of the subject from the point of view of the student with transformation of
educational process.
Conclusion
Survey of the satisfaction of these students in the field of finance and entrepreneurship
education, implemented in the chosen period can fulfil a specific purpose of assessing the
graduates' satisfaction with the preparation for real life at the Technical University. Results of
the research are influencing gradual changes in the inclusion of the subject in the study
program. More than half of tested respondents after semester believe that financial education
is needed for them and the gain information was new for them. The level of financial literacy
in the research was pretty low the last years but the current research shows unexpected results
in both area, in the students’ knowledge and also their perception of the subject.
Analytical results achieved in recent years of a quantitative research on the growth
economical education of technically oriented students during their studies may prove
marginal. A survey of the satisfaction of these students in the field of finance or management
and marketing in entrepreneurship education implemented in the chosen period can fulfilled a
specific purpose of assessing the graduates' satisfaction with the preparation for real life also
after Technical University. Increase of the attractiveness of higher education should be based
more on the cooperation of schools and employers in the preparation of skilled workers
according to the needs of the labour market that of course is the same for education at
technical schools, mainly in the field of vocational subjects from the field of basic economic
knowledge and entrepreneurial skills. The advantage of studying the technical directions is
that they often tend to be linked with the practice. Students acquire experience in the field.
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Figure 6 is reflecting the question of official survey on FCHPT website “How do you rate
the content of the subject in terms of the benefit of new knowledge to you applying it to the
future (use a rating from 1 - worst to 5 - best).

Figure 6. Evaluation of the content of the subject

Grant affiliation: The contribution is a partial output of the KEGA research task no.
031STU-4/2018 "Innovating the teaching of economic and managerial subjects at FCHPT
STU in Bratislava" addressed at the STU Management Institute in Bratislava.
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