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THE IMPACT OF COVID-19 ON EUROPEAN FINANCIAL MARKETS: 

AN EMPIRICAL ANALYSIS 
 

Margarida Bagão1  

Rui Dias2  

Paula Heliodoro3  

Paulo Alexandre4  

 

DOI: 

 

 

Abstract: The fast spread of coronavirus (COVID-19) had negative impacts on financial 

markets worldwide. It created uncertainty and a lack of confidence, causing unprecedented 

levels of risk, causing sharp losses to investors in a very short period. In view of these events, 

this essay aims to investigate the relationship between Covid-19 (confirmed cases and deaths), 

and the stock market indexes of Greece (ATG), France (CAC40), Germany (DAX 30), United 

Kingdom (FTSE 100), Italy (FTSE MID), Spain (IBEX 35), Ireland (ISEQ), and Portugal (PSI 

20), from December 31st, 2019 to July 23rd, 2020. In order to achieve such an analysis, we 

want to validate if: the increase in cases and deaths resulting from Covid-19 have any 

connection with the financial markets under analysis? If so, do these connections cause shocks 

in European financial markets? The results suggest structure breaks, mostly, in March 2020. 

Covid-19 data (confirmed cases) integrate with the Covid-19 data series (deaths), with the 

Spanish market (IBEX 35), Greece (ATG), and Italy (FTSE MID). However, the Covid-19 data 

series (deaths), is synchronized with the Covid-19 data (confirmed cases), with the markets of 

Germany (DAX 30), France (CAC 40), Ireland (ISEQ), Italy ( FTSE MID), United Kingdom 

(FTSE 100) and Portugal (PSI 20), just does not synchronize with the Greek market (ATG). We 

can easily see that the Covid-19 data series (deaths) has a major impact on Europe's financial 

markets. The results of the VAR Granger Causality / Block Exogeneity Wald Tests model 

suggest 2 bidirectional causal relationships between confirmed cases and deaths from the 

Covid-19 virus. However, there were no shocks between Covid-19 data (confirmed cases and 

deaths) and the financial markets under analysis. As a final discussion, we consider that 

investors should avoid investments in the stock exchange, at least while this pandemic lasts, 

and rebalance their portfolios in hedging and/or sovereign debt assets, to mitigate risk and 

improve the efficiency of their portfolios. 

 

Keywords: Covid-19 Coronavirus, Stock markets, Epidemic. 

 

 
1.  INTRODUCTION  

 

oronavirus Covid-19 is a type of outbreak that first appeared in December 2019 in the 

city of Wuhan, Hubei province, China. It was declared a pandemic by the World Health 

Organization (WHO) on March 12, 2020. According to the World Health Organization, 
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the number of people infected by Covid-19 worldwide, since the beginning of the pandemic, 

has already exceeded, on 23rd July 2020, 15.3 million (cases), and 627,000 deaths. 

 

The Covid-19 pandemic negatively affects the global economy, as well as social and cultural 

life on a global scale. Rating agencies such as Moody’s and Standard & Poors have restricted 

China's growth forecast for 2020. In line with all these negative effects, it seems inevitable that 

economic growth and financial markets have also been affected equally (Liu, Manzoor, Wang, 

Zhang and Manzoor, 2020). 

 

Financial instability is a very important factor for society since a financial crisis or stock market 

crash can affect, directly or indirectly, the level of the economic well-being of the inhabitants 

of a country. If a given stock market is strongly linked to the stock market of another country, 

the financial stability of the first depends, in part, on the financial stability of the second. Thus, 

the occurrence of integration between markets can have significant implications for the 

international diversification of risk (Alexandre, Dias, and Heliodoro, 2020a, 2020b; Alexandre, 

Heliodoro, and Dias, 2019; Dias et al., 2020; Dias and Carvalho, 2020; Dias, Heliodoro, and 

Alexandre, 2020, 2019; Dias, Heliodoro, Alexandre, Santos, and Farinha, 2021; Dias, 

Heliodoro, Alexandre, and Vasco, 2020b, 2020a; Dias, Heliodoro, Teixeira, and Godinho, 

2020; Dias, Pardal, Teixeira, and Machová, 2020; Dias and Pereira, 2021; Heliodoro, Dias, and 

Alexandre, 2020; Pardal, P., Dias, R., Šuleř, P., Teixeira, N., and Krulický, 2020). 

 

This study aims to analyze the relationship between Covid-19 (cases and deaths), and stock 

market indexes in Greece (ATG), France (CAC40), Germany (DAX 30), United Kingdom 

(FTSE 100), Italy (FTSE MID), Spain (IBEX 35), Ireland (ISEQ), and Portugal (PSI 20), in the 

period from December 31st, 2019 to July 23rd, 2020. In order to achieve such an analysis, it is 

intended to verify whether: do the increase in cases and deaths resulting from Covid-19 have 

any connection with the financial markets under analysis? If so, do these connections cause a 

stir in Europe's financial markets? The results suggest the existence of synchronizations 

between the increase in confirmed cases and deaths resulting from the Covid-19 virus, and 

between these, and the financial markets. However, when we analyze the shocks, we see the 

absence of unidirectional or bidirectional causalities between the evolution of Covid-19, and 

the financial markets of Europe. 

 

This investigation differs from studies carried out so far on the impact of the global pandemic 

on financial markets, as far as is known; the authors Ali, Alam, and Rizvi (2020), Ashraf (2020), 

Liu, Manzoor, Wang, Zhang and Manzoor (2020), Zeren and Hizarci (2020) analyzed the 

pandemic shocks, but the research questions, the markets analyzed, and the approach was 

essentially different from the one followed in this article.  

 

In terms of structure, this article is organized into 5 sections. In addition to the current 

introduction, section 2 presents a Literature Review with regard to articles on the impact of the 

global pandemic on international financial markets, section 3 describes the methodology and 

data, section 4 contains the results. Section 5 presents the general discussions of the work. 

 

2.  LITERATURE REVIEW 

 

The understanding of international connections between financial markets in periods of the 

financial crisis is relevant for investors, fund managers and academics, in different aspects, 

namely in the theme of portfolio diversification (Lee, 2017). 
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Özer, Kamışlı and Kamışlı (2016), Jawadi, Chlibi and Cheffou (2019) Moagar-Poladian, 

Clichici and Stanciu (2019), Salisu, Ndako, Adediran and Swaray (2020) analyzed the 

movements and the integration between several international markets. Özer, Kamışlı e Kamışlı 

(2016) analyzed the movements between the markets of Germany, Austria, Czech Republic, 

Croatia, Lithuania and Greece, the authors show mixed results when failing to show 

movements. These findings have relevant implications for international investors, portfolio 

managers and policy makers. Jawadi, Chlibi e Cheffou (2019) studied the movements between 

the US market and the G-6, BRIC’s and MENA markets. The authors show that the MENA and 

BRIC’s markets are segmented with the North American market, while the G-6 markets show 

integration with the USA. Moagar-Poladian, Clichici and  Stanciu (2019) demonstrate that 

Central and Eastern European markets have robust levels of integration during the European 

financial crisis. Salisu, Ndako, Adediran and Swaray (2020) analyzed integration into Islamic 

markets and show that markets are integrated and that this behavior can be influenced by global 

economic conditions. 

 

Ali, Alam, and Rizvi (2020), Ashraf (2020), Liu, Manzoor, Wang, Zhang and Manzoor (2020), 

Zeren and Hizarci (2020) analyzed the impact of the global pandemic (Covid-19) on financial 

markets. Ali, Alam, and Rizvi (2020) investigated the reaction of financial markets as the 

Coronavirus epicenter moved from China to Europe and then to the USA. The results suggest 

that China's (initial) epicenter tends towards stabilization, while global markets have entered a 

free fall, especially in the contagion phase (later).  Ashraf (2020) examined the stock markets' 

response to the Covid-19 pandemic, for this purpose used the daily data from COVID-19 

(confirmed cases and deaths) and the profitability of 64 markets, from January 22nd, 2020 to 

April 17th, 2020. The author shows that the stock markets reacted negatively to the growth of 

confirmed cases of COVID-19. It means that the returns on the stock markets decreased as the 

number of confirmed cases increased. Liu, Manzoor, Wang, Zhang and Manzoor (2020) studied 

the impact of the coronavirus outbreak on 21 stock market indices. The authors show significant 

structural breaks resulting from the COVID-19 outbreak.  Zeren and Hizarci (2020) analyzed 

the effects of the Covid-19 epidemic on the stock markets in the period from 23rd January 2020 

to 13th March 2020. The authors show that the global cases of the outbreak have cointegration 

relations with the SSE, KOSPI and IBEX35 markets, but not with the FTSE MIB, CAC40, 

DAX30 markets. 

 

To summarize, this work aims to contribute to the provision of information to investors and 

regulators in Europe's stock markets, where individual and institutional investors seek 

diversification benefits, as well as helping to promote the implementation of policies that 

contribute to the efficiency of these markets. Therefore, the objective of this work is to examine, 

the synchronizations, and the unidirectional and bidirectional causalities, between the Covid-

19 data series (confirmed cases and deaths), and the European financial markets. 

 

3.  METHODOLOGY 

 

DATA 

 

The analyzed data are related to the Covid-19 data series (confirmed cases and deaths), and to 

the stock market indexes of Greece (ATG), France (CAC40), Germany (DAX 30), United 

Kingdom (FTSE 100), Italy (FTSE MID), Spain (IBEX 35), Ireland (ISEQ) and Portugal (PSI 

20), from December 31st, 2019 to July 23rd, 2020. The time series have daily scales and were 

obtained from the Thomson Reuters platform, with regard to the prices index of the financial 

markets, they are in local currency, to mitigate distortions in exchange rates. 
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Table 1. The name of countries and their indices used in this paper 
Index Country 

ATG Greece 

CAC 40 France 

DAX 30 Germany 

FTSE 100 United Kingdom (UK) 

FTSE MID Italy 

IBEX 35 Spain 

ISEQ Ireland 

PSI 20 Portugal 

Source: Own elaboration 

 

METHODOLOGY  
 

The development of the research took place over several stages. The characterization of the 

sample used was carried out through descriptive statistics, from the adherence test of  Jarque 

and Bera (1980), as well as graphics of stability to the residues. To estimate the structural breaks 

in the financial markets, we used the unit root test of Clemente et al. (1998). To assess the 

integration between the Covid-19 data series (confirmed cases and deaths), and the financial 

markets in Europe, we use the Gregory and Hansen (1996) that identifies structure breaks. To 

examine the significance of the causal relationships between the Covid-19 data series, and the 

financial markets, in analysis, we used the VAR Granger Causality / Block Exogeneity Wald 

Tests model, which uses Wald's statistic, which tests whether the null hypothesis that the 

coefficients of the lagged endogenous variables of the variable "cause" are null or not "cause" 

in the Grangerian sense the dependent variable. However, it should be noted that the result of 

this test is highly sensitive to the number of lags considered in the model, so the first concern 

is to properly estimate this value, in order to arrive at robust evidence (Gujarati, 2004). Besides, 

and to determine the number of lags to include in the causality tests, we use the HQ (Hannan-

Quinn information criterion) criterion, and to assess the robustness of the model we apply the 

VAR Residual Serial Correlation LM Tests. 
 

4. `RESULTS 

 

Figure 1 shows the evolution of the Covid-19 pandemic in the number of confirmed cases, as 

well as deaths, in a global context. As of July 23, 2020, confirmed cases had already exceeded 

15.3 million, and deaths had already exceeded 627,000.  
 

Figure 1. Evolution of the Covid-19 pandemic, from 12/31/2019 to 7/23/2020. 
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Source: Own elaboration 
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Figure 2 shows the evolution of European markets, in levels, in the period from December 31st, 

2019 to July 23rd, 2020, which is a period of considerable complexity, due to understanding 

the outbreak of the global pandemic (Covid-19). Most markets show structure breaks in 

February and March 2020. These results are validated by the authors Heliodoro et al. (2020), 

Dias, Pardal, et al. (2020), Dias, Heliodoro, Alexandre, et al., (2020a), Dias, Heliodoro, and 

Alexandre (2020), Dias et al. (2020), that show significant structural breaks in financial markets 

due to the impact of the 2020 global pandemic. 

 

Figure 2. Evolution, in levels, of the 8 financial markets, in the period from 12/31/2019 to 

7/23/2020
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Figure 3 shows the evolution, in returns, of Europe's 8 financial markets. In all series, there is 

a relatively high dispersion around the average, as well as a relatively synchronized behavior 

between the data series. Graphical analysis shows the existence of high volatility, especially in 

February, March and April 2020. 

 

Figure 3. Evolution, in % of the differences, of the 8 financial markets, in the period from 

12/31/2019 to 7/23/2020 
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Source: Own elaboration. 
 

Table 2 shows the main descriptive statistics on the returns of the eight European financial 

markets, as well as the Jarque-Bera adherence test. Analyzes of descriptive statistics show that 

profitability shows negative daily averages, except for the German (DAX 30) and Ireland 

(ISEQ) markets. The Greek market has the largest standard deviation, while the Italian market 
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has the highest levels of kurtosis and asymmetry. Additionally, the coefficients of asymmetry 

and kurtosis are statistically different from those of a normal distribution. 
 

Table 2. Descriptive statistics, on returns, of the 8 financial markets in Europe, in the 

Complete period 
 ATG CAC 40 DAX 30 FTSE 100  FTSE MID  IBEX 35  ISEQ  PSI 20 

 Mean -0.001538 -0.000477  0.000467 -0.000692 -0.000197 -0.001036  4.30E-05 -0.000452 

 Std. Dev.  0.027084  0.021336  0.020510  0.019336  0.023779  0.022028  0.021069  0.017225 

 Skewness -1.521235 -1.456190 -1.299364 -1.177540 -2.900081 -1.828632 -1.076405 -1.521948 

 Kurtosis  10.92967  11.74239  14.13378  11.50055  24.02861  15.09658  8.213614  13.94787 

 Jarque-Bera  598.1297***  704.0564***  1083.840***  645.1387***  3945.543***  1324.203 *** 263.8107***  1070.629*** 

 Sum -0.306004 -0.094967  0.093023 -0.137761 -0.039151 -0.206089  0.008563 -0.089869 

 Sum Sq. Dev.  0.145238  0.090134  0.083291  0.074025  0.111956  0.096072  0.087891  0.058748 

 Observations  199  199  199  199  199  199  199  199 

Source: Own elaboration. 

 

Figure 4. Stability tests carried out on the residues of the 8 financial markets in Europe, in the 

Complete period 
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Source: Own elaboration 

 

Figure 4 shows the stability tests carried out on the residues of the European stock markets, to 

corroborate the presence of structural breaks. The determination of the structural break is 

relevant, as it affects potentially like that of the unit-roots. Through graphical analysis, we can 

assess the existence of disturbances in variance. Additionally, when examining the graphs and 

the 95% probability limits, we verified the existence of a violation of the probability limits, 

thus, the time series show unstable behavior. 
 

Table 3 shows the results of Clemente et al. (1998) which identifies structural breaks, mostly 

in March 2020, resulting from the global pandemic (Covid-19). However, when we evaluate 

the synchronizations between the Covid-19 data series and the financial markets in Europe, we 

find that the structure breakdowns mostly occur in April 2020, it means, different from the 

breakdown of the market itself; this shows, that the pandemic has a very significant impact on 

these financial markets. These findings are corroborated by the authors Liu, Manzoor, Wang, 

Zhang and Manzoor (2020) that show significant structural breaks resulting from the Covid-19 

outbreak. 
 

Table 3. Unit root tests with structural breaks of Clemente et al. (1998), in returns, referring 

to the 8 financial markets in Europe, Complete period 

Index t-stat Break Date 

ATG -12.57(0)***  05/02/2020 

CAC 40  -13.53(0)*** 31/03/2020 

DAX 30 -12.82(0)***  10/03/2020 

FTSE 100 -13.91(0)***  12/03/2020 

FTSE MID -14.61(0)***  17/03/2020 

IBEX 35 -13.12(0)***  02/04/2020 

ISEQ  -12.46(0)*** 19/03/2020 

PSI 20 -13.19(0)***  26/03/2020 
Note: Lag Length (Automatic Length based on SIC). Break Selection: Minimize Dickey-Fuller t-statistic. The 

lateral values in parentheses refer to lags. ***. **. *. represent significance at 1%. 5% and 10%. respectively. 

Source: Own elaboration. 

 

The results of the Gregory-Hansen test can be seen in Table 4, which shows the 

synchronizations between the Covid-19 (confirmed cases), Covid-19 (deaths) data and the 

European financial markets. Covid-19 data (confirmed cases) integrate with the Covid-19 data 

series (deaths), with the Spanish market (IBEX 35), Greece (ATG), and Italy (FTSE MID). 

However, the Covid-19 data series (deaths) is synchronized with the Covid-19 data (confirmed 

cases), with the markets of Germany (DAX 30), France (CAC 40), Ireland (ISEQ), Italy ( FTSE 

MID), United Kingdom (FTSE 100) and Portugal (PSI 20), just does not synchronize with the 

Greek market (ATG). We can easily see that the Covid-19 data series (deaths) have a major 
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impact on the financial markets in Europe, and we also find that most of the structural 

breakdowns in integration occur, mostly, in April 2020, differently from breaking of the market 

itself (March 2020). These results are partially confirmed with the authors' Zeren and Hizarci 

(2020) that show that the global cases of the outbreak have cointegration relations with the SSE, 

KOSPI and IBEX35 markets, but not with the FTSE MIB, CAC40, DAX30 markets. 

 

Table 4. Gregory-Hansen tests, period Covid (31/12/2019 to 23/07/2020) 

Markets t-statistic Method Lags Break Date Results 

Covid-19 (cases) / Covid-19 

(deaths) 
-5.06** Regime 5 30/05/2020 Integration 

Covid-19 (cases) / IBEX 35 -5.49*** Trend 0 21/06/2020 Integration 

Covid-19 (cases) / ATG -5.21** Trend 0 21/06/2020 Integration 

Covid-19 (cases) / FTSE MID  -5.55*** Regime 0 17/04/2020 Integration 

Covid-19 (deaths) / Covid-19 

(cases) 
-6.78*** Trend 0 21/04/2020 Integration 

Covid-19 (deaths) / DAX 30 -5.45*** Trend 0 18/04/2020 Integration 

Covid-19 (deaths) / CAC 40 -5.23** Regime 0 17/04/2020 Integration 

Covid-19 (deaths) / ISEQ -5.47*** Regime 0 18/04/2020 Integration 

Covid-19 (deaths) / FTSE MID -5.89*** Regime 0 17/04/2020 Integration 

Covid-19 (deaths) / FTSE 100 -5.16** Regime 0 18/04/2020 Integration 

Covid-19 (deaths) / PSI 20 -5.19** Regime 0 17/04/2020 Integration 

Notes: The asterisks ***, **, * indicate statistical significance at 1%, 5% and 10%, respectively. 

Source: Own elaboration. 
 

To analyze the significance of the causal relationships between the financial markets under 

analysis, the VAR Granger Causality / Block Exogeneity Wald Tests model was applied. To 

determine the number of lags to include in the causality tests, we used the HQ criterion 

(Hannan-Quinn information criterion) which suggests 2 lags (see table 5). 

 

Table 5. VAR Lag Order Selection Criteria 
 Lag LogL LR FPE AIC SC HQ 

2  5552.948  423.7915  2.41e-37 -55.94710 -52.37130  -54.49874* 

Source: Own elaboration 

 

In figure 5 we can see the autocorrelation in the residues with 2 lags in the financial markets, 

however, in the Covid-19 data series (confirmed cases and deaths) this is not the case. A smaller 

number of lags increases the degrees of freedom, a greater number of lags decreases the 

problems of autocorrelation, given that we estimate a VAR with 4 lags for the data series of the 

European financial markets. 

 

In Table 6 we can verify the results of the VAR Residual Serial Correlation LM Tests; we 

performed a VAR estimation with 4 lags, and then we performed the autocorrelation test at 5 

lags; the null hypothesis was not rejected, which proves that the model does not present 

autocorrelation in residues, which indicates that the model presents a robust estimation. 
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Figure 5. VAR Residuals Test 

 

 
 

Source: Own elaboration 

 

Table 6. VAR Residual Serial Correlation LM Tests 
Lag LRE* stat df Prob. Rao F-stat df Prob. 

1  205.3774  100  0.0000  2.165009 (100, 978.4)  0.0000 

2  132.8881  100  0.0155  1.350990 (100, 978.4)  0.0158 

3  165.5520  100  0.0000  1.710690 (100, 978.4)  0.0000 

4  134.4604  100  0.0123  1.368044 (100, 978.4)  0.0125 

5  103.2714  100  0.3913  1.034586 (100, 978.4)  0.3935 

Source. Own elaboration 

 

The results of Granger's causality tests are shown in table 7, referring to Covid-19 data 

(confirmed cases and deaths), and the financial markets under analysis. The causality tests show 

2 bidirectional causal relationships between confirmed cases and deaths from the Covid-19 

virus. However, there were no clashes between Covid-19 data (cases and deaths) and the 

financial markets. 
 

Table 7. Granger / Block Exogeneity Wald Tests, in the Full Period 
 Covid-19 (cases) Covid-19 (deaths) 

Covid-19 (cases) ******** 3.84(4)*** 

Covid-19 (deaths) 16.02(4)*** ******** 

ATG 0.02(4) 0.06(4) 

CAC 40 0.11(4) 0.10(4) 

DAX 30 0.08(4) 0.04(4) 

FTSE 100 0.13(4) 0.09(4) 

FTSE MID 0.10(4) 0.02(4) 

IBEX 35 0.12(4) 0.04(4) 

ISEQ 0.28(4) 0.17(4) 

PSI 20 0.34(4) 0.18(4) 

Note: Column markets “cause” online markets. The lateral values in parentheses refer to lags. ***. **. *. represent 

significance at 1%. 5% and 10% respectively. 

Source: Own elaboration. 
 

5.  CONCLUSION 

 

The general conclusion to be retained and sustained by the results obtained, through tests carried 

out with econometric models, demonstrates that the global pandemic has a significant impact 
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on the memory properties of the analyzed financial markets. The results indicate that the covid-

19 data (confirmed cases and deaths) are mostly integrated with the financial markets analyzed. 

The causality tests show 2 bidirectional causal relationships between confirmed cases and 

deaths from the Covid-19 virus. However, there were no shocks between Covid-19 data (cases 

and deaths) and the financial markets. As a final discussion, we consider that investors should 

rebalance their portfolios, at least while this pandemic lasts, and adjust their portfolios in 

hedging and/or sovereign debt assets, to mitigate risk and improve the efficiency of their 

wallets. 
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Abstract: The Efficient Market Hypothesis (EMH), is one of the most important hypotheses in 

the financial economy, which argues that yields have no memory (correlation), which implies 

that agents cannot have abnormal returns in the financial markets, base arbitration operations. 

This essay intends to investigate the efficiency, in its weak form, in the stock and bond markets 

of Portugal and EDP, in the period from December 31, 2019, to August 10, 2020. With the 

purpose of achieving such an analysis, whether: (i) with the evolution of the global pandemic 

(Covid-19) the Portuguese and EDP stock and bond markets show signs of (in) efficiency? (ii) 

Does the increased integration between the Portuguese and EDP stock and bond markets result 

in risk transmission? The model 𝐷𝐹𝐴 shows the existence of long memories in these markets, 

suggesting that they are not efficient, which validates the first research question. This situation 

has implications for investors, since some returns can be expected, creating opportunities for 

arbitrage and abnormal earnings. However, to confirm the inefficiency of these markets, based 

on our results, we must prove the existence of anomalous returns. In order to answer the second 

investigation question, we carried out the integration test that shows that these markets are 

mostly integrated. To validate whether financial integration results in risk transmission 

between the analyzed markets, we estimate the trendless cross-correlation coefficients (𝜆𝐷𝐶𝐶𝐴), 

which shows 4 pairs of markets showing risk transmission (4 out of 10 possible). In conclusion, 

the authors suggest that these results are of interest, among others, to international investors 

interested in expanding the geographical scope, regarding the implementation of portfolio 

diversification strategies. 

 

Keywords: Covid-19, Long memories. Financial integration, Portfolio diversification. 

 

 

1. INTRODUCTION   

 

lobalization has reduced barriers to trade and increased international investment 

exponentially, which has created numerous opportunities for investors to invest in 

different markets. The stock, bond, and foreign exchange markets are the relevant 

sources for investing and maximizing investor profitability (Rehan, Zehra, Chhapra, and 

Makhija, 2019). 
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Financial instability is a very important factor for society since a financial crisis or stock market 

crash can affect, directly or indirectly, the level of the economic well-being of the inhabitants 

of a country. If a given stock market is strongly linked to the stock market of another country, 

the financial stability of the first depends, in part, on the financial stability of the second. Thus, 

the occurrence of integration between markets can have significant implications for the 

international diversification of risk (Dias, da Silva and Dionísio, 2019). 

 

The Market Efficiency Hypothesis is an important concept for investors to maintain their 

diversified portfolios efficiently. With the increase in investments, due to the globalization of 

the economy, there was a marked integration of world economies, in view of this understanding 

the synchronizations between companies and the financial markets have gained international 

relevance (Gupta and Basu, 2011). 

 

This investigation differs from studies carried out so far on the impact of the global pandemic 

on financial markets, as far as is known; the authors He, Liu, Wang, and Yu (2020), Kanno 

(2020) Wang and Enilov (2020) analyzed the Covid-19 pandemic shocks, but the research 

questions, the markets analyzed, and the approach was essentially different from that followed 

in this essay. 

 

In terms of structure, this essay is organized into 5 sections. In addition to the current 

introduction, section 2 presents a Literature Review on market efficiency, in its weak form, 

section 3 describes the methodology and data, section 4 contains the results. Section 5 presents 

the general discussions of the work.  
 

2.  LITERATURE REVIEW 
 

The topic of the efficient market hypothesis (EMH) has motivated other studies to analyze the 

implications for the market efficiency hypothesis, according to which the current asset price 

reflects all the information available, at a given moment, and the price adjusts up quickly, as 

new and unforeseen information hits the market. The mean reversion hypothesis, also known 

as negative series correlation, has been interpreted as an efficient correction mechanism in 

developed markets and a sign of a speculative bubble in emerging financial markets (Summers, 

1986; Fama and French, 1988). 

 

Ferreira and Dionísio (2014), Sensoy and Tabak (2015), Ferreira and Dionísio (2016), 

Rounaghi and Nassir Zadeh (2016), analyzed the presence of long memories in the financial 

markets, testing the efficient market hypothesis. Ferreira and Dionísio (2014) analyzed the stock 

indexes of 10 markets, using the methodology, the authors show that the series of returns have 

long-term dependence, being more accentuated in the markets of Spain, Greece and Portugal. 

Sensoy and Tabak (2015) show that the 2008 global financial crisis caused persistent 

profitability in almost all EU equity markets. However, during the eurozone sovereign debt 

crisis, this long-term dependency was seen only in the markets of France, Spain and Greece. 

Ferreira and Dionísio (2016) tested the Efficient Market Hypothesis (HME) in Africa's stock 

markets; using the methodology, the authors show that the long-term correlation only ends at 

the 149th lag, which corresponds to about seven months. Does this result harm HME? 

 

Rounaghi and Nassir Zadeh (2016), Shirvani and Delcoure (2016), Mensi, Tiwari and Yoon 

(2017), Ali, Shahzad, Raza and Al-Yahyaee (2018), tested the random walk hypothesis in 

several financial markets. Rounaghi and Nassir Zadeh (2016) investigated the presence of long 

memory in the profitability of the S&P 500 and the London Stock Exchange (LSE). Recently, 
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multifractal analysis has evolved as an important way of explaining the complexity of financial 

markets that can hardly be described by linear methods of efficient market theory. A 

comparison between the S&P 500 and the London Stock Exchange shows that both markets are 

efficient and have financial stability during periods of high and low volatility. Shirvani and 

Delcoure (2016) analyzed 16 OECD markets, the authors show that the markets are efficient, 

as the hypothesis of reversion to the mean was not rejected. Mensi Tiwari, and Yoon (2017) 

show high efficiency in the long term, but moderate in the short term, and that these markets 

became less efficient after the beginning of the global financial crisis. Ali, Shahzad, Raza and 

Al-Yahyaee (2018) demonstrate that developed markets are relatively more efficient, followed 

by the BRICS stock markets. The authors show that almost all Islamic stock markets, except 

for Russia, Jordan and Pakistan, are more efficient than their conventional peers. 

 
Guedes, Ferreira, Dionísio and Zebende (2019), Bashir et al. (2019), da Silva, Guedes, Ferreira, 

Dionísio and Zebende (2019) tested the market efficiency, in its weak form, through the cross-

correlation coefficient. Guedes, Ferreira, Dionísio and Zebende (2019) show a decrease in the 

cross-correlation coefficient which means that the United Kingdom is more segmented, in the 

post BREXIT. Bashir et al. (2019) show through the model that most European financial 

markets tend to be negatively correlated in the long run after the Brexit referendum. Da Silva, 

Guedes, Ferreira, Dionísio and Zebende (2019) analyzed the main indices in the World: North 

America, South America, Asia and Europe. The authors show a perfect long-term cross-

correlation between opening and closing prices; however, in the short term, there are differences 

between the different stock markets. 

 

In summary, this work aims to contribute to the provision of information to international 

investors interested in expanding, in the geographical scope, strategies for diversifying efficient 

portfolios. 

 
3.  METHODOLOGY  

 

DATA 

 

The data used for the preparation of the test were the prices index (daily) of the stock markets 

of EDP, PSI 20, and the Portuguese energy sector. The yields of EDP's 10-year bonds, and 

Portugal's 10-year sovereign bonds, from December 31, 2019 to August 10, 2020. The source 

of information used was the Thomson Reuters platform, with prices in local currency, to 

mitigate exchange rate distortions. 

 

Table 1. The name of countries and their indices used in this paper 

Index Country 

EDP (PRICE INDEX) PORTUGAL 

EDP (BOND 10YR) PORTUGAL 

PSI 20 PORTUGAL 

PORTUGAL (BOND 10YR) PORTUGAL 

ENERGY SECTOR PORTUGAL PORTUGAL 

Source: Own elaboration 

 

METHODOLOGY MODELS 

 

The development of the research took place over several stages. The characterization of the 

sample used was carried out through descriptive statistics, the Jarque and Bera (1980) adherence 
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test, as well as the quantile graphs. To estimate the breakdowns in the financial markets, we 

used the unit root test by Clemente et al. (1998). In order to test efficiency, in its weak form, in 

the stock and bond markets under analysis, we will use the Detrended Fluctuation Analysis 

(DFA) methodology. DFA is an analysis method that examines time dependency on non-

stationary data series. This technique, assuming that the time series are non-stationary, avoids 

spurious results when the analysis focuses on the relationships of the data series in the long run. 

The DFA has the following interpretation: 0 < 𝛼 < 0,5: anti-persistent series; 𝛼 = 0,5 series 

features random walk; 0,5 < 𝛼 < 1 persistent series. The function of this technique is to 

examine the relationship between values 𝑥𝑘 and 𝑥𝑘+𝑡 at different times (Guedes et al., 2018). 

To test the integration between the financial markets we will use the methodology of Gregory 

and Hansen (1996). In this empirical study, the authors were concerned with a general test 

model, in which the cointegration vector varies with time. The method developed by Gregory 

and Hansen (1996) is considered a complement to the ADF test. Also, it can also be affirmed, 

in the econometric perspective, as a multivariate version of the model by Zivot and Andrews 

(1992). According to the authors, the existence of structural breaks can lead to erroneous 

conclusions regarding the acceptance of the null hypothesis of non-cointegration and, therefore, 

the absence of any type of long-term relationship between variables 𝐼(1). In order to validate 

whether the integration causes risk between the stock and bond markets under analysis, we will 

use Zebende's (2011) cross-correlation coefficient without trend, being the same, a method to 

quantify the level of cross-correlation between two series non-stationary storms. The coefficient 

is based on the DFA methods of Peng et al. (1994) and the DCCA of Podobnik and Stanley 

(2008). The cross-correlation coefficient depends on the length of the box 𝑠 (time scale). One 

of the advantages of this cross-correlation coefficient is centered on the possibility of measuring 

the correlations between two non-stationary time series at different time scales. The DCCA 

cross-correlation coefficient varies within the range −1 ≤ 𝜌𝐷𝐶𝐶𝐴 ≤ 1 logically 1 means 

perfect cross-correlation, -1 means perfect anti-cross-correlation and 0 means that there is no 

correlation (Podobnik and Stanley, 2008). 

 

4.  RESULTS 

 

Figure 1 shows the evolution of the Portuguese and EDP stock and bond markets, in levels, in 

the period from December 31, 2019 to August 10, 2020, being a very complex period, due to 

the understanding the outbreak of the global pandemic (Covid-19). Most markets show 

structure breaks in February and March 2020. These findings are corroborated by authors Dias, 

Heliodoro, Alexandre, and Vasco, (2020), Alexandre, Dias, and Heliodoro (2020b), Heliodoro, 

Dias, and Alexandre (2020), Dias, Teixeira, Machova, et al. (2020), Dias, Heliodoro, and 

Alexandre (2019), Dias, Heliodoro, Alexandre, and Vasco (2020b) who evidence that the 2020 

global pandemic had significant impacts on international financial markets. 

 

Figure 2 shows the evolution, in% of the differences, of the Portuguese and EDP stock and 

bond markets. In all series, there is a relatively high dispersion around the average, as well as a 

relatively synchronized behavior between the data series. Through graphical analysis, there is 

high volatility, especially in February and March 2020. 
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Figure 1. Evolution, in levels, of the 5 financial markets, in the period from 12/31/2019 to 

10/08/2020 

 
Source: Own elaboration 

 

Figure 2. Evolution, in% of the differences, of the 5 financial markets, in the period from 

12/31/2019 to 10/08/2020. 
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Source: Own elaboration 

 

Table 2 shows the main descriptive statistics on the profitability of the five financial markets, 

as well as the Jarque-Bera adherence test. The analysis of descriptive statistics allows us to 

verify that the returns have positive daily averages, except for the stock market PSI 20 and the 

sovereign yields of Portugal. The Portuguese sovereign debt market has the largest standard 

deviation, while EDP 10-year bonds have the highest level of kurtosis and asymmetry. 

Additionally, the coefficients of asymmetry and kurtosis are statistically different from those 

of a normal distribution, this evidence is corroborated by the Jarque-Bera test where the 

rejection of the null hypothesis is rejected with a significance of 1%. The authors Alexandre, 

Dias, and Heliodoro (2020), Heliodoro et al. (2020), Dias, Heliodoro, Alexandre, et al. (2020), 
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Dias, Heliodoro, Teixeira, and Godinho (2020), Dias and Pereira (2021) also show that the 

financial series do not follow normal distributions. 

 

Table 2. Descriptive statistics, on returns, of the 5 financial markets, in the period from 

12/31/2019 to 10/08/2020 

 EDP 10YR 
PORTUGAL 

10YR 

PORTUGAL 

DS 

UTILITIES 

PRICE 

INDEX EDP 
PSI 20 

Mean 0.000135 -0.004008 0.000774 0.000940 -0.001132 

Std. Dev. 0.033473 0.102220 0.025194 0.026729 0.019343 

Skewness 1.669289 0.608094 -1.377193 -1.282833 -1.298431 

Kurtosis 12.51146 7.801034 10.94610 10.37153 11.09842 

Jarque-Bera 656.2572*** 158.4168*** 456.7794*** 393.4557*** 467.1192*** 

Sum 0.020954 -0.621174 0.119989 0.145749 -0.175456 

Sum Sq. Dev. 0.172552 1.609121 0.097750 0.110023 0.057621 

Observations 155 155 155 155 155 

Source: Own elaboration 

The quantile plots show that the profitability rate distribution is leptokurtic and asymmetric or 

skewed. The distribution is leptokurtic because the graph has the shape of "S", on the 45º line, 

and is asymmetric because the "S" is not symmetric on the line, showing the existence of non-

linear relations (see figure 3). 
 

Figure 3. Graphs of yield rate quantiles, from the 5 financial markets, in the period from 

12/31/2019 to 10/08/2020 

 

  
 

Source: Own elaboration 

 

Table 3 shows the results of the unit root tests with structure breaks, by Clemente et al. (1998), 

and we can easily see that the financial markets showed structural breaks in February 2020, 

with the execution of the securities market in Portugal and EDP that broke in March and January 

2020, respectively. The results are in line with the findings of the authors G.Sudha and V. 
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Sornaganesh (2020), Lahmiri and Bekiros (2020), which indicate sharp declines in the 

international financial markets, resulting from the global pandemic (Covid-19). These findings 

are corroborated by authors Heliodoro, Dias, and Alexandre (2020), Dias, Heliodoro, 

Alexandre, and Vasco (2020), Dias, Heliodoro, Alexandre, Santos, and Farinha (2021), Dias 

and Pereira (2021) who evidence stock market crashes in the first quarter of 2020 due to the 

2020 global pandemic. 
 

Table 3. Unit root tests with structural breaks by Clemente et al. (1998), in returns, referring 

to the 5 financial markets, in the period from 12/31/2019 to 8/10/2020 

Index t-stat Break Date 

EDP (BOND 10 YR) -9.77(0)*** 09/01/2020 

PORTUGAL (BOND 10 

YR) 
-11.13(0)*** 07/03/2020 

ENERGY SECTOR PT -13.74(0)*** 27/02/2020 

EDP (PRICE INDEX) -13.59(0)*** 26/02/2020 

PSI 20 -13.39(0)*** 23/02/2020 
Note: Lag Length (Automatic Length based on SIC). Break Selection: Minimize Dickey-Fuller t-statistic. The 

lateral values in parentheses refer to lags. ***. **. *. represent significance at 1%. 5% and 10%. respectively. 

Source: Own elaboration. 

 
The results of the exponents 𝐷𝐹𝐴, we can see in table 4, and verify that the securities markets: 

EDP (10YR), Portugal (10YR) and the stock markets: Portuguese energy sector, EDP and PSI 

20 show long memories, or that is, they show signs of (in) market efficiency, in its weak form.  

These findings imply that prices do not fully reflect the information available and that changes 

in prices are not i.i.d. This situation has implications for investors, since some returns can be 

expected, creating opportunities for arbitrage and abnormal earnings. These findings are in line 

with the evidence suggested by the authors Aggarwal (2018), Rehman, Chhapra, Kashif, and 

Rehan (2018), which show accentuated levels of arbitrage which may create anomalous returns 

for investors, without incurring increased risk. 

 

Table 4. DFA exponent for index and return. The values of the linear adjustments for 𝛼𝐷𝐹𝐴 

always had 𝑅2 > 0.99. 

Stock market DFA exponent (Covid-19 period) 

EDP (BOND 10 YR) 0.80 ≌ 0.0011*** 

PORTUGAL (BOND 10 YR) 0.61 ≌ 0.0011*** 

ENERGY SECTOR PT 0.57  ≌ 0.0034*** 

EDP (PRICE INDEX) 0.54 ≌ 0.0039*** 

PSI 20 0.67 ≌ 0.0061*** 
Source: Own elaboration. 

Note: The hypotheses are 𝐻0: α = 0.5 and 𝐻1: α  ≠ 0.5. ***. **. *. represent significance at 1%. 5% and 10%. respectively. 

Source: Own elaboration. 
 

The results of the Gregory-Hansen test can be seen in Table 5 which shows the integrations 

between the stock, Portuguese securities and EDP markets and we verify that all markets are 

integrated, except for EDP (PRICE INDEX) / PSI 20, which causes us some surprise. These 

findings call into question the implementation of efficient portfolio diversification strategies, 

with important implications for the individual, institutional investors, portfolio managers, and 

policy makers. 
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Table 5. Gregory-Hansen tests, Covid period (31/12/2019 to 10/08/2020) 

Markets t-statistic Method Lags 
Break 

Date 
Results 

EDP (BOND 10 YR) / EDP (PRICE INDEX) -5.07** Regime 0 56 Integration 

EDP (BOND 10 YR) / ENERGY SECTOR (PT) -5.56*** Regime 0 56 Integration 

EDP (BOND 10 YR) / PSI 20 -4.75* Regime 0 56 Integration 

EDP (BOND 10 YR) / PORTUGAL (10 YR) -4.88** Trend 5 49 Integration 

EDP (PRICE INDEX) / EDP (BOND 10 YR) -4.73* Regime 0 55 Integration 

EDP (PRICE INDEX) / ENERGY SECTOR 

(PT) 
-8.96*** Regime 0 127 Integration 

EDP (PRICE INDEX) / PORTUGAL (10 YR) -5.18** Trend 0 70 Integration 

ENERGY SECTOR (PT) / EDP (BOND 10 YR) -5.12** Regime 0 56 Integration 

ENERGY SECTOR (PT) / EDP (PRICE 

INDEX) 
-8.51*** Regime 0 55 Integration 

ENERGY SECTOR (PT) / PSI 20 -5.05** Trend 0 24 Integration 

ENERGY SECTOR (PT) / EDP (BOND 10 YR) -5.14** Trend 0 115 Integration 

PSI 20 / EDP (BOND 10 YR) -5.32** Trend 1 44 Integration 

PSI 20 / EDP (PRICE INDEX) -5.18** Regime 1 44 Integration 

PSI 20 / ENERGY SECTOR (PT) -6.29*** Regime 0 43 Integration 

PSI 20 / PORTUGAL (10 YR) -5.22** Regime 1 43 Integration 

PORTUGAL (10 YR) / EDP (BOND 10 YR) -4.87* Regime 5 110 Integration 

PORTUGAL (10 YR) / EDP (PRICE INDEX) -5.92** Regime 1 70 Integration 

PORTUGAL (10 YR) / ENERGY SECTOR 

(PT) 
-6.14*** Regime 1 71 Integration 

PORTUGAL (10 YR) / PSI 20   -6.16*** Trend 1 68 Integration 
Notes: The asterisks ***, **, * indicate statistical significance at 1%, 5% and 10%, respectively. 

Source: Own elaboration. 

 

Table 6 shows the trendless cross-correlation coefficients (𝜆𝐷𝐶𝐶𝐴), referring to the Portuguese 

and EDP stock and bond markets, from December 31, 2019, to August 10, 2020. The EDP 

financial market pairs (  BOND 10 YR) / PORTUGAL (10 YR), EDP (PRICE INDEX) / 

ENERGY SECTOR (PT), EDP (PRICE INDEX) / PSI 20, ENERGY SECTOR (PT) / PSI 20 

present the 𝜆𝐷𝐶𝐶𝐴 strong coefficients, which indicates the presence of risk transmission.  

Regarding the remaining pairs, the 𝜆𝐷𝐶𝐶𝐴 coefficients are anti-correlated, that is, there is no risk 

transmission between these markets. This evidence is relevant because the Gregory-Hansen 

integration test shows that these markets are integrated, however, the integration ratio is not 

equal to the identified risk. These findings are relevant for institutional investors, risk managers 

who seek to diversify their portfolios in these geographic markets.  
 

Table 6. Summary table of the 𝜆𝐷𝐶𝐶𝐴 coefficient peaks, in the financial markets under 

analysis, in the period from 12/31/2019 to 10/08/2020 

Index 𝜆𝐷𝐶𝐶𝐴 
Time scale 

(days) 
Trend 

EDP (BOND 10 YR) / EDP (PRICE INDEX) -0.51 n > 35 days anti-correlation 

EDP (BOND 10 YR) / ENERGY SECTOR 

(PT) 
-0.60 n > 29 days anti-correlation 

EDP (BOND 10 YR) / PSI 20 -0.48 n > 35 days anti-correlation 

EDP (BOND 10 YR) / PORTUGAL (10 YR) 0.57 n > 35 days 
Strong 

correlation 

EDP (PRICE INDEX) / ENERGY SECTOR 

(PT) 
0.76 n > 35 days 

Strong 

correlation 

EDP (PRICE INDEX) / PSI 20 0.87 n > 29 days 
Strong 

correlation 
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EDP (PRICE INDEX) / PORTUGAL (10 YR) -0.72 n > 35 days anti-correlation 

ENERGY SECTOR (PT) / PSI 20 0.71 n > 35 days 
Strong 

correlation 

ENERGY SECTOR (PT) / PORTUGAL (10 

YR) 
-0.63 n > 29 days anti-correlation 

PSI 20 / PORTUGAL (10 YR)  -0.73 n > 35 days anti-correlation 

Source: Own elaboration 

 

5.  CONCLUSION 
 

The general conclusion to be kept and sustained by the results obtained, through tests carried 

out with econometric and mathematical models, suggests that the global pandemic has an 

adverse effect on the properties of memories in these financial markets. The model shows the 

existence of long memories in these markets, suggesting that they are not efficient, which 

validates the first research question. This situation has implications for investors, since some 

returns can be expected, creating opportunities for arbitrage and abnormal earnings, contrary to 

the assumptions of the random walk and information efficiency. However, to confirm the 

inefficiency of these markets, based on our results, we must prove the existence of anomalous 

returns. In order to answer the second investigation question, we carried out the integration test 

that shows that these markets are mostly integrated. To validate whether financial integration 

results in risk transmission between the analyzed markets, we estimate the trendless cross-

correlation coefficients, which show 4 pairs of markets showing risk transmission (4 out of 10 

possible). In conclusion, the authors suggest that the implementation of efficient portfolio 

diversification strategies in these regional markets may be questionable. These conclusions also 

open space for regulators in these regional markets to take steps to ensure better information 

between these markets and international markets.  
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Abstract: This paper aims to test the efficient market hypothesis, in its weak form, in the stock 

markets of BOTSWANA, EGYPT, KENYA, MOROCCO, NIGERIA and SOUTH AFRICA, in the 

period from September 2, 2019 to September 2, 2020. In order to achieve this analysis, we 

intend to find out if: the global pandemic (Covid-19) has decreased the efficiency, in its weak 

form, of African stock markets? The results therefore support the evidence that the random walk 

hypothesis is not supported by the financial markets analyzed in this period of global pandemic. 

The values of variance ratios are lower than the unit, which implies that the yields are 

autocorrelated in time and, there is reversal to the mean, and no differences were identified 

between the stock markets analyzed. The authors consider that the results achieved are of 

interest to investors looking for opportunities for portfolio diversification in these regional 

stock markets. 

 

Keywords: Random walk, Africa stock markets, Portfolio diversification. 

 

 

1.  INTRODUCTION   

 

n recent decades, the phenomenon of globalization has accentuated the synchronizations 

between international financial markets demonstrating that the correlation between 

international financial markets has increased. If a given stock market is strongly linked to 

another country's stock market, the financial stability of the former depends in part on the 

financial stability of the second. For this reason, a close or strong link between markets 

increases the levels of vulnerability to external shocks and, consequently, influences the 

economic conditions and welfare levels of their respective countries, as well as the efficiency 

of the market itself (Alexandre, Heliodoro and Dias, 2019; Dias, da Silva and Dionysus, 2019; 

Dias, Heliodoro and Alexandre, 2019, 2020; Alexandre, Dias and Heliodoro, 2020; Heliodoro  

et al. , 2020, 2020; Heliodoro, Dias and Alexandre, 2020; Dias, Alexandre and Heliodoro, 2020, 

2020; Dias, Heliodoro, et al. , 2020, 2020a, 2020b; Dias, Sparrow,  et al. , 2020) . 

 

Stock markets in Africa are increasing interest among international investors, attracting 

significant private investment. There are currently more than twenty-nine (29) stock exchanges 

in Africa with significant disparities in market size, number of listed companies, volume of 

transactions, access to information. These institutional limitations together with the existence 

of information asymmetry, agency problems, regulatory limitations and the presence of 

financial institutions have implications for the efficient market hypothesis (HME) in these 

regional stock exchanges. (Hawaldar, Rohith, and Pinto, 2020; Lawal, Nwanji, Adama, and 
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Otekunrin, 2017; Lawal, Somoye, and Babajide, 2017; Tweneboah, Owusu, and Oseifuah, 

2019). 

 

Thus, the study aimed to test the efficient market hypothesis, in its weak form, in the stock 

markets of BOTSWANA, EGYPT, KENYA, MOROCCO, NIGERIA and SOUTH AFRICA, 

in the period from September 2, 2019 to September 2, 2020. In order to achieve this analysis, it 

is intended to find out if: the global pandemic (Covid-19) has decreased the efficiency, in its 

weak form, of the African financial markets? The results suggest that the random walk 

hypothesis is not supported by the financial markets analyzed in this period of global pandemic. 

These findings show that prices do not fully reflect the information available and that price 

changes are not i.i.d., in all markets. The high sensitivity of prices to the arrival of new 

information will be due to the climate of pessimism and uncertainty experienced by investors 

during this period of global pandemic. 

 

In terms of contributions to the existing literature, this investigation is justified due to the gaps 

in the literature on the efficient market hypothesis (HME) in the stock exchanges of the African 

continent, being the same inconclusive with hybrid evidence. In view of these facts, this study 

is justified by the need to mitigate the empirical divergences in Africa's stock markets. In 

addition, as these stock exchanges develop in the presence of imperfect information, investors, 

regulators and other participants call for transparency on the efficiency or inefficiency of these 

stock markets to avoid sharp structural breakdowns, which could cause significant losses for 

domestic and international investors operating in these regional stock markets. 

 

In terms of structure, this paper is organized into 5 sections. In addition to the current 

introduction, the section 2 presents a Literature Review with regard to articles on the random 

walk hypothesis in the African financial markets, in section 3 the methodology is described, 

and section 4 contains the data and results. Section 5 presents the general conclusions of the 

work. 

 

2.  LITERATURE REVIEW 

 

A market is designated as efficient, when all relevant information about the stock price are 

reflected in the market price. The lack of consensus among economists and financial analysts 

regarding market efficiency requires the study of the efficient market hypothesis 

(HME). Another significant reason to study market efficiency is the role of stock markets acting 

as financial intermediaries between the saver and the borrower in the distribution of scarce 

resources via the price mechanism  (Jain, 2020; Karasiński, 2020). 

 

Smith, Jefferis, and Ryoo (2002),  Simons and Laryea (2006), Obayagbona and Igbinosa  

(2015),  Kelikume  (2016),  Abakah, Alagidede, Mensah,  and  Ohene-Asare  (2018),  Hawaldar, 

Rohith,  and  Pinto  (2020) examined the random walk hypothesis in African markets by testing 

whether arbitrage levels are accentuated to the point where investors obtain anomic profitability 

without incurring additional risk. Smith, Jefferis, and Ryoo (2002)  show that stock  markets in 

Egypt,  Kenya, Morocco, Nigeria, Zimbabwe, Botswana and Mauritius show signs of (in) 

efficiency in its weak form. Simons and Laryea (2006)  show that South Africa's stock market 

is efficient, in its weak form, while the stock markets  of  Ghana, Mauritius and Egypt do not 

have random walk properties. Obayagbona  and  Igbinosa 2015) show dependence on 

profitability series and, therefore, non-randomness, validating that the Nigerian market shows 

signs of(in) efficiency, in its weak form.  Kelikume  (2016)  shows that the Nigerian stock 

market follows a random walk behavior, that is, stock prices fully reflect all the information 
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available in the market and investors are unable to obtain anomic profitability with the same 

level of risk. Abakah, Alagidede, Mensah,  and  Ohene-Asare  (2018) show that the stock 

markets of South Africa, Nigeria, Egypt, Ghana and Mauritius  follow the random  walk 

hypothesis,  while the markets of Ghana and Mauritius show evidence of some (in)efficiency, 

in its weak form. Hawaldar, Rohith, and Pinto (2020) examined the predictability of 8 African 

stock markets; the authors show that investors fail to obtain anouninous profitability, based on 

historical prices, that is, these markets are efficient, in their weak form. 

 

In summary, this work aims to contribute to the provision of information to investors and 

regulators in African financial markets, where individual and institutional investors seek to 

efficiently diversify their portfolios, in a period of uncertainty and lack of confidence arising 

from the global pandemic (Covid-19).  

 

3.  METHODOLOGY 

 

Data 

The stock markets analyzed are from BOTSWANA, EGYPT, KENYA, MOROCCO, 

NIGERIA and SOUTH AFRICA, from September 2, 2019 to September 2, 2020. The prices 

index of the markets of BOTSWANA, KENYA and NIGERIA are in Euro currency, the rest 

are in local currency. The time scales are daily and were obtained from the DataStream. 

 

Methodology 

Research will develop throughout several stages. Market graphs were made, at levels, and in 

profitability, to estimate the evolution of the markets under study. The characterization of the 

sample will be performed using descriptive statistics in order to verify whether the data follow 

a normal distribution. Por form to assess whether the time series follow a white noise (mean = 

0; constant variance), the tests of unit roots in Levin, Lin ,and Chu panel (2002),  Breitung  

(2000) will be used, which postulate the same null hypotheses. To measure the structural breaks, 

graphs of stability to the residues will be performed, as well as the test  by  Clemente et al. 

(1998) that will determine the date of the structure break. To answer the question of 

investigation  we  will use the reason method of the variance proposed by Lo and Mackinlay 

(1988) in order to evaluate the autocorrelation between the series of profitability. This is being 

classified as a parametric test. The efficient market hypothesis in its weak form establishes that 

it is not possible to predict future prices based on historical prices. The author  Rosenthal (1983)  

advocates whether a market is efficient in its weak form, then there should be no linear 

dependence between the profitability allocated both in the statistical sense (absence of 

autocorrelation) and in the economic sense (no positive profitability after considering 

transaction costs).  The Lo and Mackinlay model (1988)  defines how the 𝑃𝑡price of an asset in 

t and 𝑋𝑡 as the natural logarithm of 𝑋𝑡, the random walk hypothesis is given by: 

 

𝑋𝑡 = 𝜇 + 𝑋𝑡−1 + 𝜖𝑡                                       (1) 

 

Where 𝜇 is an arbitrary motion parameter and 𝜖𝑡 is the random error term. The authors show 

that an important characteristic of the random walk process is that the variance of increments 

increases linearly according to the observation interval. That is, the variance of 𝑋𝑡 − 𝑋𝑡−2 is 

twice the variance of 𝑋𝑡 − 𝑋𝑡−1. Thus, the validity of a random walk model can be tested by 

comparing profitability variance estimators at different frequencies. For example, the variance 

of the series of weekly yields should be five times greater than the variance of the daily yields. 

The model consists of testing whether the ratio of variance to different intervals weighted by 

their duration is equal to one. 



 

28 

4.  RESULTS 

 

Figure 1 shows the evolution of financial markets, at levels, in the period from September 2, 

2019 to September 2, 2020, which is a period of high complexity, as it crosses the global 

pandemic outbreak (Covid-19). Most markets show structural breakdowns in February and 

March 2020. 

 

Figure 1. Evolution, in levels, of the 6 stock markets, in the period from September 2, 2019 to 

September 2, 2020. 
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Figure 2 shows the evolution in profitability of the 6 financial markets under review. The 

graphical representation allows you to visualize very similar behavior patterns during the 

sampling period. However, there is a period that stands out, as patterns have been manifestly 

affected by the global pandemic (Covid-19), corresponding to February and March 2020, 

corroborated by a sharp drop in financial markets. 

 

Figure 2. Evolution, return, of the 6 stock markets, in the period from September 2, 2019 to 

September 2, 2020 
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Figure 3 shows the   averages of the 6 financial markets in an area, all of which have negative 

average yields, South Africa (-6.77E-05), Kenya (-0.000407), Morocco (-0.000504), Nigeria (-

0.000946), Egypt (-0-001006) and Botswana (-0.001470). 

 

Figure 3. Evolution of the average yields of the 6 stock markets in the period from September 

2, 2019 to September 2, 2020. 
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Figure 4 shows the standard deviations of the 6 stock markets in an area. As with averages, 

standard deviations also have very similar values in the financial markets under analysis: the 

market with the lowest standard deviation is Morocco (0.012), Egypt and Botswana (0.014), 

Nigeria (0.015), Kenya (0.016) and South Africa (0.019), concluding that Morocco is the 

financial market that shows the lowest risk when compared to the remaining markets. 

 

Figure 4. Evolution of standard deviations from the 6 stock markets in the period from 

September 2, 2019 to September 2, 2020. 
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Figure 5 shows the Skewness of the 6 financial markets under analysis and we can verify all the 

markets under analysis have negative asymmetries, The Morocco market (-2.349464) presents 

the most pronounced asymmetry, followed by Botswana (-1.572172), Egypt (-1.493110), South 

Africa (-1.184155), Nigeria (-0.867744) and Kenya (-0.760551). These findings indicate that 

the data do not follow a normal distribution (Skewness = 0). 
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Figure 5. Evolution of the Skewness of the 6 stock markets September 2, 2019 to September 

2, 2020 
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Figure 6 shows the Kurtosis of the 6 financial markets under analysis and we can see that the 

Morocco market has the sharpest kurtosis (22.43120), followed by Botswana (18.81400), South 

Africa (9.911942), Egypt (9.589017), Nigeria (8.963956) and Kenya (6.067979). These results 

confirm the assumptions that time series do not follow a normal distribution, because 

asymmetry and shorts are different from reference values (Skewness = 0; Kurtosis = 3). 
 

Figure 6. Kurtosis evolution of the 6 stock markets in the period from September 2, 2019 to 

September 2, 2020.   
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Since we are in the presence of time successions, we should study the stationary nature of the 

series relating to the 6 financial markets under analysis. To do so, we  use the tests of unitary 

roots in Levin panel, Lin, and Chu  (2002),  Breitung  (2000)   that postulate the same null 

hypotheses. The intersections of the unit root tests in panel show the temporality of the time 

series (return), that is, we are facing a white noise (mean = 0; constant variance) (see tables 1 

and 2). 

  

  



 

31 

Table 1. Levin, Lin,  and Chu parking test (2002),  applied  to the 6 stock markets,  in the 

period from September 2, 2019 to September 2, 2020.   
        
        Method   Statistic  Prob.**  

Levin, Lin  & Chu t*  -39.2723  0.0000  

        
 2nd stage Variance HAC of  Max Band-  

Series Coefficient Of Reg Dep. Lag Lag Width Note 

D(EGYPT) -0.74461 57.897 0.8347 0 15 149.0 261 

D(MOROCCO) -0.83756 45.573 2.0336 0 15 48.0 261 

D(MSCI BOTSWANA) -0.95198 3.6135 0.1632 0 15 45.0 261 

D( MSCI KENYA) -0.80425 824.10 52.884 1 15 69.0 260 

MSCI NIGERIA -0.69499 6.6073 0.4447 0 15 34.0 261 

D(SOUTH AFRICA) -1.03102 263623 4262.7 0 15 131.0 261 

 Coefficient T-Stat Reg SE mu* sig*  Note 

Pooled -0.84198 -32.990 1.007 -0.508 0.740  1565 

Note: ** Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other test 

assumes asymptotic normality. 

Source: Own elaboration 
  

Table 2. Breitung stationary test (2000) applied to  the 6  stock markets,  in the period    from 

September 2, 2019 to September 2, 2020.   

Note: ** Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests 

assume asymptotic normality. 

Source: Own elaboration 
 

Figure 7 shows the stability tests performed on stock market residues, measuring the existence 

of disturbances in variance. Additionally, when examining the graphs and the probability limits 

of 95% we verified the existence of violation of probability limits, therefore, the time series 

show an unstable behavior.  

 

Figure 7. Stability tests carried out on the residues of the 6 stock markets from September 2, 

2019 to September 2, 2020.   
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Method  Statistic Prob.** 

Breitung t-stat  -27.6141 0.0000 

     
 S.E. of    

Series Regression Lag Max Lag Note 

D(EGYPT) 9.62418 0 15 261 

D(MOROCCO) 8.87201 0 15 261 

D(MSCI BOTSWANA) 2.63127 0 15 261 

D( MSCI KENYA) 35.1423 1 15 260 

MSCI NIGERIA 3.18825 0 15 261 

D(SOUTH AFRICA) 739.088 0 15 261 

 Coefficient T-Stat Reg SE Note 

Pooled -0.68642 -27.614 0.025 1559 
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Source: Own elaboration 

 

Figure 8 shows the results of unitary root tests, with structural breaks, by Clemente et al. (1998) 

,  highlighting the existence of structural   breakdowns, mostly in March 2020,  with the 

exception of BOTSWANA and MOROCCO's stock markets, which was expected due to the 

evolution of the global pandemic (Covid-19). These findings are corroborated by  the authors 

Sansa (2020),  He, Liu, Wang, and Yu (2020), who show structural breakdowns in financial 

markets resulting from the global pandemic (Covid-19). 

 

Figure 8. Parking tests with structural breaks by Clemente et al. (1998) ,  return, referring to 

the 6  stock markets, from September 2, 2019 to September 2, 2020.   
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Table 3 presents the results of the variance ratio methodology proposed by Lo and Mackinlay 

(1988) in order  to evaluate the autocorrelation between the profitability series. In    all cases, 

statistics were calculated for 2- 16-day lags, with intervals of 1 day. Given the results obtained 

from the variance test, the random walk hypothesis is rejected in all stock indexes. The results 

support the conclusion that the random walk hypothesis is not followed   by the financial 

markets analyzed in this period of global pandemic. It is verified that profitability is 

autocorrelated in time, with reversal to the mean, because the values of variance ratios are lower 

than the unit. Given these assumptions, markets tend to react abruptly to information due to the 

uncertainty and pessimism experienced in the global economy arising from the global pandemic 

of 2020. In addition, the hypothesis of informational efficiency of financial markets may be 

called into question; these results are corroborated by the studies of the authors Aggarwal 

(2018),  Sadat and Hasan (2019). 
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Table 3. Lo and Mackinlay Variance Ratio scans, return, referring to the 6 stock markets, 

from September 2, 2019 to September 2, 2020.   
Null Hypothesis: EGYPT is a random walk  

Joint Tests Value Df Probability 

Max |z| (at period 2) 5.908907 262 0.0000 

Wald (Chi-Square) 58.26419 15 0.0000 

Individual Tests    

Period Var. Ratio Std. Error z-Statistic Probability 

2 0.634947 0.061780 -5.908907 0.0000 

3 0.463401 0.092096 -5.826492 0.0000 

4 0.318996 0.115580 -5.892052 0.0000 

5 0.292183 0.135354 -5.229391 0.0000 

6 0.273366 0.152725 -4.757804 0.0000 

7 0.242114 0.168384 -4.500925 0.0000 

8 0.208281 0.182748 -4.332289 0.0000 

9 0.194891 0.196088 -4.105846 0.0000 

10 0.171515 0.208594 -3.971757 0.0000 

11 0.163539 0.220403 -3.795149 0.0000 

12 0.156782 0.231619 -3.640545 0.0000 

13 0.142511 0.242322 -3.538636 0.0000 

14 0.146516 0.252577 -3.379107 0.0000 

15 0.136941 0.262435 -3.288663 0.0010 

16 0.137437 0.271938 -3.171908 0.0010 

 

Null Hypothesis: MOROCCO is a random walk  

Joint Tests Value Df Probability 

Max |z| (at period 2) 6.690107 262 0.0000 

Wald (Chi-Square) 66.23451 15 0.0000 

Individual Tests    

Period Var. Ratio Std. Error z-Statistic Probability 

2 0.586684 0.061780 -6.690107 0.0000 

3 0.460554 0.092096 -5.857401 0.0000 

4 0.392349 0.115580 -5.257400 0.0000 

5 0.342242 0.135354 -4.859554 0.0000 

6 0.289909 0.152725 -4.649485 0.0000 

7 0.278423 0.168384 -4.285292 0.0000 

8 0.261057 0.182748 -4.043501 0.0000 

9 0.247086 0.196088 -3.839667 0.0010 

10 0.239097 0.208594 -3.647772 0.0020 

11 0.240115 0.220403 -3.447709 0.0020 

12 0.215799 0.231619 -3.385741 0.0020 

13 0.209002 0.242322 -3.264243 0.0020 

14 0.206806 0.252577 -3.140408 0.0020 

15 0.186192 0.262435 -3.100992 0.0020 

16 0.183582 0.271938 -3.002220 0.0020 

 

Null Hypothesis: MSCI BOTSWANA is a random walk  

Joint Tests Value Df Probability 

Max |z| (at period 2) 7.520763 262 0.0000 

Wald (Chi-Square) 69.48825 15 0.0000 

Individual Tests    

Period Var. Ratio Std. Error z-Statistic Probability 

2 0.535366 0.061780 -7.520763 0.0000 

3 0.382044 0.092096 -6.709874 0.0000 

4 0.314353 0.115580 -5.932220 0.0000 

5 0.232792 0.135354 -5.668172 0.0000 

6 0.217761 0.152725 -5.121885 0.0000 

7 0.196126 0.168384 -4.774039 0.0000 

8 0.167817 0.182748 -4.553709 0.0000 

9 0.167447 0.196088 -4.245806 0.0000 
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10 0.155706 0.208594 -4.047548 0.0000 

11 0.152728 0.220403 -3.844198 0.0000 

12 0.142877 0.231619 -3.700582 0.0000 

13 0.139674 0.242322 -3.550342 0.0000 

14 0.137687 0.252577 -3.414063 0.0010 

15 0.132647 0.262435 -3.305025 0.0010 

16 0.135084 0.271938 -3.180562 0.0020 

 

Null Hypothesis: MSCI KENYA is a random walk  

Joint Tests Value Df Probability 

Max |z| (at period 3) 5.277858 262 0.0000 

Wald (Chi-Square) 39.32152 15 0.0020 

Individual Tests    

Period Var. Ratio Std. Error z-Statistic Probability 

2 0.735058 0.061780 -4.288466 0.0000 

3 0.513928 0.092096 -5.277858 0.0000 

4 0.403069 0.115580 -5.164648 0.0000 

5 0.342786 0.135354 -4.855532 0.0000 

6 0.319032 0.152725 -4.458795 0.0000 

7 0.282944 0.168384 -4.258443 0.0000 

8 0.238923 0.182748 -4.164619 0.0000 

9 0.195251 0.196088 -4.104010 0.0000 

10 0.163245 0.208594 -4.011405 0.0000 

11 0.165467 0.220403 -3.786402 0.0000 

12 0.162855 0.231619 -3.614325 0.0010 

13 0.156251 0.242322 -3.481936 0.0020 

14 0.150508 0.252577 -3.363303 0.0020 

15 0.143493 0.262435 -3.263698 0.0020 

16 0.139327 0.271938 -3.164959 0.0020 
 

Null Hypothesis: MSCI NIGERIA is a random walk  

     
     Joint Tests Value Df Probability 

Max |z| (at period 2) 6.071336 262 0.0000 

Wald (Chi-Square) 46.99429 15 0.0000 

Individual Tests    

Period Var. Ratio Std. Error z-Statistic Probability 

2 0.624912 0.061780 -6.071336 0.0000 

3 0.500639 0.092096 -5.422151 0.0000 

4 0.411376 0.115580 -5.092779 0.0000 

5 0.327961 0.135354 -4.965062 0.0000 

6 0.297397 0.152725 -4.600450 0.0000 

7 0.270783 0.168384 -4.330669 0.0000 

8 0.259779 0.182748 -4.050492 0.0000 

9 0.250484 0.196088 -3.822339 0.0010 

10 0.236718 0.208594 -3.659174 0.0010 

11 0.214111 0.220403 -3.565696 0.0010 

12 0.202486 0.231619 -3.443222 0.0020 

13 0.184131 0.242322 -3.366882 0.0030 

14 0.183598 0.252577 -3.232295 0.0040 

15 0.177792 0.262435 -3.133000 0.0050 

16 0.174375 0.271938 -3.036078 0.0060 

 

Null Hypothesis: SOUTH AFRICA is a random walk  

     
     Joint Tests Value Df Probability 

Max |z| (at period 2) 7.221207 262 0.0000 

Wald (Chi-Square) 72.85562 15 0.0000 

Individual Tests    

Period Var. Ratio Std. Error z-Statistic Probability 

2 0.553872 0.061780 -7.221207 0.0000 
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3 0.357850 0.092096 -6.972574 0.0000 

4 0.283339 0.115580 -6.200557 0.0000 

5 0.242820 0.135354 -5.594086 0.0000 

6 0.235615 0.152725 -5.004983 0.0000 

7 0.195174 0.168384 -4.779692 0.0000 

8 0.181556 0.182748 -4.478529 0.0000 

9 0.174921 0.196088 -4.207687 0.0000 

10 0.149669 0.208594 -4.076489 0.0000 

11 0.139269 0.220403 -3.905264 0.0000 

12 0.131730 0.231619 -3.748706 0.0000 

13 0.132851 0.242322 -3.578502 0.0000 

14 0.114623 0.252577 -3.505380 0.0000 

15 0.114850 0.262435 -3.372839 0.0000 

16 0.116130 0.271938 -3.250261 0.0000 

Source: Own elaboration 
 

5. CONCLUSIONS 

 

The general conclusion that we can retain, given the results obtained, through tests performed 

with econometric and mathematical models, that the indices of African markets do not follow 

the random walk hypothesis in this period of the global pandemic. The results suggest that the 

ratios of variances are lower than the unit, which implies that the yields are autocorrelated in 

time and, there is reversal to the mean. The authors show that the high sensitivity of prices to 

the arrival of new information will be due to the climate of pessimism and uncertainty 

experienced by investors during this period of global pandemic. 

 

LITERATURE 

 

Abakah, E. J.A. et al. (2018) 'Non-linear approach to Random Walk Test in selected African 

countries', International Journal of Managerial Finance. doi: 10.1108/IJMF-10-2017-

0235. 

Aggarwal, D. (2018) 'Random walk model and asymmetric effect in Korean composite stock 

price index', Afro-Asian J. of Finance and Accounting. doi: 10.1504/aajfa.2018.10009906. 

Alexandre, P., Dias, R. and Heliodoro, P. (2020) 'EUROPEAN FINANCIAL MARKET 

INTEGRATION: A CLOSER LOOK AT GOVERNMENT BONDS IN EUROZONE 

COUNTRIES', Balkans Journal of Emerging Trends in Social Sciences. doi: 

10.31410/balkans.jetss.2020.3.1.78-86. 

Alexandre, P., Heliodoro, P. and Dias, R. (2019) 'THE CONTAGION EFFECT IN EUROPE: 

A DCC GARH APPROACH', in 5th LIMEN Conference Proceedings (part of LIMEN 

conference collection). doi: 10.31410/limen.2019.73. 

Breitung, J. (2000) 'The local power of some unit root tests for panel data', Advances in 

Econometrics. doi: 10.1016/S0731-9053(00)15006-6. 

Clemente, J., Montañés, A. and Reyes, M. (1998) 'Testing for a unit root in variables with a 

double change in the mean', Economics Letters, 59(2), pp. 175–182. doi: 10.1016/S0165-

1765(98)00052-4. 

Dias, R., Heliodoro, P., et al. (2020a) 'FINANCIAL MARKET INTEGRATION OF ASEAN-

5 WITH CHINA: AN ECONOPHYSICS APPROACH', in 4th EMAN Conference 

Proceedings (part of EMAN conference collection). doi: 10.31410/eman.2020.17. 

Dias, R., Sparrow, P., et al. (2020) 'Financial Market Integration of ASEAN-5 with China', 

Littera Scripta. doi: 10.36708/littera_scripta2020/1/4. 

Dias, R., Heliodoro, P., et al. (2020b) 'THE SHOCKS BETWEEN OIL MARKET TO THE 

BRIC STOCK MARKETS: A GENERALIZED VAR APPROACH', in 4th EMAN 

Conference Proceedings (part of EMAN conference collection). 



 

36 

Dias, R., Alexandre, P. and Heliodoro, P. (2020) 'Contagion in the LAC Financial Markets: The 

Impact of Stock Crises of 2008 and 2010', Littera Scripta. doi: 

10.36708/littera_scripta2020/1/3. 

Dias, R., Heliodoro, P. and Alexandre, P. (2019) 'RISK TRANSMISSION AMONG STOCK 

MARKETS IN LAC REGION: FINANCIAL CRISES IMPACT', in 5th LIMEN Selected 

Papers (part of LIMEN conference collection). doi: 10.31410/limen.s.p.2019.91. 

Dias, R., Heliodoro, P. and Alexandre, P. (2020) 'Efficiency of Asean-5 Markets: An Detrended 

Fluctuation Analysis', Mednarodno inovativno poslovanje = Journal of Innovative 

Business and Management. doi: 10.32015/jibm.2020.12.2.13-19. 

Dias, R., da Silva, J. V. and Dionísio, A. (2019) 'Financial markets of the LAC region: Does 

the crisis influence the financial integration?', International Review of Financial Analysis. 

Elsevier, 63(January), pp. 160–173. doi: 10.1016/j.irfa.2019.02.008. 

Hawaldar, I. T., Rohith, B. and Pinto, P. (2020) 'Testing of Weak Form of Efficient Market 

Hypothesis: Evidence from the Bahrain Bourse', SSRN Electronic Journal. doi: 

10.2139/ssrn.3504485. 

He, Q. et al. (2020) 'The impact of COVID-19 on stock markets', Economic and Political 

Studies. doi: 10.1080/20954816.2020.1757570. 

Heliodoro, P. et al. (2020) 'INTEGRATION IN BRIC STOCK MARKETS: AN EMPIRICAL 

ANALYSIS', in 4th EMAN Selected Papers (part of EMAN conference collection). doi: 

10.31410/eman.s.p.2020.33. 

Heliodoro, P., Dias, R. and Alexandre, P. (2020) 'FINANCIAL CONTAGION BETWEEN 

THE US AND EMERGING MARKETS: COVID-19 PANDEMIC CASE', in 4th EMAN 

Selected Papers (part of EMAN conference collection). doi: 10.31410/eman.s.p.2020.1. 

Jain, E. (2020) 'Empirically testing weak form efficiency of Indian stock market: Pre and post 

demonetization', International Journal of Scientific and Technology Research. 

Karasiński, J. (2020) 'The Changing Efficiency of the European Stock Markets', Annales 

Universitatis Mariae Curie-Skłodowska, sectio H – Oeconomia. doi: 

10.17951/h.2020.54.1.41-51. 

Kelikume, I. (2016) 'New evidence from the efficient market hypothesis for the Nigerian stock 

index using the wavelet unit root test approach', The Journal of Developing Areas. doi: 

10.1353/jda.2016.0041. 

Lawal, A. I. et al. (2017) 'Examining the Nigerian stock market efficiency: Empirical evidence 

from wavelet unit root test approach', Journal of Applied Economic Sciences. 

Lawal, A. I., Somoye, R. O. and Babajide, A. A. (2017) 'Are African stock markets efficient? 

Evidence from wavelet unit root test for random walk', Economics Bulletin. 

Levin, A., Lin, C. F. and Chu, C. S. J. (2002) 'Unit root tests in panel data: Asymptotic and 

finite-sample properties', Journal of Econometrics. doi: 10.1016/S0304-4076(01)00098-

7. 

Lo, A. W. and MacKinlay, A.C. (1988) 'Stock Market Prices Do Not Follow Random Walks: 

Evidence from a Simple Specification Test', Review of Financial Studies. doi: 

10.1093/rfs/1.1.41. 

Obayagbona, J. and Igbinosa, S. O. (2015) 'Test of Random Walk Hypothesis in the Nigerian 

Stock Market', Current Research Journal of Social Sciences. doi: 10.19026/crjss.7.5220. 

Rosenthal, L. (1983) 'An empirical test of the efficiency of the ADR market', Journal of Banking 

& Finance. North-Holland, 7(1), pp. 17–29. doi: 10.1016/0378-4266(83)90053-5. 

Sadat, A. R. and Hasan, M. E. (2019) 'Testing Weak Form of Market Efficiency of DSE Based 

on Random Walk Hypothesis Model: A Parametric Test Approach', International Journal 

of Accounting and Financial Reporting. doi: 10.5296/ijafr.v9i1.14454. 

Sansa, N. A. (2020) 'The Impact of the COVID-19 on the Financial Markets: Evidence from 

China and USA', SSRN Electronic Journal. doi: 10.2139/ssrn.3567901. 



 

37 

Simons, D. and Laryea, S. (2006) 'Testing the Efficiency of Selected African Stock Markets', 

Finance India. doi: 10.1.467.7105. 

Smith, G., Jefferis, K. and Ryoo, H. J. (2002) 'African stock markets: Multiple variance ratio 

tests of random walks', Applied Financial Economics. doi: 10.1080/09603100010009957. 

Tweneboah, G., Owusu, P. and Oseifuah, E. K. (2019) 'Integration of major African stock 

markets: Evidence from multi-scale wavelets correlation', Academy of Accounting and 

Financial Studies Journal. 
 



 

 

 



 

39 

THE IMPACT OF COVID-19 ON EXCHANGE RATE VOLATILITY: 

AN ECONOPHYSICS APPROACH 

 
Rui Dias1  

Hortense Santos2  

 

DOI: 

 

 

Abstract: This paper aims to analyze the efficiency, in its weak form, between exchange rates, 

US-RMB, US-EUR, US-JPY, US-MYR, US-PHP, US-SGD, US-THB, US-CHF, US-GBP, in the 

period from July 1, 2019 to October 27, 2020.  To perform this analysis, different approaches 

were undertaken to assess whether: (i) the impact of the global pandemic created long 

memories in international foreign exchange markets? The results of the exponents Detrended 

Fluctuation Analysis (DFA) show that the exchange rates US-THB (0.60), US-MYR (0.59), US-

SGD (0. 59), present long memories, to a lesser extent the exchange pairs US-GBP (0.56), US-

EUR (0.53). On the other side, exchange rates US-RMB (0. 47), US-JPY (0. 43), US-CHF (0. 

46), US-PHP (0. 38) show anti persistence, while the Detrended cross-correlation coefficient 

 (𝑝𝐷𝐶𝐶𝐴) results show 19 average correlation coefficients (≌ 0.333 → ≌ 0.666), 10 weak 

correlation coefficient (≌    0,000 → ≌ 0.333), 7 strong non-trend cross correlation coefficients 

(0.666→ ≌ 1,000). In conclusion, we show that the exchange pairs analyzed show some 

predictability, that is, there are levels of arbitrage that can be explored by investors; we also 

found that the exchange rates analyzed have characteristics of diversification, due to the low 

autocorrelation between markets. The objective of this study was not to analyze abnormal 

profitability by investors without incurring additional risk. 

 

Keywords: Covid-19; exchange rates; efficiency; arbitration; portfolio diversification. 

 
 

1.  INTRODUCTION 

 

lobalization has accentuated the synchronization swells between international financial 

markets, demonstrating that the correlation between international financial markets has 

increased, particularly in times of extreme volatility. If a stock market in one country is 

integrated into another country's stock market, the financial stability of the former depends in 

part on the financial stability of the second. From the investor's point of view, knowledge of the 

form and intensity of interdependence between different financial markets is vital for efficient 

hedging decision-making, in order to minimize the adverse effect of uncertainty on expected 

return on investments. Likewise, the understanding of interdependence relations between 

international stock markets facilitates the identification of opportunities for diversification 

(Alexandre, Heliodoro and Dias, 2019; Dias, da Silva, and Dionysus, 2019; Dias, Heliodoro 

and Alexandre, 2019, 2020; Alexandre, Dias and Heliodoro, 2020; Heliodoro  et al. , 2020, 

2020; Heliodoro, Dias and Alexandre, 2020; Dias, Alexandre and Heliodoro, 2020, 2020; Dias, 

Heliodoro,  et al. , 2020, 2020a, 2020b; Dias, Sparrow,  et al. , 2020) . 
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According to the authors Huang and Zhang (2019) the wealth that an entity has is usually 

composed of several assets or evaluated by different currencies, whose value depends on the 

fluctuation of exchange rates. The analysis of exchange rate dynamics concerns market agents, 

including individual investors, institutional investors, risk managers due to currency shocks, 

and their impact on the real value of assets. 

 

Speculation in financial markets has been a process that aims to discover asset prices by 

investors in international financial markets. However, measures taken to mitigate this 

speculation have significantly reduced informational efficiency in foreign exchange markets. In 

view of these events this paper aims to test the efficiency, in its weak form, between the foreign 

exchange markets, US-RMB, US-EUR, US-JPY, US-MYR, US-PHP, US-SGD, US-THB, US-

CHF, US-GBP. To perform this analysis, different approaches were undertaken to assess 

whether: (i) the global pandemic promoted in (efficiency) in international foreign exchange 

markets? The results suggest that many foreign exchange markets are integrated (63 out of 90 

possible), which could question portfolio diversification. The results of the exponents 

Detrended Fluctuation Analysis (DFA) show that the foreign exchange markets reject, in most 

cases, the random walk hypothesis. These findings have implications for investors, as some 

profitability can be expected, creating opportunities for arbitration and abnormal income. 

 

This research adds relevant contributions to the literature. The most relevant contribution is 

related to the study of the reversal of the average in the international exchange markets, aiming 

to understand the different predictability between them, in the context of the global pandemic 

(Covid-19). As far as  we know the authors  Ning, Wang,  and  Su  (2017),  Matebejana, 

Motlaleng,  and  Juana  (2017),  Njindan Iyke  (2019),  Chaudhry, Hanif, Hassan,  and  Chani  

(2019), analyzed the reversal to the average in the foreign exchange markets, testing the random 

walk and, efficient market hypotheses, in its weak form, but the research questions, the markets 

analyzed, the sampling period, and the estimation models were different from the following in 

this trial.  

 

In terms of structure this paper is organized in 5 sections. Section 2 presents a Literature Review 

regarding articles on the random walk hypothesis in international foreign exchange markets. 

Section 3 describes the methodology and data. Section 4 contains the results. Section 5 

concludes. 

 

2.  LITERATURE REVIEW 

 

Different studies have addressed the issue of market efficiency, analyzing the hypothesis of 

predictability of profitability, through the analysis of patterns of reversal to the average of stock 

prices, inspired by the seminal works of Poterba  and  Summers (1988), stock markets, on time 

horizons of more than one year. 

 

Chiang, Lee, Su, and  Tzou  (2010),  Sheik and Banu (2015), Palma and Sartoris (2016) tested 

the efficient market hypothesis (HME) in international foreign exchange markets. Chiang, Lee, 

Su, and Tzou (2010)  show that the foreign exchange markets of Japan, South Korea and the 

Philippines are efficient in their weak form, while in the Taiwan exchange market the random 

walk hypothesis is rejected. The authors  Sheik and Banu (2015) tested market efficiency, in its 

weak form, in the exchange rates of China, Indonesia, and the U.S. in relation to the Indian 

rupee, showing that the exchange rates analyzed follow the random walk hypothesis, that is, 

investors will have many difficulties in obtaining anomic yields without incurring additional 

risk. The authors Palma and Sartoris (2016) examined the hypothesis of market efficiency, in 
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its weak form, in the Brazilian foreign exchange market, showing that the exchange rates 

analyzed do not follow the random walk hypothesis, that is, investors will be able to obtain 

abnormal yields if they adjust their trading strategies. 

 

Olufemi et al. (2017),  Chaudhry et al. (2019)  examined the random walk hypothesis in the 

exchange rates of several countries. Olufemi et al. (2017) examined the efficiency, in its weak 

form, in the foreign exchange markets of 10 countries in sub-Saharan Africa against the US 

dollar. The authors show the presence of long memories, and that the random walk hypothesis 

is rejected at all exchange rates, evidencing that time series are not independent and identically 

distributed (i.i.d.). Chaudhry et al. (2019)  tested the random walk hypothesis in the exchange 

rates JPY/PKR, CHF/PKR, GBP/PKR, USD/PKR; the authors show the market efficiency, i.e., 

investors may have difficulty obtaining abnormal yields due to the arbitrage levels being very 

low. 

 

In summary, this work aims to contribute to the provision of information to investors and 

regulators in the international exchange markets, where individual and institutional investors 

seek to efficiently diversify their portfolios, in a period of uncertainty and lack of confidence 

arising from the global pandemic (Covid-19). 

 

3.  METHODOLOGY 

 

Data 

The data used for the preparation of this research were exchange rates, US-RMB (US-China), 

US-EUR (US-ZONE Europe), US-JPY (US-Japan), US-MYR (US-Malaysia) US-PHP (US-

Philippines), US-SGD (US-Singapore), US-THB (US-THAILAND), US-CHF (US-

Switzerland), US-GBP (US-UK). The sample comprises the period from December 1, 2019 to 

October 27, 2020, and the data were extracted from the Thomson Reuters platform. 

 

Methodology 
The development of the research took place through several stages. In a first phase we chart the 

evolution of exchange rates in levels and returns. The characterization of the sample used was 

made through descriptive statistics, the adherence test of Jarque and Bera (1980), as well as 

quantiles graphs. To answer the first research question, we will use the Detrended Fluctuation 

Analysis (DFA) methodology. DFA is an analysis method that examines temporal dependence 

on non-stationary data series. This technique by assuming that time series are non-stationary 

avoids spurious results when the analysis focuses on the relationships of the data series in the 

long term. This methodology was developed by  Peng et al. (1994), having the same its origin 

in the study of the behavior of  DNA. Later this method was used to examine the behavior of 

financial series. DFA has the following interpretation: 0 < 𝛼 < 0,5 : anti-persistent series; 𝛼 =
0,5  series features random walk; 0,5 < 𝛼 < 1 persistent series. The function  of this technique 

is to examine the relationship between values 𝑥𝑘 and 𝑥𝑘+𝑡 in differentiated moments  (Sukpitak 

and  Hengpunya, 2016; Guedes, Dionysus, Ferreira, and  Zebende, 2017). Contemplate the 

dataset 𝑥𝑘 with 𝑘 =  1, . . . , 𝑡 equidistant observations. DFA's first step is the construction of a 

new series: 

 

𝑥(𝑡) = ∑ 𝑥𝑘
𝑡
𝑘=1                                                        (1) 

 

The second step is to obtain the trend,  𝑧(𝑡) of each fraction through the least squares method, 

obtaining the subtracted series from the trend (detrended), i.e.  
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𝑥𝑠(𝑡)  =  𝑥(𝑡)  −  𝑧(𝑡)                                                          (2) 

 

The original application  assumes  that the trend present in each of the boxes is a linear trend, 

𝑍(𝑡)  = 𝑎𝑡 +  𝑏i.e. subsequent applications indicate that it is likely to contain other polynomian 

tendencies,  (Kantelhardt,  Koscielny-Bunde, Rego, Havlin, and Bunde, 2001). For each box, 

the value of the trend equation is obtained by the least squares method and later the root of the 

mean square deviation between the series is estimated 𝑥(𝑡) and,  𝑍(𝑡) being given the  DFA 

function by: 

 

𝐹(𝑠) = √ 
1

2𝑁
 ∑ [𝑥𝑠(𝑡)]22𝑁

𝑡=1                                         (3) 

 

Estimating the average 𝐹(𝑠) for all centralized boxes in 𝑠 generates the value of fluctuations 
⟨𝐹 (𝑠)⟩   depending  on 𝑠.  This estimation will be repeated to all the distinct values of s, waiting 

for a process of a power-law, that is: 

 

⟨𝐹 (𝑠)⟩~ 𝑠𝛼𝛼                         (4) 

 

To answer the second research question, we will use the Detrended cross-correlation coefficient 

models,  𝑝𝐷𝐶𝐶𝐴. The cross-correlation coefficient depends on the length of the box 𝑠 (time 

scale). One of the advantages of this cross-correlation coefficient is centered on the possibility 

of measuring the correlations between two non-stationary time series at different time scales. 

The DCCA cross-correlation  coefficient varies  within the logical range -1 ≤ ρDCCA ≤ 1  

where 1 means perfect cross correlation, -1 means perfect cross-correlation and 0 means that 

there is no correlation (Podobnik  and  Stanley, 2008). Table 1 shows the interpretation of the 

exponent. 𝑝𝐷𝐶𝐶𝐴 

 

Table 1. Detrended cross-correlation coefficient,  𝑝𝐷𝐶𝐶𝐴. 

Weak Medium Strong 

≌ 0,000 → ≌ 0.333 ≌ 0.333 → ≌ 0.666 ≌ 0.666 → ≌ 1,000 

Source: Own elaboration 
 

4.  RESULTS 

 

Figure 1 shows the fluctuations, in levels, of the exchange markets, US-RMB (US-China), US-

EUR (US-ZONE Europe), US-JPY (US-Japan), US-MYR(US-Malaysia), US-PHP (US-

Philippines), US-SGD (US-Singapore), US-THB (US-THAILAND), US-CHF (US-

Switzerland), US-GBP-GBP-(US-UK). The sample comprises the time horizon from July 1, 

2019 to October 27, 2020, and it is a period of great complexity, due to understanding the global 

pandemic (Covid-19). The exchange rates analyzed clearly show the instability experienced in 

these markets in the first quarter of 2020. 
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Figure 1. Evolution, in levels, of exchange rates, in the period from July 1, 2019 to October 

27, 2020. 
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Note: Thomson Reuters, July 1, 2019, 348-point data. 

Source: Own elaboration 
 

Figure 2 shows the evolutions, return, of the exchange markets under analysis, and we can see 

that exchange rates have a relatively high dispersion around the average, as well as a 

relatively synchronized behavior between the data series. Through graphical analysis, high 

volatility is observed in the first quarter of 2020. 
 

Figure 2. Evolution, return, exchange rates, from July 1, 2019 to October 27, 2020. 
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Figure 3 shows the average exchange rate yields, and we can verify that exchange pairs US-

RMB (6.21E-05), US-EUR (0.000127), US-JPY (0.000109), US-PHP (0.000159), US-CHF 

(0.0.000240), US-GBP (9.08E-05), have positive average yields, while exchange rates US-

MYR (-1.81E-05), US-SGD (-1.06E-05), US-THB (-5.26E-05) show negative averages. 

 

Figure 3.  Evolution of average exchange rate yields from July 1, 2019 to October 27, 2020. 
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Source: Own elaboration 

 

Figure 4 shows the standard deviations of the 9 exchange rates in analysis. As with averages, 

standard deviations also have very similar values, the exchange pairs that present the sharpest 

standard deviations are the US-GBP (0.006499), US-JPY (0.005227) rates. Exchange pairs US-

CHF (0.004223), US-EUR (0.004204), US-PHP (0.003010), US-THB (0.002 999), US-MYR 

(0.002903), US-RMB (0.002750) US-SGD (0.002698) have less pronounced standard 

deviations. 
 

Figure 4. Evolution of standard deviations in exchange rates from July 1, 2019 to October 27, 

2020. 
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Source: Own elaboration 

 

 Figure 5 shows the Skewness of the 9 exchange pairs, and we can verify that most, exchange 

rates show negative asymmetries, US-JPY (-0.788139), US-RMB (-0.64 4040), US-THB (-

0.627525), US-PHP (-0.472917), US-GBP (-0.441958), US-SGD (-0.392 762), US-EUR (-

0.282775), US-CHF (-0.154701), except for exchange pair US-MYR (0.088298). These results 

indicate that the data do not follow a normal distribution (Skewness = 0). 
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Figure 5. Evolution of skewness of exchange rates from July 1, 2019 to October 27, 2020. 
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Source: Own elaboration 

 

Figure 6 shows the Kurtosis of the US-RMB (US-China), US-EUR (US-EURO-Europe), US-

JPY (US-Japan) exchange markets, US-MYR (US-MALAYSIA), US-PHP (US-Philippines), 

US-SGD (US-Singapore), US-THB (US-THAILAND), US-CHF (US-Switzerland), US-GBP 

(US-GBP).  Based on the results the time series do not follow normal distributions, represented 

by US-JPY (13.94465), US-RMB (9.134370), US-GBP (7.168678), US-MYR (5.839833), US-

SGD (5.SGD 663754), US-EUR (5.469931), US-THB (5.362836), US-CHF (4.809015), US-

PHP (4.412797). These results confirm the assumptions that time series do not follow a normal 

distribution, because asymmetry and shorts are different from reference values (Skewness = 0; 

Kurtosis = 3). 
 

Figure 6. Evolution of exchange rate kurtosis from July 1, 2019 to October 27, 2020. 
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The graphs of quants show that the distribution of profitability rates are leptokurtic and 

asymmetric or biased. The distribution is leptokurtic because the graph is shaped like "S", on 

the 45º line, and is asymmetric because the "S" is not symmetrical on the line, evidencing the 

existence of nonlinear relationships (see figure 7). 
 

Table 2 shows the results of the exponents Detrended Fluctuation Analysis (DFA), and we 

found that the exchange rates US-THB (0.60), US-MYR (0.59), US-SGD (0.59), present long 

memories, and to a lesser extent the exchange pairs US-GBP (0.56), US-EUR (0.53). On the 

other side, exchange rates US-RMB (0. 47), US-JPY (0. 43), US-CHF (0. 46), US-PHP (0. 38)  

show anti persistence. These findings show that foreign exchange markets have some 

predictability, i.e., investors may have abnormal gains without incurring additional risk. These 

results are partially corroborated by the authors  (Palma & Sartoris, 2016),  Olufemi et al. (2017) 
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who tested the hypothesis of market efficiency (HME) in several foreign exchange markets, 

evidencing  that  the  hypothesis of random  walk  and informational efficiency is rejected. 
 

Figure 7. Graphs of the 9 exchange rates from July 1, 2019 to October 27, 2020. 
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Table 2.  DFA exponent for return. The values of the linear adjustments always had > 

0.99𝛼𝐷𝐹𝐴𝑅2 

Index Exponent DFA (Covid-19) 

US/RMB 0.47 ≌ 0.0135 

US/EUR 0.53 ≌ 0.0236 

US/JPY 0.43 ≌ 0.0768 

US/MYR 0.59 ≌ 0.0169 

US/PHP 0.38 ≌ 0.0242 

US/SGD 0.59 ≌ 0.0159 

US/CHF 0.46 ≌ 0.0389 

US/THB 0.60 ≌ 0.0035 

US/GBP 0.56 ≌ 0.0452 

Note: The hypotheses are:  𝐻0α = 0.5 and:  𝐻1α ≠ 0.5 

Source: Own elaboration 

 

Table 3 shows the results of Detrended cross-correlation coefficient  (pDCCA)for exchange 

rates US-RMB (US-China), US-EUR (US-Zone Europe), US-JPY (US-Japan), US-MYR (US-

Malaysia), US-PHP (US-Philippines), US-SGD (US-Singapore), US-THB (US-Thailand), US-

CHF (US-Switzerland), US-GBP (US-UK). The 𝑟ℎ𝑜𝐷𝐶𝐶𝐴 show 19 average correlation 

coefficients (≌ 0.333 → ≌ 0.666), 10 weak correlation coefficients (≌    0,000 → ≌ 0.333), 7 

strong trendless cross-correlation coefficients (0.666 → ≌ 1,000). These findings show that the 

exchange rates analyzed have characteristics of diversification, due to the low autocorrelation 

between markets.   
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Table 3.  Table summary of   𝑟ℎ𝑜𝐷𝐶𝐶𝐴  coefficients  for   the 9 exchange rates from July 1, 

2019 to October 27, 2020. 

Index 𝑟ℎ𝑜𝐷𝐶𝐶𝐴 Time scale (days) Trend 

US-RMB / US-EUR  0.28 n > 19 days Weak 

US-RMB / US-JPY  0.12 n > 37 days Weak 

US-RMB /US-MYR 0.60 n > 18 days Medium 

US-RMB / US-PHP 0.35 n > 12 days Medium 

US-RMB / US-SGD 0.52 n > 13 days Medium 

US-RMB /US-CHF 0.17 n > 17 days Weak 

US-RMB /US-THB 0.27 n > 10 days Weak 

US-RMB / US-GBP 0.34 n > 17 days Medium 

US-EUR / US-JPY  0.56 n > 13 days Medium 

US-EUR / US-MYR 0.54 n > 14 days Medium 

US-EUR / US-PHP 0.14 n > 10 days Weak 

US-EUR / US-SGD 0.71 n > 12 days Strong 

US-EUR / US-CHF 0.82 n > 8 days Strong 

US-EUR / US-THB 0.42 n > 14 days Medium 

US-EUR / US-GBP 0.71 n > 12 days Strong 

US-JPY / US-MYR 0.21 n > 12 days Weak 

US-JPY / US-PHP 0.16 n > 10 days Weak 

US-JPY / US-SGD 0.41 n > 13 days Medium 

US-JPY / US-CHF 0.70 n > 16 days Strong 

US-JPY/ US-THB 0.20 n > 12 days Weak 

US-JPY / US-GBP 0.41 n > 8 days Medium 

US-MYR / US-PHP 0.39 n > 15 days Medium 

US-MYR / US-SGD 0.76 n > 16 days Strong 

US-MYR /US-CHF 0.41 n > 11 days Medium 

US-MYR /US-THB 0.39 n > 13 days Medium 

US-MYR / US-GBP 0.52 n > 12 days Medium 

US-PHP / US-SGD 0.42 n > 9 days Medium 

US-PHP / US-CHF 0.06 n > 14 days Weak 

US-PHP/ US-THB 0.29 n > 13 days Weak 

US-PHP / US-GBP 0.34 n > 26 days Medium 

US-SGD / US-CHF 0.67 n > 24 days Strong 

US-SGD/ US-THB 0.55 n > 20 days Medium 

US-SGD / US-GBP 0.70 n > 10 days Strong 

US-CHF/ US-THB 0.48 n > 11 days Medium 

US-CHF / US-GBP 0.59 n > 8 days Medium 

US-THB / US-GBP 0.36 n > 15 days Medium 

Source: Own elaboration 

 

5.  CONCLUSIONS 

 

The general conclusion to be withheld and sustained in the results obtained, through tests carried 

out with econophysical models show that the global pandemic of 2020 affected the memory 



 

48 

properties of these exchange markets. The results indicate that markets have persistence and 

long memories, implying that investors will be able to achieve anomic yields without incurring 

additional risk. Most 𝑟ℎ𝑜𝐷𝐶𝐶𝐴 of them show medium and low correlation coefficients, which 

shows that the implementation of portfolio diversification strategies may be feasible. We can 

conclude that although the random walk hypothesis has been rejected in all markets, the 

essential condition of diversification and coverage in these foreign exchange markets can be 

exploited by international investors in order to maximize the profitability of their portfolios, as 

well as mitigate the risk arising from the uncertainty and pessimism that was present in 2020 in 

the international financial markets. 
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Abstract: Health crises have an impact on supply chains, mainly by disrupting their regular 

activities. In this research, the authors have analyzed the impact that the Covid-19 pandemic 

has made on business relationships between supply chain partners in the automotive industry 

and their suppliers, which are mostly from territories where the initial outbreak of the SARS 

COV 2 virus occurred. The analysis shows that in some cases, there is a strong dependency 

between the pandemic and production levels. Being dependent prevents supply chains from 

maintaining stability and causes system vulnerabilities. The authors conclude their work with 

a thesis on the pronounced impact of the current pandemic on automotive supply chain 

activities. For the analysis to be complete, it is necessary to monitor changes in production 

levels further, since data for the current year still does not provide a realistic insight into all 

the consequences at the supply chain level. 

 

Keywords: Supply chains, Covid-19, Automotive industry, Production levels. 

 

 

INTRODUCTION 
 

he emergence of a new virus, SARS-CoV-2, which caused the Covid-19 pandemic, has 

greatly changed the opportunities on the global market. Its appearance in the province 

of Hubei in China caused great fear around the world. The spillover effect occurred very 

quickly, and other countries became active participants in solving the problem, which in the 

meantime grew to the level of a pandemic. 

  

Based on various researches on the impacts of the current pandemic on different industry 

branches, an imposed assumption is that the most pronounced impact is in the domain of the 

automotive industry. In his paper, the author Shuichi Ishida observes the impact on various 

industry branches and concludes that the great dependency of production levels in the 

automotive industry and the current pandemic can be explained through business relations 

between the world's largest manufacturers and their main suppliers. Until just before COVID-

19 appeared, most of the world’s major automotive manufacturers were sourcing 30–60% of 

their components, including modules and subassemblies from China (Ishida, 2020, p.147). Due 

to the great importance of this topic, the paper will focus on examining the impact of the 

pandemic on production activities in global chains, and on understanding the consequences and 

trends. The context in which business takes place today sets a number of limitations, and various 

indicators point to pessimistic assessments of economic factors whose influence creates trends 

in the global environment. Based on aggregating industry-level shocks, the OECD estimates a 

drop in immediate GDP of around 25 per cent (Rio-Chanona, Mealy, Pichler, Lafond & Farmer, 

2020, p.98). This research aims to examine the possibilities of global supply chains in the 
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automotive industry, and their ability to continue activities despite bad trends. The results of a 

study by the Institute for Supply Management indicated a serious deterioration in supply chain 

performances in the ongoing pandemic. In his research proposal, Anne Stall presents a sample 

of 600 manufacturers, who mostly based their cooperation on first-tier suppliers from China, as 

many as 57% indicated lead time extension compared to the previous year, while suppliers 

indicated their capacity utilization is only 50% on average. Due to the relevance of everything 

mentioned above, it is very important to examine the potential effects of the Covid-19 pandemic 

on the business activities in automotive companies and thus answer the question of its domains 

and consequences. 

 

CHALLENGES IN THE AUTOMOTIVE INDUSTRY 

 

The Covid-19 pandemic has actualized supply chain disruptions caused by risks that primarily 

arose in the health sector. Current research indicates serious consequences of the current 

pandemic. Logistics operations play a crucial role during the containment effort of an epidemic 

outbreak as they strengthen the ability of all the parties involved to promptly respond and 

effectively control the situation (Dasaklis, Pappis & Rachaniotis, 2012, p.406). 
 

Epidemic outbreaks are a special case of supply chain (SC) risks that is distinctively 

characterized by a long-term disruption existence, disruption propagations (i.e., the ripple 

effect), and high uncertainty (Ivanov, 2020, p.1). The great connection and dependency between 

actors in supply chains can now be seen as a bottleneck that shows significant weaknesses in 

pandemic conditions. Globalization has enabled decentralized management of global supply 

chains, which in crises become the subject of efficiency-focused research. The automotive 

market in particular shows the shortcomings of decentralized operations, and it is considered 

that the principle of centralization is more suitable, since such health crises show periodicity in 

their occurrence, and the overall effects of the consequences are growing. Having offshored 

their manufacturing activities to low-cost countries, many automakers and suppliers are now 

scrambling to create a centralized management system at a single location in the supply chain 

(Ishida, 2020, p. 147). Since this crisis is primarily in the health sector, many theorists have 

based their work on supply chains in the medical equipment procurement segment. The 

conclusions reached can be partially mapped to all global supply chains, since all of them, 

regardless of the specific type of product or service, operate in a similar micro and macro 

environment. Global value chains link the macro-level of international trade, investment, and 

finance with the meso-level of national and regional economies, and the micro-level of local 

suppliers, communities, and workers (Gereffi, 2020, p.289). The dominant effects of the 

pandemic, which can be distinguished among supply chains in any industry branch, relate to 

large variations in demand, supply and logistics activities. The existence of negative 

implications is certain, so the question arises as to how it is possible to continue the business 

and, above all, what changes to implement in order to keep the performance of the chains at the 

desired level. 

 

In March 2020, most countries were forced to partially or completely close their borders due to 

the crisis in the health sector. The International Monetary Fund, for instance, predicts that 

despite massive government support the GDP in the advanced economies will contract by 6% 

in 2020 and that almost every country on the globe will face a severe economic recession 

(Brakman, Garretsen & Witteloostuijn, 2020, p.1). World trade volumes will contract by more 

than 10%, and the World Trade Organization (WTO) – in a worst-case scenario – is predicting 

a more than 30% decline in world trade (Brakman, Garretsen & Witteloostuijn, 2020, p.1). The 

onset of the crisis in the automotive industry almost coincides with the emergence of the SARS 
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CoV-2 virus in the Chinese province of Hubei. This province is one of the main industrial bases 

in which a large number of suppliers are located (slightly more than 100). Based on KPMG, 

just over 80% of the world's car production is related to China. It is therefore not surprising that 

the negative implications of the Covid-19 disease pandemic are spreading quickly to other 

regions of the world that import parts from their Chinese partners. Since the local Chinese 

market, due to its instrumental importance in building performance at the global level, exerts a 

great influence, the analysis of performance in other parts of the world should start from the 

initial decline in performance and interruptions that occurred in China with the SARS CoV-2 

virus. Regardless of the current situation, China remains the largest car market in the world. 

Based on Accenture research a drop in production in February 2020 of as much as 80% caused 

major supply problems. Partners in the US have faced interruptions in the delivery of parts, or 

in some situations, the lead time has been extended several times. According to ICLG, the US 

market produced 2.62 million cars in February 2020, while a month later production dropped 

to 1.7 million cars. The EU market is also suffering huge consequences, where, due to the 

closure of plants, the number of produced cars has been reduced by 1.2 million. Experts warn 

that an additional problem in achieving performance in the automotive industry is the planned 

reduction in world production of 7% -10% in the pre-pandemic era (Global Supply Chain Law 

Blog, 2020). This reduction is related to the supply chain crisis that was current before the 

Covid-19 pandemic itself. For example, Ford, GM and FCA had suspended their production in 

the United States and focused their capacity on the production of medical devices. Nissan has 

suspended complete production in the UK because there was a break in the supply chain due to 

a drastic drop in demand (Global Supply Chain Law Blog, 2020). Toyota had faced similar 

problems and halted production in Europe. Officials in this company cite the decline in sales as 

the main reason for such a decision, but also government restrictions on the movement of 

people. Honda has temporarily closed its four plants in the US also due to a large drop in 

demand. Changes have also taken place in the territory of Europe. Thus, the company Renault 

has closed the plants in Slovenia and Romania. 

 

CHANGES IN PRODUCTION LEVELS 

 

Statistics indicate a significant decline in production in the automotive industry. In this paper, 

the focus will be placed on three markets whose production levels are often used in analysis. 

Relevant information is shown in table 1. 

 

Table 1. Production levels by quarters 

Market 
Production levels by years/quarters 

2019/Q1 2019/Q2 2019/Q3 2020/Q1 2020/Q2 2020/Q3 

Europe 5.603.214 11.263.935 15.954.001 4.658.408 6.943.160 11.286.068 

America 5.166.362 10.439.742 15.445.325 4.552.956 6.132.489 10.921.320 

Asia 12.174.183 23.812.995 35.252.876 8.445.952 17.762.263 29.300.826 

Source: OICA,2020 

 

According to the data presented above, a trend of decreasing production activities in the 

mentioned areas can be observed. Looking at the data for 2019, it is possible to see a growth in 

production in all quarters presented. The growth trend stopped abruptly at the end of 2019 when 

the whole world became involved at the beginning of the pandemic to some extent. It is 
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important to point out that not all countries immediately found themselves in a direct struggle 

with the health risks arising from this crisis. 

 

Table 2. Variation in production levels by quarters 

Market 
Variation 

Q1 Q2 Q3 

Europe -16.9% -38.4% -29.3% 

America -11.9% -41.3% -29.3% 

Asia -30.6% -25.4% -16.9% 

Source: OICA,2020 

 

Production by quarters in 2020 points to the fact that we can talk about somewhat of a recovery 

trend that is partly a result of decentralization and restructuring of the supply chains themselves. 

Important assumptions can be made based on quartile variations, and they can best indicate the 

impact of the epidemic. Asian countries are the ones that suffered the biggest variations in the 

first quarter of 2020. That is by far the largest decline in production activities at that time. Such 

a situation is due to the fact that China was initially the focus of a pandemic, in which the 

situation was still not completely under control. As the pandemic progressed, so did the decline 

in countries in Europe and Asia, where the largest variations occurred during the second quarter. 

During the third quarter, the situation stabilized to some extent on all three continents, which is 

reflected by the decrease of negative values in production flows. 

 

FUTURE RESEARCH DIRECTIONS 

 

It can be said that supply chain partners play a major role in responding to crises along the 

chains, as essentially their export activities were the first to be affected by the pandemic. The 

suppliers’ inability to deliver and the limited availability of raw materials are the primary 

reasons for problems in supply chain flows. Nearly half of the respondents in the survey said 

that the COVID-19 pandemic has had a "limited impact" on their operations, for example, a 

minor reduction in output due to reduced OEM demand, with greater resilience in Asia (China 

and Japan mainly) where 46% of respondents claimed the disruption was contained (IHS 

Markit, 2020). The indicator observer in the research refers to the percentage of suppliers who 

had to close their plants. Nearly 39% of all respondents were forced to close at least one plant 

(IHS Markit, 2020). The highest percentage of closed plants was in Wuhan, at the beginning of 

the epidemic. As the virus intensity in China dropped, the chances of creating poorer 

performances increased on European soil. The research showed that in Europe there is the 

biggest chance for potential interruptions in supply chains. Although supply problems arose 

directly from suppliers, it should be noted that the root cause of the problem lies in the direct 

impact of infection. 

 

The research unequivocally indicated that although the primary problem arose in the health 

sector, strong logistics processes, and material management processes as well as their flexibility 

are the key to solving such problems. For this reason, agility combined with new technologies 

is seen as a key factor in defending chain vulnerabilities. According to the World Economic 

Forum, the activities that suppliers should carry out to mitigate the negative effects are shown 

in the next picture.  
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Figure 1. Actions to mitigate short-term impact on your suppliers 

 
Source: WEF,2020 

 

The essential recommendation refers to the development of such partnerships, which would 

include the coverage of protection costs, by the partners within the supply chains themselves. 

It is important to plan costs so that they reach a minimum at the supply chain level, while they 

are justifiably high within individual partners. The trade-off should provide optimal conditions 

for overcoming crises. The main issue arising from this crisis is what the structure of suppliers 

should look like, as well as what is their optimal number. Besides, the issue of their schedule 

and level of cooperation also became more important. The answers to these questions should 

provide new development opportunities in restructuring existing supply chains and building 

their resilience. 

 

CONCLUSION 

 

Based on everything that is written in this paper, it is possible to conclude that global automotive 

supply chains have been affected by the current pandemic. Due to not yet being able to 

determine all of the consequences, we can assume that the most pronounced impact in the 

automotive industry has not yet been confirmed. In order to reduce negative effects on 

production, it is necessary to restructure supply chains themselves, but also change relations 

with suppliers whose role is crucial in such a scenario. It is important to analyze new, more 

centralized business models at the supply chain level. Also, it is necessary to take into account 

the savings, define trade-offs and create optimal models that should be as accurate as possible. 

Getting acquainted with the changes, understanding the new role of the partners and detecting 

new tendencies is a step towards overcoming this crisis. Respecting these principles, as well as 

economic ones, will provide space for creating better business results. 
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Abstract: Even before the current pandemic, humanity was faced with numerous situations 

that had serious global consequences. In addition to wars, nuclear radiation, cataclysmic 

earthquakes, volcanic eruptions, tsunamis, epidemics of SARS, swine flu, MERS, HIV, Ebola, 

Zika virus, they led to the cognition that humanity is powerless in the face of such disasters. 

Regardless of the achievements and development of science and technology, extensive and long-

lasting medical research, "invisible" enemies have taken millions of human lives. People have 

always been faced with a risk, which comes from nature, human activities, or the mistakes of 

the man himself. Risk is a multidimensional, multifaceted and complex phenomenon, present 

on a daily basis in human life. Risk management in a state of the pandemic is primarily aimed 

at preserving the health and lives of the entire population, and measures applied to prevent a 

pandemic from taking countless human lives have no alternative.  

 

Keywords: Automotive industry, Aviation, Supply chain, Tourism, E-business. 

 

 

INTRODUCTION 

 

nfectious diseases and associated mortality remain serious threats around the world. Some 

infectious diseases, such as tuberculosis and malaria, are endemic in many areas and require 

constant care. Others, such as influenza, fluctuate in prevalence and intensity, leaving equal 

problems in the economies of developed and developing countries when they occur (sudden 

increase in prevalence in a relatively limited area or population), develop into an epidemic 

(sudden increase covering a larger area or population), or when they turn into a pandemic (an 

epidemic that covers several countries or continents). 

 

The risk of an epidemic (pandemic) is complex, but policy makers have the tools at their 

disposal to implement in response. Some reduce the likelihood of an outbreak or limit its spread. 

Others minimize the health impact of an outbreak, which cannot be prevented or stopped 

immediately. Others, again, aim to reduce the harmful economic effects (Radić et al., 2020). 

 

Measures taken by states and their health systems to prevent and minimize the effects of 

coronaviruses were to reduce the frequency of coronavirus transmission and population 

mortality. However, restrictive measures have been accompanied by controversy due to their 

effectiveness in curbing the infection and potential negative economic effects. Evidence of the 

effects of these measures is crucial in the "reopening" phase when governments are considering 

abolishing them and bringing the economy back to normal. In fact, adjusting mitigation 

procedures and policies can greatly reduce the economic and human losses of a pandemic 

(Acemoglu et al., 2020, Alvarez et al., 2020, Jones et al., 2020). 
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The basic measures in the fight against the virus are already standardized, mainly according to 

the Chinese experience and model. The same goes for various statistics and scientific methods 

according to one's own or global experience. Everyone agrees that "nothing will be the same 

anymore" and there are certain arguments for such an assessment. The damage will vary in 

content and scope, from moral and ethical to organizational, economic, political and 

geostrategic. Since this time the most developed are much more affected by the virus and suffer 

more damage, even those who were minimally affected or not affected at all, will suffer 

economic, political and other damage due to the spillover of consequences in the conditions of 

globalization and general interdependence that dominate international relations.  

 

The paper analyzes the sectors most affected by the pandemic, with special reference to 

disrupted supply chains and evident risks. 

 

IMPLICATIONS OF COVID-19 PANDEMIC BY SECTORS 
 

At the beginning of the pandemic, the automotive industry suffered the biggest blow, and with 

the mass introduction of lockdown, the sectors of aviation (carriers and aircraft manufacturers) 

and tourism experienced unprecedented losses. As well as the economic crisis of 2008-2009, 

the new crisis caused by the coronavirus pandemic showed the weaknesses of the planning 

process, analysis of business risks and threats, and predictions of future events. It would be said 

that the consequences of the economic crisis have been forgotten and that the world was not 

ready for another shock, this time to health. 

 

Even then, car manufacturers stopped working, reduced the volume of production, laid-off 

workers and had a multi-year decline in the number of cars produced. The crisis did not last 

only one year, so in some countries, the recovery was visible only after four or five years. Due 

to the effect of globalization, each industry is supplied with raw materials and parts from 

different countries in order to keep production costs low. In this regard, manufacturers from 

many industries are oriented towards suppliers from China. This is especially true of the fact 

that the automotive industry in the rest of the world imports parts worth more than 34 billion 

dollars from China. It is an indisputable fact that China is a very important factor in the global 

economy. Its importance is not only related to the status of producers and exporters of consumer 

products; China has become the main supplier of inputs for companies abroad. To date, about 

20% of global trade in products has been in China (Radić et al., 2020). 

 

The speed of the spread of the COVID-19 pandemic in China caused a disruption of supply 

chains. Restrictive measures and close the city of Wuhan, which has the largest capacity to 

produce car parts and equipment, as well as the restriction and complete cessation of flights 

from China to Europe in the first wave of the pandemic (February-April 2020), led to delays in 

the production of the main players in Germany, France and Italy (Volkswagen, Mercedes, Audi, 

Peugeot, Citroen, Fiat). In the first quarter of 2020, production was lower by 23% than in the 

same quarter of 2019, in the second quarter it was lower by 32.4%, and in the third quarter by 

22.9% (OICA, 2020). This speaks not only of a smaller number of cars produced but also of a 

smaller number of cars sold. Of course, during a pandemic, interest in buying new cars is much 

less than under normal circumstances. 

 

The coronavirus pandemic is slowing the economy, causing panic. On the other hand, the 

slowdown in the economy always has a negative impact on the car industry, because people in 

such a situation do not think about buying a car. Problems with stopping production and laying 

off workers, application of so-called measures social distancing, complete recovery and getting 
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back on "normal track" takes time. In short, the ability to absorb shock and get out of it better 

than the competition will be the key to survival and long-term prosperity. It remains for 

manufacturers to redefine existing strategies with suppliers in different geographical locations 

in the coming period, and it is likely that they will rely more on domestic suppliers in the future. 

Japan, for example, has already set aside 2.2 billion dollars to help companies that want to move 

their production base from China to Japan, and 214 million dollars to other countries (Radić et 

al., 2020). 

 

The coronavirus pandemic represents a level of disorder that the automotive industry has simply 

not faced before. Never before have there been such broad limitations on people’s ability to 

work, coexist, and buy things (like vehicles). All these limitations directly affect the ability to 

produce vehicles and sell them to consumers. The overall health of the automotive industry in 

2021 depends almost entirely on the nature of the recovery that can be achieved worldwide. So 

far, the "soft" restrictions of some governments, especially in the US and Europe, have led to 

infection rates remaining high in those countries, leading to prolonged periods of reduced 

economic activity, as lockdown are applied and repealed differently in response to infection 

rates. 

 

The pandemic has negatively affected all industries, and among the most affected are certainly 

airlines and air transport. With over 1.400 airlines that have 31.717 aircraft and serve 3.900 

airports thanks to the support of 173 air traffic control service providers, the civil aviation sector 

has established an impressive global network at the service of passengers and businesses from 

all over the world. Airplanes are the safest and fastest means of transportation to cross oceans 

and borders to connect people and foster sustainable economic growth (ICAO, 2020). Almost 

overnight, airlines faced declining interest in travel, a flight ban and the landing of aircraft 

fleets. Due to several months of the suspension or low volume of flights, losses in air traffic, 

together with aircraft manufacturers, airports, air traffic control, travel agencies and hoteliers, 

are estimated at hundreds of billions of dollars. In that regard, the largest number of airlines 

laid off thousands of employees. A large number of smaller airlines are on the verge of 

bankruptcy, and the forecasts for further business are very devastating. Some analysts predict 

that during 2021, the decline in income and return to the level of 2019 will be more difficult 

and accompanied by great challenges. Based on the movement of the pandemic, the partial 

lifting of some restrictions, the limited number of flights during the summer season, it is 

estimated that the loss of airlines will be around 314 billion dollars in 2020, which is a drop of 

55% compared to the 2019 level (IATA, 2020). According to other estimates, airlines will need 

several years to fully recover. 

 

Tourism is one of the fastest-growing economic sectors and is an important driver of economic 

growth and development. In 2018, there were 1.4 billion international tourists, which is six 

percent more than in 2017 (WTO, 2020). Revenues from tourism amounted to 1480 billion 

dollars, and passenger transport brought another 250 billion dollars. Tourism is a major source 

of employment globally and is a very labor-intensive sector. A high share of jobs is performed 

by women (54%) and young employees, which means that the industry is considered inclusive. 

Also, there is indirect employment in the field of construction and infrastructure development, 

plus the supply of tourists with food, drinks and souvenirs. Also, many employees have direct 

contact with tourists in travel agencies, airlines, on ships, in hotels, restaurants, shopping malls 

and various tourist attractions. According to business indicators, it is obvious that the pandemic 

will have a longer-lasting effect on the tourism sector, while other economic sectors could 

recover faster. This is especially important for countries where the national economy relies 

heavily on the tourism industry (Croatia, Greece, Spain, Italy, Turkey, Malta, Cyprus). 
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In addition to airlines, the reduction in travel has also affected hotels. According to the 

analytical company STR, the prices of hotel accommodation fell in all regions in March (STR, 

2020). In relation to performance indicators (revenue per free room and average daily 

occupancy), the impact of the pandemic and travel restrictions on revenues in the same period 

in 2019 is obvious. Several large hotel chains, including Marriot International and Hilton 

Worldwide, have seen mass layoffs and pay cuts. The executive director of the Marriot 

International hotel chain (about 174.000 employees), said that the corona virus pandemic 

affected their business worse than the Great Recession and the terrorist attack on the World 

Trade Center in New York together. In those two major crises, the biggest quarterly drop in 

revenue was 25%. With the onset of the coronavirus pandemic, the decline is 75%, and it is 

believed that it will be up to 90% in the United States (Bomey, 2020). With the spread of the 

pandemic, Marriott sent two-thirds of its employees on forced leave. They will not be paid, but 

they will have health benefits as before. Hilton Worldwide has also informed lenders that it will 

borrow 1.75 billion dollars as a precaution to maintain flexibility "in light of the uncertainty in 

global markets" (Borko, 2020). Other companies in the industry, such as the online platform 

Expedia Group, announced in late February that they were cutting 3.000 jobs. Meanwhile, the 

travel site Booking Holdings - which has 27.000 employees - has suspended employment. 

 

The tourism industry accounts for about 10.3% of global GDP and generates roughly one in 

four new jobs in the world in the last five years (WTTC, 2020). But the abrupt halt to global 

travel due to the pandemic resulted in the dismissal of more than 100 million workers 

worldwide during 2020. UN Secretary-General Antonio Guterres released a new report in 

August that relies on WTO data to quantify the devastating impact the coronavirus pandemic 

has had on global tourism. He warned that about 120 million jobs in tourism are endangered, 

with the economic damage likely to exceed 1 trillion dollars in 2020 alone. "It is necessary to 

renew the tourism sector in order to regain its position as a provider of decent business, stable 

income and protection of our cultural and natural heritage." He further emphasized the role of 

tourism as one of the most important economic sectors, providing livelihoods for hundreds of 

millions of people, while "stimulating economies and enabling countries to prosper" (Richter, 

2020). Depending on when travel restrictions are completely lifted, the World Tourism 

Organization expects tourism revenues to fall between 910 billion dollars and 1.2 trillion dollars 

in 2020, which would take the global tourism industry back 20 years. 

 

RISK ASSESSMENT IN A PANDEMIC 

 

Even a superficial analysis of the events related to the coronavirus pandemic so far indicates 

the unwillingness of almost all countries in the world, their governments and health systems to 

successfully resist the waves of the pandemic, which has lasted for almost a year. This 

unequivocally points to the need to analyze the risks associated with the pandemic, especially 

for the lives and health of the population around the world. Political, economic, social and other 

risks can be discussed from the perspective of individual solutions, decisions, or public policies. 

 

People have always been faced with a risk, which can come from nature, human activity, or the 

mistakes of the man himself. Risk is a multidimensional, multifaceted and complex concept, 

present in human life on a daily basis. As such, it has always attracted the attention of a large 

number of researchers and scientists, who have observed it from various aspects. For these 

reasons, there is no single definition of risk. However, all risks have in common that there must 

be future and uncertain events. Broadly speaking, the risk represents a possible negative 

deviation from the expected outcome. Risk is a danger that threatens a person or property (fire, 
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earthquake, explosion, pandemic), i.e. risk is only the possibility that some economically 

harmful event will occur (Radić, 2014). 

 

Theoretically and practically, all organizations are located and operate in conditions of 

uncertainty. According to the definitions, in that case it is said that the activities of each 

organization take place in a more or less hazardous environment. In the context of risk 

management terminology, the hazard is considered to be the state and environment in which 

there is uncertainty about the realization of desired events. Just as there is no single definition 

of risk, there is no single one nor a single definition of risk management. Often management 

defines risk as a systemic process that involves determining and measuring the risks to which 

organizations and individuals are exposed, as well as selection and implementation of the most 

adequate risk management methods. Risk management is the process by which they are 

identified, assessed and address risks using consistent and repeatable procedures and methods 

for parts or the entire organization. Risk management does not seek to completely eliminate 

risks, as this is practically impossible, but to create an environment in which optimal business 

decisions can be made taking into account the identified risks and the consequences they may 

cause (Radić, 2014). 

 

Risk assessment during a global pandemic is not an easy task, especially if all aspects of risk, 

types, levels of manifestation and consequences are taken into account. Experts are expected to 

formulate clear, unambiguous and non-politicized conclusions, on the basis of which public 

policies will be formulated. When the situation is complex and with serious consequences for 

individuals and society, the question is whether epidemiologists are the only ones called upon 

to formulate public policies in the current situation? Is it necessary to include economists, 

psychologists, sociologists, statisticians and other experts, who would provide answers within 

the multidisciplinary team on crisis communication strategies, change management and 

assessments of health, psychological and economic losses (Čabarkapa, 2016)? 

 

The situation with coronavirus pandemic belongs to the domain of complex conditions, which 

are characterized by unclear connections between causes and consequences, as well as the 

possibility to establish only retrospectively whether the management of the crisis and the 

resulting changes was successful or not. Current public policies seem to be formulated as if the 

situation is structured, with clear cause-and-effect relationships, so it is possible to apply 

previously established best practices and apply them in a new context. However, the question 

is which risk assessment paradigm is applied here - axiomatic, socio-cultural or statistical? In 

the beginning, the universal axiomatic approach was dominant, but the further development of 

events with virus spread, frequency of diseases and deaths, soon showed that the socio-cultural 

context must be respected and appropriate statistical models used to assess complex risk 

(Živkovic & Čabarkapa, 2020). 

 

Although there have been major pandemics in the past, none has shaken the whole world and 

all areas of social life as is the case with the corona virus pandemic. In addition to human health 

and life, the most severe consequences are manifested in the global economy, because the 

pandemic affected all social and economic areas. Due to the difficult movement of people, 

goods and capital, the functioning of economic entities is significantly hindered, so the key 

business risks have increased. The current pandemic has led to a changing environment and the 

emergence of a large number of emerging risks. These risks are most pronounced in areas where 

human resources are key and in areas where the importance of technology is growing due to 

teleworking. By working remotely, the usual way of life and functioning of people has changed 
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a lot. In a word, the world was not ready enough to deal effectively with such a devastating and 

devastating crisis. 

 

As with all long-lasting dramatic events, which claim many lives every day and produce great 

material losses, researchers will need a lot of time, effort and commitment to comprehensively 

and in-depth look at the key aspects of this pandemic, as well as its real causes and long-term 

consequences. But it can already be stated that the coronary virus pandemic has exposed 

numerous risks and vulnerabilities of the digitalized, robotic and globalized world. It is, in fact, 

a kind of reflection of the world in which we live, with all its virtues and flaws. 

 

CONCLUSION 

 

The coronavirus pandemic has already affected our lives forever. The way we work, shop, eat, 

seek medical advice, socialize, participate in sport, and entertain ourselves will all be different. 

Quite how different remains to be seen, but all industries must plan ahead for multiple 

eventualities. 

 

The decline in car sales in 2020 is 16% compared to 2019, which is a bigger one-time shock 

than during the financial crisis of 2008-2009. As for 2021, a jump of almost 15% is expected. 

However, in global markets, pre-pandemic sales are not expected to reach pre-2023 due to the 

creeping macroeconomic effects of the coronavirus-induced recession. Following the 

announcement of the vaccines, air traffic is expected to increase by 50-75% in 2021. Job losses 

impact remains uneven, however, with over 80% come from Europe and the United States. 

Banks and payment companies are accelerating digital adoption. Consumers are reducing cash 

consumption, and banks have hired their digital channels for everyday needs.  

 

Economic uncertainty and price awareness continue to affect readiness for consumption, and 

food and household products remain the only sector to record higher growth this year than 

before the pandemic. Firms recognize direct-to-consumer activities, as well as continuous 

investment in corporate social responsibility as necessary to mitigate losses. The volumes of 

hospital procedures are recovering, but the recovery is hindered by the second and third waves, 

as well as the appearance of potentially more contagious variants of the virus. Continuation of 

recovery depends on the successful application of vaccines, which will primarily reduce 

mortality rates in hospitals and enable a greater focus on the development of necessary 

therapies. The race for effective treatments and vaccines continues. Currently, there are 3.761 

clinical trials for coronavirus and promising clinical data are beginning to emerge for vaccines. 

The tourism industry did not experience the turnaround it had hoped for. The summer holiday 

period initially provided great hope, but an increase in the infection rate in Europe led to the re-

imposition of domestic and international travel restrictions that halted the recovery. It should 

be noted that the recovery is not the same in geographical terms either. As Europe continues to 

fight the resurgence of COVID-19 cases, parts of the Asia-Pacific region are showing signs of 

recovery. This is most noticeable in China, Taiwan and New Zealand. Moreover, restrictions 

on domestic and inter-state travel were eased in early December, a clear signal of progress. 

 

Based on the reports of eminent international organizations and portals, specialized in 

monitoring and analysis of natural crises and catastrophes, the number of natural crises and 

catastrophes around the world is growing, their consequences and impact on people, the 

environment and everyday life are increasing. If natural disasters are accompanied by technical-

technological and anthropogenic crises and catastrophes, global climate change, urban 

overcrowding, lack of drinking water in much of the world, pressure on critical infrastructure 
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and services, the risk of new diseases and epidemics, a conclusion is reached that the 21st 

century will be a century of increasingly frequent crises, which will have increasingly serious 

consequences, while the mechanisms of prevention, preparedness, control and response are 

generally lagging behind. Due to all the above factors of real and potential danger, there is an 

urgent need to establish new risk assessment and control mechanisms at the national and global 

levels. 
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Abstract: Public health laws designed to protect the life and health of people have an impact 

on working conditions as a significant social determinant of health. Laws designed to reduce 

the spreading of COVID-19 also had an impact on the organization of work. Legal research 

methods were used to analyse the regulatory framework for occupational health in Slovakia 

since the COVID-19 pandemics outbreak on March 6th, 2020, and to analyse how the 

obligations and rights of employers and employees have changed. This paper also examines 

emerging issues, such as employees’ privacy and it explores the role of the external 

environment in safety management and leadership. New regulations passed to control 

spreading at workplaces strengthened the position of employers in surveillance of anti-

pandemic measures. Pandemics mainstreamed the role of law as a public health tool. Sharing 

experiences across sectors of the economy and countries can be helpful to define good practices 

and their implementation into legislation. 

 

Keywords: Safety leadership, Labour law, Health law. 

 

 

INTRODUCTION 

 

lovak Republic registered the first patient hospitalized with COVID-19 on March 6, 2020. 

The emergency situation related to COVID-19 in Slovakia was announced by the 

Government on March 11, 2020, the same day when WHO Director-General 

characterized COVID-19 as a pandemic. Novel coronavirus disease was named COVID-19 on 

11 February 2020 by WHO. (WHO, 2020) In March, the COVID-19 disease, its spreading, 

lethality and impact on human health, diagnostics, treatment were unknown and all countries 

worldwide are fighting with it since then. What was recommended by WHO experts were the 

isolation of the sick and the suspected (quarantine), reduction of opportunities and density of 

interpersonal face-to-face contacts, wearing face masks to reduce aerosol from breathing, 

washing hands, disinfection.  

 

By a resolution under Constitutional Act No. 227/2002 Coll. on the security of the state, which 

allows limiting rights and freedoms of citizens for a certain period concerning a principle of 

proportionality (Burda, 2020), emergency measures were introduced quickly by the 

government, restricting the mobility of people by curfew and shutting of non-essential shops 

and services. The measure of the Public Health Authority (hereinafter as PHA) in Case of Public 

Health Thread No. OLP/5453/2020, introduced since 24.3.2020 a ban on movement of persons 

in an interior of buildings without coverage of mouth and nose by protective equipment such 

as facemask, shawl or scarf. Curfew was limited to the borders of the district, and restrictions 
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included all non-essential activities, with few exemptions, e.g. necessary grocery or transport 

to a health care provider. Limitation of freedom of movement included closed state borders for 

most of transport and workers migration. The curfew was gradually eased during May and Jun, 

as statistics of the positively tested cases were decreasing. In July, state borders were open again 

for transport and employment migration, but also for holidays, with the recommendation not to 

travel to certain countries on the list of most affected countries – following EU strategy. During 

so called “first wave”, the number of positively tested inhabitants and registered deaths 

associated with COVID-19 was rather low. In September 2020, the country experienced 

community spreading and continuous exponential growth. The Slovak government has declared 

again a national state of emergency on Oct 1, 2020, which was extended until the end of the 

year 2020.  

 

Labour law and health law in Slovakia overlap in the field of occupational health and safety. 

Although legislation distinguishes jobs and workplaces based on the extent of exposure to 

health risk factors many years yet, COVID-19 brings challenges to the field (e.g. ned to define 

the status of essential and non-essential workers, front-line workers, etc.). The main research 

question studied is, how the pandemic was reflected by the regulatory framework, how 

employer and employees’ rights and duties had changed to control and hamper workplace 

spreading. 

 

DEVELOPMENT OF LEGISLATIVE FRAMEWORK OF WORKPLACE SAFETY  

 

Labour law plays a strong protective function, e.g., the Labour Code contains many provisions 

that give women more protection in the case of pregnancy and maternity than is provided to a 

comparable employee (Hamuľák et al, 2020). The baseline national legislation focusing on 

occupational health in Slovakia is the Act No 311/2001 Coll. the Labour Code, a special Act 

No 125/2004 Coll. on occupational health and safety and Act No 355/2007 Coll. on public 

health, Ordinance of the Government No. 83/2013 Coll. on the protection of occupational health 

against hazards related to working with exposition to biological factors, and Ordinance of the 

Government No 395/2006 Coll. on minimal requirements on provision and use of personal 

protective equipment at work. The basic laws are followed by decrees of The Ministry of 

Labour, Social Affairs and Family of the Slovak Republic and by other, mostly technical 

regulations. 

 

Based on §5 of the Act No. 124/2006 Coll. on Occupational Health, the employer has to perform 

in accordance with general principles of prevention in the adoption of any measures necessary 

for occupational health and safety assurance, including assurance of information, education and 

organization of work and equipment.  Based on this mandatory duty, an employer can ask an 

individual employee to undergo a preventive check-up, or ad hoc testing for COVID-19, etc. 

 

Amendment to the Labour Code by Act No 66/2020 of April 2, 2020, since April 4 introduced 

new § 250b that relates to the situation during the period when measures on prevention and 

combating contagious diseases anti-epidemic measures or measures on protection of public 

health imposed by the authorized body are in force. Under section 2, the employer has the right 

to order home office in an employee’s household. Also, the employee has an explicit right to 

work in his household, if the character of work allows such regimen and if there are no known 

serious operational reasons not allowing work from the household. 

 

Amendment to the Act 124/2006 Coll. on Occupational Health by Act No 66/2020 of April 2, 

2020, since April 4 introduced new § 39i about postponing of some information duties of an 
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employer to the employee, but stating that employer still should provide any information 

necessary for occupational health to employees to protect employee health. 

 

Since May 21, 2020, amendment No 125/2020 to Act No 355/2007 on public health suspended 

during the crisis some duties of the employer, such as regular work-related medical fitness 

assessment of employees for prevention of health-related diseases, but there is an exemption: 

Employers has mandatory obligation to ensure all measures to decrease exposition of 

employees and inhabitants to physical, chemical, biological or other workplace factors to a 

minimum level, or to the level defined by specific regulations. Explicitly, new legislation states 

that all subjects have legal duty to act in accordance with Measures in Case of Public Health 

Thread by the Public Health Authority. 

 

Measure of the Public Health Authority in Case of Public Health Thread No. OLP/6911/2020 

from 28.08.2020 imposed since September 1, 2020 obligation to employers to control the duty 

of an employee to home quarantine and testing. The employer must ask each employer to show 

a certificate about staying in home quarantine and negative result of RT-PCR on COVID-19, if 

employer has a knowledge and reasonable suspicion that he or she was during last 14 days 

abroad and any of defined exemptions is applicable in terms of Measure of the Public Health 

Authority in Case of Public Health Thread No. OLP/6850/2020. Employee also had a duty to 

register when crossing borders into the Slovak Republic and has obligation to show to the 

employer that he or she did not cross the border in the last 10 days, depending on the country 

from which he or she came, with some exemptions (e.g. for people who live near the borderline 

and work across the border). In case that an employee does not have above mentioned 

documents or refuses to show them, there is a new obligation of the employer: 1. to report this 

event to a regional office of public health authority, and 2. deny entrance to workplace or all 

facilities of the employer respectively. Based on § 56 section 2 Act on Public Health, an 

employee can be sanctioned for a misdemeanour with 1 659 EUR and besides, the vicarious 

liability leading to termination of employment can be applied by an employer. If an employer 

fails to fill above mentioned duties, the liability for an administrative tort can be applied, with 

financial sanction up to 20 000 EUR. 

 

On October 15, 2020 an Act No. 286/2020 Coll. amending Act No. 355/2007 Coll. on public 

health and other acts, was published and came into force. The main goal of this amending act 

was to strengthen the position of PHA in creation of regulatory framework, strengthen the legal 

nature of its regulation by granting a competence to issue Decrees instead of Measures. This 

amendment also grants a competence of public health authorities to order a measure to 

employers or service providers about denying entrance into their facilities and access to services 

without provision of personal data in defined extent (name, birth date, address, signature, phone 

No.) of entering persons. Such registration shall serve for epidemiological purposes and should 

be protected and proceeded by the employer or service provider at maximum of 30 days, and 

can and provided upon request of the PHA. Employers and service providers also have granted 

legal right to have such “registration” measure from their own decision.  

 

In order to decrease mortality and to avoid economic lockdown, population-wide testing was 

realized in the edge of October and November. (Pavelka et al., 2020) Slovakia deployed around 

20 000 medical staff and 40 000 non-medical staff including armed forces and volunteers to run 

the programme, which started with a pilot from 23 to 25 October in few districts with highest 

prevalence, and was followed by a round of national mass testing on 31 October and 1 

November. High prevalence counties were then targeted with a subsequent round on 7 and 8 

November. More than five million tests were completed. Anyone who tested positive was asked 
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to quarantine for 10 days, along with all members of the same household and their self-traced 

contacts. Although Slovakia’s testing was not mandatory, residents who did not attend were 

told to stay at home for 10 days or until the next round of mass testing. Those who participated 

received a medical certificate confirming their infection status, and a negative test certificate 

was required by employers in order to enter workplaces, while other venues carried out random 

checks. (Mahase, 2020) National antigen testing programme and details of the curfew had been 

enacted by Government Resolution No. 678 of October 22, and No. 693 of October 28, 2020. 

 

COVID-19 was also recognized as a specific biological hazard, firstly by a Commission 

Directive (EU) 2020/739 of 3 June 2020, amending Annex III to Directive 2000/54/EC of the 

European Parliament and the Council as regards the inclusion of SARS-CoV-2 in the list of 

biological agents known to infect humans and amending Commission Directive (EU) 

2019/1833. The Directive states: “given the absence of effective prophylaxis or treatment for 

SARS-CoV-2 and the little and uncertain scientific knowledge on its overall consequences on 

human health, which prevents its clear classification in risk group 3, SARS-CoV-2 would be 

more correctly classified in risk group 4 in order to ensure the highest possible levels of 

protection of workers’ health and safety, minimising the risks of further infections and deaths, 

and a possible second wave of infections”. On November 24, Commission Directive was 

implemented into national legislation by Ordinance of the Government No 333/2020 Coll., 

amending Ordinance of the Government No. 83/2013 Coll. on protection of occupational health 

against hazards related to work with exposition to biological factors in workplace. Workplaces 

are divided into several categories based on levels of health hazards. This Ordinance in its 

Annex No.5 extends the scope of protective measures and defines levels of protection against 

biological risk factors at workplace, including COVID-19. 

 

Since November 21, 2020, contracting COVID-19 was enacted as work related injury by Act 

No. 330/2020 Coll. of November 3, 2020 amending Act 461/2003 Coll. on social insurance, 

confirmed by the employer that the disease is work-related. New § 293f,e,a states that 

employees and the defined group of physical persons such as students in professional training, 

people involved in emergency assistance, volunteers of the National Red Cross Society and etc. 

in specific situations have right to accident surcharge to the sick compensation within social 

insurance scheme, if during emergency was acknowledged as sick because of COVID-19 and 

this disease occurred while the person was working in defined situations, where exist provable 

contact with this disease or contact with infectious material as a part of this work, and this fact 

has been confirmed by the employer. 

 

CHALLENGES FOR WORKPLACE SAFETY  

 

In general, occupational safety hazards are determined by the job and industry characteristics, 

work equipment and organization of work. Workplace safety is part of management and is 

impacted by influences from the wider social environment, which is including also legal 

environment. Ideally, the legal environment should be steady and comprehensive, however, the 

COVID-19 pandemics made the environment too turbulent and unpredictable and stability of 

legal order is challenged. In order to hamper the spreading of COVID-19, various regulations 

were adopted to protect public health and many of restrictive measures were adopted by 

authorities entered into force within few days or even hours. Their implementation changed 

organization of work. 

 

The use of COVID-19 related narratives by extreme-right movements across the whole Europe 

can be observed. Extreme-right movements do not hesitate to abuse popular feelings and even 
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feed disguise and anger in the public against anti-pandemic measures, and organize riots to gain 

popularity and political power. This can be an important factor in compliance with any anti-

pandemic measures. In Slovakia, since spring 2020, several illegal protests and riots were 

organized, where organizers encouraged people to non-compliance with anti-pandemic 

measures, even on October 16 and November 17, 2020, at a time of emergency state declared 

by the government. 

 

Latest GLOBSEC report informed that while the CEE region managed the first wave of 

COVID-19 in the spring relatively well, the more recent second wave of the pandemic paired 

with a growing impact of pandemic counter-measures, economic lockdowns and an infodemic 

is testing the stability of the region. COVID-19 is, indeed, often used as an excuse to inflame 

simmering internal conflicts and tensions. A survey of GLOBSEC unravelled, that 31% of 

Slovak inhabitants bought into COVID-related conspiracy theories including the notion that the 

pandemic is fake and a tool to manipulate populations, showing the greatest proneness to 

believe in conspiracy theories in the V4 region. Almost 40% of respondents believed that 

Covid-19 does not exist. (GLOBSEC, 2020) However disinformation spreading can be subject 

of criminal liability in Slovakia (Slovák, 2020), and the investigation is not easy. 

 

Health disinformation is considered a significant issue during 2020, that motivates behaviour 

of patients in Slovakia, confirmed a survey of the Behavioural and Experimental Economic 

Team (BEET) established in 2020 at the Ministry of Health of the Slovak Republic. A total 

number of 1974 physicians answered a questionnaire distributed in September 2020; 71% of 

them witnessed they experience disinformation form patients once a week and 38% daily. Most 

of the health disinformation physicians are currently facing are about vaccination (72%) and 

the new coronavirus (59%). A survey brought evidence, that health disinformation contributes 

significantly to non-compliance of patients with treatment plan (e.g. oncological patients), 

argue with physicians at a consultation, refuse routine vaccination and claiming e.g. that 

mortality statistics are overestimated or fake. (Sekelský et al., 2020)  

 

We can only agree with Czech lawyer F.Křepelka, who points to individualism in Western 

society and claims: “The pandemic exposes an uneasy relation between expertise and politics. 

The anti-epidemic response is inherently political, especially if physicians and other scientists 

disagree, and the general public has a broad palette of views... Unfortunately, the Covid-19 

pandemic escalates existing socio-political tensions, which hinders the pursuit of public health 

protection as a concretization of public interest.” (Křepelka, 2020, p.1) 

 

To achieve compliance with organizational safety policies and mandatory duties, strong 

leadership is needed. Leadership, as well as compliance are related to the “mindset” of 

individuals. Disinformation and conspiracy theories, abuse of pandemics for criticism without 

offering solutions by political opposition and interest groups in society, high dynamics and 

complexity of regulatory framework, are examples of negative phenomena in social and 

especially legal environment of organizations with the potential to hamper the realization of 

anti-pandemic measures, and are very demanding on safety management and leadership. 

 

LAW, SAFETY LEADERSHIP AND MANAGEMENT 

 

Although employers appear to be primarily responsible for workplace safety assurance, no rule 

can be effective without the motivation of employees to provide necessary collaboration and 

follow organizational safety policies.  
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According to D. Kritzinger, safety culture is the attitude that exists when everyone recognises 

and accepts their responsibilities for safety. (D. Kritzinger, in Aircraft System Safety, 2006) 

Safety culture is an integral part of safety management, which is very developed in certain 

sectors, such as aviation, nuclear industry and health care organizations. Safety science can be 

very useful for employers for creation of safety management models. Seminal work was the 

book by James Reason (1997), recognised worldwide for his “Swiss cheese” model explaining 

process how hazards lead to adverse outcomes, distinguishing active failures and latent 

conditions. 

 

Findings of Macchi et al. suggest, that successful risk management in an organization requires: 

Safety definition - the desired result of safety management, Safety model - the description of 

how organisation functions and accidents happen, Safety management model - the background 

assumptions made in an organisation to manage and improve safety, and Safety management 

system - collection of systematic organisational processes, needed in order to steer the 

organisation to ensure and develop  safety. (2011, p.39) 

 

Macchi et al. (2011) highlighted components to be included in the safety management model 

in hospital settings but also in other sectors with high demand for safety:  

 Management commitment: safety management is successful only if management is truly 

committed to safety and if it understands its role in promoting and steering safety. In this 

respect, management shall define the plan for continuous safety improvements etc.;   

 Development of a supportive climate: safety management model shall promote an open 

and non-blaming climate within the organisation. Supportive climate is the precondition 

for reporting and discussing accidents and for organisational learning; 

 Definition of structures for patient safety: safety management models shall clearly set 

guidelines for system’s organisation, resources allocation, responsibility among actors, 

reporting of events etc.; 

 Definition of the role of the patient: if and how the patient can be involved in managing 

safety has to be addressed in the safety management model; 

 Definition of processes: safety management model shall address the way in which things 

are done and not only what their result is. This includes the development of procedures, 

technical and non-technical skills, etc.; 

 Integration of safety management: safety management model shall define how safety 

management is integrated with other management functions (occupational safety, 

economics, information safety, production etc.). (Macchi et al., 2011, p.28 – 29) 

 

This model can be applied beyond healthcare safety, with certain adaptations, such as instead 

of definition of the role of the „patient“ there can be role of „client“ or „visitor“ or „student“. 

However written documents about tasks and responsibilities can be viewed as boring 

formalism, clear safety policy can lead to better motivation of involved actors to act safely, and, 

form the legal point of view, it documents efforts of an employer to act proactively to prevent 

health risks, especially those related to deadly outcomes such as COVID-19, and fulfil the 

mandatory duties. Also, in case of non-compliance of an employee, a co-worker or a client or 

visitor, good workplace safety management system together with educated employees should 

reduce the risk of contagion and find legally defensible solution in a given situation. 

 

FUTURE RESEARCH DIRECTIONS 

 

We suppose that majority of people in Slovakia are behaving in accordance with public health 

measures; however, further research could be useful for better understanding of barriers and 
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facilitators of coping of employers and employees with anti-epidemic measures (e.g. size of 

organization, industry sector etc.). 

 

Anti-pandemic regulations are written in legal terminology, that is unclear to common people, 

but often to lawyers, too. Legal communication processes should be studied to broaden the 

knowledge, how employers and common people understand imposed public health law 

measures, as a necessary step in compliance with such measures. 

 

Law and Economy (L&E) methodology (used e.g. by Houser et al., 2008) should be used to 

identify appropriate sanctioning of pathological behavioural patterns related to disobedience of 

law. Thorough empirical legal research, including health policy analysis, is needed to assess 

the quality, impact and efficiency of legal regulation and its enforcement. 

 

Comparative legal research is needed, to identify effective legal concepts that can fit to national 

legal systems, especially taking into account a common statutory law tradition in Europe. 

Labour law overlaps with public health in field of protection of life and health of people who 

are employed. 

 

Government members worldwide suddenly turned into public health leaders, attempting to 

work across sectors to hamper spreading of the virus. Coping with new national health 

regulations that owners and managers but also workers find very limiting, brings also the 

question, which type of leadership can be appropriate?  

 

CONCLUSION 

 

Our study confirmed that labour law in Slovakia imposes a lot of duties to employers to protect 

employees from health hazards and act proactively, and the legal framework was supplemented 

by new obligations of employers to hamper the spreading of COVID-19 at workplaces. The 

research presented suggests, that since the COVID-19 outbreak in Slovakia, governmental 

regulations and public health measures contributed more to the complexity of legal environment 

than changes in statutory law in the studied period.  

 

It should be mentioned social threads that COVID-19 imposes on employees, who are suspected 

or positively tested for COVID-19, who are facing social stigma related to COVID-19 and are 

often experiencing a significant reduction of income and financial hardships. As it can be 

expected that new mutations of the virus occur, disease can spread to farm animals (such as 

minks in Denmark), so the dynamics of legislation can also be rather high in the following 

months and years. All of this can have an impact on labour relations. Due to COVID-19, it 

seems necessary to understand the role of law as a public health tool and to integrate research 

to formulate more precise public health law regulations, minimizing their unintentional adverse 

impacts. 
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Abstract: In the current difficult economic and social situation in Romania and worldwide 

characterized by the health crisis caused by the evolutions of the SARS CoV-2 pandemic, the 

present study aims to highlight the amplitude to which the risk of occupational health and safety 

influences the continuity and sustainability of business in Romania. The research methodology 

adopted by the authors was based on the research highlighted in the specialized literature and 

by considering firstly the analysis of the results of the survey realized by applying a 

questionnaire to the employees from different fields of activity during the period February 29 - 

March 15, 2020. Secondly, the authors considered the analysis of the determinants of the risk 

of occupational health and safety at the level of the employers with an impact on the continuity 

and sustainability of the Romanian organizations, especially the businesses. The results of this 

research reveal how the working hypotheses in the second level of the analysis were confirmed 

or not regarding the impact of occupational and healthy risks on the sustainability of Romanian 

organizations under the SARS-COV-2 pandemic.  

 

Keywords: Occupational health and safety risks, Business sustainability, SARS CoV-2 

pandemic, Working remotely. 

 

 

INTRODUCTION 

 

n the current difficult economic and social situation in Romania and worldwide 

characterized by the health crisis caused by the evolutions of the SARS CoV-2 pandemic, 

the present study aims to highlight the amplitude to which the risk of occupational health 

and safety influences the continuity and sustainability of business in Romania. The authors start 

in their research on the premise that male employees and young employees are less concerned 

about their jobs. It also started from the assumption that good communication from the 

employer, as well as the possibility for employees to work remotely, both cause employees to 

be less concerned about the fact that their workplace will be affected by the SARS CoV-2 

pandemic. 

 

The research methodology adopted by the authors was based on the research highlighted in the 

specialized literature and by considering firstly the analysis of the results of the survey realized 

by applying a questionnaire to the employees from different fields of activity during the period 

February 29 - March 15, 2020. The questionnaire used in this paper is structured in two parts: 

first part about the impact of SARS-COV-2 on Romanian employees and the second part about 

demographical elements. We distributed the questionnaire on social media networks (Facebook 

and LinkedIn). Secondly, the authors considered the analysis of the determinants of the risk of 
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occupational health and safety at the level of the employers with an impact on the continuity 

and sustainability of the Romanian organizations, especially the businesses. Data that we 

collected based on this questionnaire were entered into R Studio and Excel. The authors 

developed a descriptive statistic for the questions of the questionnaire and then, they tested the 

hypothesis above. 

 

LITERATURE REVIEW 

 

A general analysis of the occurrence and effects of the health crisis triggered by the November 

2002 SARS CoV-1 pandemic in China was conducted by Lam et al. (2003) highlighting as the 

main lessons for public authorities, for the population, as well as for business people worldwide: 

“(1) any outbreak of infectious disease can rapidly spread around the world by air travel; (2) 

early reporting of the outbreak to neighboring countries/regions and the World Health 

Organization is essential to prevent international spread; and (3) infection control, tracing and 

quarantine of contacts are essential to control the epidemic” (Lam et al., 2003). 

 

An article published by Jiang (2009) highlights the socio-psychological effects on human 

communities, in particular the Chinese community in Europe, produced by the health crisis 

caused by the spread of the SARS CoV-1 virus in 2002-2003. The study offers a view regarding 

the way in which, individually and at group level, the situation was managed, but also regarding 

the behavioral model thus offered by these communities that can serve as a template in the 

elaboration of the response strategies of the governments and the health leaders. 

 

The authors Itzwerth, Moa & MacIntyre (2018) researched the 2009 influenza pandemic 

response plans in Australia, designed by public authorities at the national, state, or territorial 

level, by monitoring based on thirteen specified criteria. The study ultimately highlighted that 

"pandemic response would be more effective if plans were standardized, clear, and were to 

include overlooked dimensions of a pandemic's impact as well as guidance for specified end-

users" (Itzwerth, Moa & MacIntyre, 2018) 

 

Preliminary research by the authors Rebman, Wang, Swick and Reddic together with del 

Rosario (2013) regarding the responsiveness of businesses to the emergence and pandemic 

developments associated with the spread of viruses and to ensuring business continuity has 

highlighted as determinants: dimension business, the type of business, the association of human 

resources specialists in the planning and implementation of response plans and the perception 

of pandemic risk in the coming years. 

 

Subsequently, a larger study by Rebmann et al. (2013) was based on applying a questionnaire 

addressed to human resources specialists and on carrying out an econometric analysis based on 

logistical and linear regressions in order to highlight the importance of the influencing factors 

regarding the implementation of decisions, personnel management, vaccination policy. The 

conclusions revealed, on the one hand, the great importance given to these factors at the level 

of the big businesses as compared to the smaller interest granted to them by the smaller 

businesses, an explanatory fact, and, on the other hand, they reflected the increasing attention 

that must be shown to pandemic plans to prepare for the next biological event (i.e., pandemic, 

bioterrorism attack, or emerging infectious disease outbreak)” (Rebmann et al., 2013). 

 

The issue of the negative effects caused by the illness of the employees as a result of the H1N1 

pandemic, highlighted by the study of the impact of the absence of the employees from the 

workplace, is reflected in the article of the authors Tora-Rocamora et al. (2012). The paper 
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presents as the main consequences the emergence of malfunctions regarding the daily 

operations, as well as the increase of the operational costs, with negative implications on the 

continuity of the activity and the sustainability of the company. 

 

Blake, Blendon and Viswanath (2010) underline the important role that companies (businesses) 

play in protecting the health and safety of employees, conducting a study on how employees 

adapt and respond to the conditions imposed by employers as a result of influenza pandemic 

manifestation. The research was based on the application of the Harvard School of Public 

Health questionnaire on the 2006 pandemic influenza and the use in econometric calculations 

of multivariable logistic regression, leading to the conclusion that "inability to work from home, 

lack of paid leave and income" are determining factors in ensuring the stability of the workforce 

and the continuity of the business during the manifestation of a national health crisis. 

 

At the Harvard Global Health Institute, a more recent study warns of the negative economic 

consequences of "closing companies, schools, public institutions, and often even health 

institutions" as well. "Interruptions in the transport of goods, commercial activities and 

tourism". The study proposes an action framework on four areas of interest, such as: “1. 

Strengthening the primary capacity of the public health system; 2. Improve science, technology 

and access to them; 3. Strengthening the analysis of risks and incentives for action; and 4. 

Strengthening global mechanisms (institutions such as the UN and WHO)” (Harvard Global 

Health Institute, 2018). 

 

Smith, Hansen, and Spanbauer surveyed several businesses in the city of Omaha, Nebraska, 

regarding the preparation of companies for pandemic influenza and disaster preparedness, 

which revealed that "most businesses have Pandemic flu planning started, but few practiced the 

plan or used it to train employees.” (Smith, Hansen, and Spanbauer, 2007). 

 

Another revealing research for the present study is that of Watkins, Cooke and Donovan, who 

points out the importance of preparing for emergencies such as pandemics and establishing 

concrete response plans at the community level. Using semi-structured face-to-face interviews 

and applying binomial logistic regression analysis, the paper reveals that “small and medium-

sized enterprises in Australia are not currently well prepared for the pandemic influenza. We 

have found that beliefs about risk, severity and the ability to respond effectively to the threat of 

pandemic influenza are important predictors of preparedness.”  (Watkins, Cooke and Donovan, 

2007). 

 

Based on previous research above, Watkins et al. (2008) conducted a new analysis of how 

managers and entrepreneurs from small and medium-sized enterprises manage to identify 

pandemic risks, plan and apply response measures to manifest such risks. In this context, the 

findings of the study revealed that "there is a perceived inability of participants to effectively 

prevent or control the spread of influenza in their workplace" (Watkins et al., 2008), essential 

in terms of awareness and management training for planning response. 

 

Dunkan in his article (Duncan, 2007) reflects in parallel the situation of a plan to respond to 

possible influenza pandemics at the level of US and Canadian companies and underlines the 

opportunity to prepare early for this situation in order to reduce the economic and social risks 

at the level of society, as well as ensuring business continuity. The research results focus on 

"developing a framework for pandemic preparedness at the organization level, including 

ensuring the health and well-being of employees, ethical and legal issues, business continuity 

and partnering with government and civil society." (Duncan, 2007). 
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In a study by authors Murphy, Friesner and Rosenman (2014), they highlight how companies 

had to cope with both the difficult economic situation and the pandemic influenza crisis, which 

led to different responses in intensity and effects. The study concludes that the managers have 

responded proactively in the event of economic difficulties with the manifestations of the 

influenza pandemic precisely because of a better knowledge of the response modalities and 

their implementation, of the more effective control in the first situation. As a result, the 

preparation and planning of action measures at the business level regarding the manifestation 

of future potential pandemics is a pressing necessity for managers. 

 

The work of Beaton et al. (2007) analyses risk planning at the university level and highlights 

"gaps in pandemic influenza plans and policies at the university level, including issues related 

to isolation and quarantine, continuity of operations, disaster psychology services, integration 

volunteers in disaster response actions, monitoring student trips and university staff, 

communication problems and ways to meet the needs of the resident and foreign students and 

teachers during an outbreak.” (Beaton et al., 2007). 

 

A very special reference related to the present research is the work of Lee et al. (2010) who try 

to present the positive effects of the vaccination process of employees in the context of the flu 

pandemic. The results of the study show that disregarding employee vaccination measures can 

lead to substantial decreases in labor productivity and that applying timely vaccination to at 

least 20% of the workforce of large companies can have positive effects on job losses 

productivity. 

 

A recent article by Ahmed et al. (2020), which analyzed the determinants of the presence of 

employees at work at the beginning of the 2017-2018 influenza season, emphasized that 

"compared with workers without a telework option, those with telework access worked more 

days during illness overall, but there was no difference in days worked at the usual workplace”. 

The study revealed the need to use "paid leave benefits, as well as business practices that 

actively encourage employees to stay at home" (Ahmed et al., 2020), in order to prevent the 

spread of the pandemic and ensure the health and safety of employees at work. 

 

The authors' Smith, Keogh-Brown, Barnett and Tait pointed out in their study (Smith et al., 

2009) as a corollary of their research that: "balancing school closure against ‚business as usual’ 

and obtaining sufficient stocks of effective vaccine are more important factors in determining 

the economic impact of an influenza pandemic than is the disease itself. Prophylactic absence 

from work in response to the fear of infection can add considerably to the economic impact.” 

(Smith et al., 2009). 

 

As an important reference element in the present study, it is highlighted that there is a legislative 

regulation at the European level Directive 89/391 - the Framework Directive on safety and 

health at work, which considers "the implementation of measures to promote the improvement 

of safety and health". workers at work" (Directive 89/391 EU, 1989). This Directive is also 

associated with others on the same subject, namely: Directive 89/654 / EEC (jobs), Directive 

89/655 / EEC (work equipment), Directive 89/656 / EEC (individual protective equipment), 

Directive 90/269 / EEC (manual handling of loads) and Directive 90/270 / EEC (working on 

the monitor), which have influenced and influence the national legislation of the Member States 

in the field. Romania, as a Member State of the European Union as of January 1, 2007, is subject 

and must comply primarily with the European legislation in force so that the provisions 

contained in this legal regulation are also essential for Romanian employers. The provisions of 

Directive 89/391 take into account, inter alia: “the establishment of a uniform level of safety 
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and health for the benefit of all workers”, “obliges employers to take appropriate preventive 

measures to increase the safety and health of the workplace” and “introduces the principle as a 

key element risk assessment and defines its main elements (for example, hazard identification, 

worker participation, the introduction of appropriate measures with priority to eliminate risk at 

source, periodic documentation and reassessment of workplace hazards)” (Directive 89/391 

EU, 1989). 

 

Regarding the national legislation on occupational safety and health at work, Romania has three 

major levels of legislation: primary, secondary and tertiary legislation. The main regulation at 

the national level in this field (primary legislation - general principles) is Law no. 319 of July 

14, 2006, on Occupational Safety and Health amended on September 27, 2010. It is added as 

secondary legislation (preventive measures, enforcement rules), a series of Government 

Decisions and Standards, and on the third level (Tertiary legislation) employers' own OSH 

instructions. 

  

RESEARCH METHODOLOGY 

 

The research methodology adopted by the authors was based on the research highlighted in the 

specialized literature and by considering firstly the analysis of the results of the survey realized 

by applying a questionnaire to the employees from different fields of activity during the period 

February 29 - March 15, 2020. Secondly, the authors considered the analysis of the 

determinants of the risk of occupational health and safety at the level of the employers with an 

impact on the continuity and sustainability of the Romanian organizations, especially the 

businesses. 

 

Regarding the second level of the analysis, the following working hypotheses were outlined: 

 

Hypothesis One: There is a direct relation between employees' concern that their workplace 

will be affected by the SARS CoV-2 pandemic and how well government respond to them 

concern. 

Hypothesis Two: Employees are less concerned that their workplace will be affected by the 

SARS CoV-2 pandemic if the employer established a specific communication strategy 

regarding this medical crisis than the reverse case. 

Hypothesis Three: Employees are less concerned that their workplace is affected by the SARS 

CoV-2 pandemic if employer provides them the opportunity to work remotely. 

Hypothesis Four: Employees from Bucharest are more concerned than those from the rest of 

the country that their workplace will be affected by the SARS CoV-2 pandemic. 

Hypothesis Five: Women employees are more concerned than men employees that their 

workplace will be affected by the SARS CoV-2 pandemic. 

Hypothesis Six: Young people employees are less concerned that their workplace will be 

affected by the SARS CoV-2 pandemic. 

 

The questionnaire used in this paper is structured in two parts: the first part about the impact of 

SARS-COV-2 on Romanian employees and the second part about demographical elements. We 

distributed the questionnaire on social media networks (Facebook and LinkedIn). 

 

The sample consists of 251 respondents, out of which 80.4% female and 19.6% male. Out of 

all respondents, 0.7% were part of the Silent Generation (1928-1945), 2% were part of the Baby 

Boomer Generation (1946-1964), 23% were part of X Generation (1965 – 1980), 60.1% were 

part of Millennial Generation (1981 – 1996) and 14.2% were part of Z Generation (1997 – 



 

80 

2012). 73.13% of respondents work in Bucharest and the rest of 26.87% work in the rest of the 

country.  

 

The majority of 43.1% respondents said they work in a multinational company, 21.9% work in 

a public institution in the area like education, culture and health, 13.1% work in an SME and 

10.9% work in a microenterprise. Of all respondents 45.3% work for an employer with more 

than 249 employees, 21.6% of them work for an employer with 50-249 employees, 20.9% work 

for an employer with 10-49 employees and 10.1% work for an employer with less than 10 

employees. 

 

Data that we collected based on this questionnaire were entered into R Studio and Excel. We 

developed a descriptive statistic for the questions of the questionnaire and then, we tested the 

hypothesis above. 

 

Asking the question about how their workplace was affected by the crisis, the majority of the 

respondents, 41.2% of them said they will continue to work from home, then 18.9% of the total 

said they were not affected up to this moment, 17.6% of the total said the employer asked them 

to stop the activity for a period, 12.8% of them said they work from home and sometimes have 

to go to the workplace and the rest said they stop the activity with the agreement of employer 

or their workplace was suspended. 

 

We were interested to find out how concerned people are because SARS-CoV-2 will affect their 

workplace. 35.8% of respondents are very concerned, 33.8% are quite concerned, 21.6% are 

less concerned and 8.8% are not concerned. 

 

Only 23.6% of respondents said they already lost a part of their income as a result of              

SARS-CoV-2, 20.3% said they do not know anything about losing income up to this moment 

and 56.1% said they didn’t lose anything. 

 

The majority of 63.5% respondents find out news about SARS-COV-2 from TV, 47.4% from 

social media, 35.8% from company manager, 32.8% from the internet, 24.8% from online 

media; only 10.2% of respondents find out news about SARS-COV-2 from the family doctor, 

0.7% from WHO, 0.7% from Ministry of Internal Affairs and 0.7% from medical articles.  

 

It seems that the majority consider the Government responds good enough at people concern, 

42.3%; the rest of 40.1% said not so good, 4.4% said very good and 13.1% said very bad.  

 

Apart from work, in percent of 81% of the total, people are also concerned about them and 

family health, 18.2% are worried they will not be able to pay the loan rates, 28.5% are worried 

they will not be able to pay the bill if the employer reduces their income, 0.7% are worried they 

will not be able to conduct their activities, 0.7% are worried they will lose the payment for 

wedding and 0.7% are not worried. 

 

The employer has established a specific communication strategy with the employees in 55.5% 

of cases. In 68.6% of cases the employer provided hand and workplace hygiene products.  

 

The employer sanitizes the workplace every time is necessary in 35.8% of cases, several times 

a day in 24.8% of cases, once a day in 18.2% cases, never in 15.3% of cases and whenever 

employees change their job duties in 5.8% cases. In 64.2% of cases the employer ensures 

flexibility of the work schedule.  
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In 62% of cases, employees can work remotely. Regarding SARS-COV-2 impact, the employer 

has a well-established plan in 38% of cases, took minimal protection measures in 35.8% of 

cases and has activated or developed a crisis team in 15.3% of cases. 

 

In 35% of cases, the business travel was affected very much and in 20.4% was significantly 

affected; only in 14.6% cases, the business travel was not affected by the virus. The epidemic 

affected very much the transport to work place in 19% cases and significantly in 35.8% cases. 

 

RESULTS AND DISCUSSION  

 

The testing hypothesis has as results the followings: 

 

Hypothesis One: There is a direct relation between people concern their workplace will be 

affected by SARS-COV-2 and how well government respond to their concern. From those who 

declared they are very concerned their workplace will be affected by the virus, 15.8% declared 

the government respond well to them concern and 20.3% declared the government doesn’t 

respond well. From those who declared they are not concerned at all their workplace will be 

affected by the virus, 7.5% declared the government respond well to their concern and 2.3% 

declared the government doesn’t respond well. We can conclude that the hypothesis is partially 

true.  

 

Hypothesis Two: People are less concerned their workplace will be affected by SARS-COV-

2 if the employer established a specific communication strategy regarding this medical crisis 

than the case if the employer doesn’t establish a specific communication strategy regarding this 

medical crisis. From the data sample we can observe that when the company established a 

specific communication strategy regarding this medical crisis, 40% are not so concerned their 

workplace will be affected by SARS-COV-2. If the company doesn’t establish a specific 

communication strategy regarding this medical crisis, 16.7% of the total are not so concerned 

their workplace will be affected by SARS-COV-2. From the results above we can say that 

hypothesis 2 is rejected. 

 

Hypothesis Three: People are less concerned their workplace is affected by SARS-COV-2 if 

employer provides employees the opportunity to work remotely. It seems that 39.5% are not 

concerned their workplace will be affected by SARS-COV-2 if the employer provides the 

opportunity to work remotely and 13.3% are not concerned their workplace will be affected by 

SARS-COV-2 if the employer doesn’t provide the opportunity to work remotely. We can 

observe a bigger value for concern than lack of concern in both situations, so the hypothesis is 

rejected. 

 

Hypothesis Four: People from Bucharest are more concerned than the rest of the country 

regarding the workplace will be affected by the virus. In this case, we can see that 33.7% of 

people from Bucharest and 20% of people from the rest of the country are not concerned 

regarding the workplace will be affected by the virus. In this case, we can say that we will 

accept the hypothesis.  

 

Hypothesis Five: Women are more concerned than men regarding the workplace will be 

affected by the virus. In the sample we have more women than men. We observe that 30.3% of 

the total of women and 29.2% of the total of men are not concerned their workplace will be 

affected by the virus. People know this virus can affect their health so we can say this hypothesis 

is rejected.  
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Hypothesis Six: Young people are less concerned their workplace will be affected by the virus. 

People born after 1981 are not concerned their workplace will be affected by the virus in percent 

of 32.3% and people born until 1980 are not concerned their workplace will be affected by the 

virus in percent of 23.5%. We can say in this case that the hypothesis is rejected.  

 

FUTURE RESEARCH DIRECTIONS 

 

In conducting future research, the authors will consider aspects less or not highlighted in the 

current study such as communication between employee and employer, measures taken by the 

employer to reduce or eliminate risks to occupational health and safety, and overcoming the 

limitations the choice and sizing of the research sample. 

 

CONCLUSION 

-  

The results of this research reveal how the working hypotheses in the second level of the 

analysis were confirmed or not regarding the impact of occupational and healthy risks on the 

sustainability of Romanian organizations under the SARS-COV-2 pandemic. In this regard, 

hypothesis H1 is partially true, the hypotheses H2, H3, H5, H6 are rejected, and the hypothesis 

H4 is accepted. In conclusion, there is a direct relationship between employees' concern that 

their workplace will be affected by the SARS CoV-2 pandemic and how well government 

responds to their concern, and employees from Bucharest are more concerned than those from 

the rest of the country that their workplace will be affected by the SARS CoV-2 pandemic. 
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Abstract: In order to protect the health of their citizens, many governments decided to take a 

huge risk in implementing lockdowns all over the world, knowing how much it could affect the 

economy. The thought that choosing the most direct measure to cope with the pandemic in 

order to save their populations was one of the hardest and the governments cannot be blamed 

for it. The paper moves forward to correlate the links between mass shut downs affecting the 

economy with the effects registered by the export-oriented companies in Bihor County, 

Romania, and the measures that the Romanian Government took. Based on the data provided 

by AJOFM, the Bihor county employment agency, for the following months – March, April, 

May, several factors like the number of companies in export-oriented industries, the number 

of employees, the amount of money that the Government paid, will be analyzed. 

 

Keywords: Coronavirus, Enterprises, Foreign trade. 

 

 

INTRODUCTION: THE CORONAVIRUS PANDEMIC AND ITS IMPACT ON 

BIHOR COUNTY ECONOMIC ACTIVITY – MEASURES AND IMPLICATIONS 

 

n order to protect the health of their citizens, many governments decided to take a huge risk 

in implementing lockdowns all over the world, knowing how much it could affect the 

economy. The thought that choosing the most direct measure to cope with “evil” in order 

to save their populations was one of the hardest and the governments cannot be blamed for it. 

No medical system in the world was capable of dealing with such a number of infected people 

with COVID-19 or any other disease at the same time, and neither were any of the medical 

systems in the world capable of taking care of their patients with other medical records, so in 

order for lives to be saved, in this case, the economy had to take the hit. 

 

Correlating the links between mass shut downs affecting the world economy with the effects 

registered by the industry and unemployment rate in Romania and making a few economic 

predictions based on the information gathered, the paper moves forward to observe the 

evolution of the same macroeconomic indicators at a smaller scale, meaning in Bihor County. 

Based on the data provided by AJOFM, the Bihor county employment agency, for the 

following months – March, April, and May, several factors will be analyzed that determined 

the Bihor county companies with foreign trade activities to temporarily suspend their activity 

and work contracts for their own employees. One factor analyzed follows the typology of 

companies that have either reduced their foreign trade activity or have completely suspended 

their activity, in terms of their size: micro-enterprises, small enterprises, medium-sized 
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enterprises, large enterprises. This factor leads to the following one which analyzes whether 

there is a temporal difference in the temporary or total activity suspension between enterprises 

with a single foreign customer compared to those that produce for several customers. The next 

factor analyzed concerns the period in which companies start asking for help and registering 

all their employees for technical unemployment or only partially reducing their activity. 

 

The following CAEN codes have been selected because they represent the main industrial 

production activities correlated with export operations: 

 13 Manufacture of textiles, 

 14 Manufacture of clothing, 

 16 Woodworking, manufacture of wood and cork products, except furniture; manufacture 

of articles of straw and plaiting materials, 

 20 Manufacture of chemicals, 

 22 Manufacture of rubber and plastic products, 

 24 Metallurgical industry 

 26 Manufacture of computers and electronic and optical products, 

 27 Manufacture of electrical equipment, 

 28 Manufacture of machinery equipment, 

 30 Manufacture of other means of transport, 

 31 Manufacture of furniture, 

 32 Other industrial activities. 

 

After determining which are the main export-oriented sectors of industrial production, the 

paper goes on to the next step determining the relevant data and examining the number of 

companies that operate in these sectors and the total number of employees that they have. 

 

In Table 1 below, based on the data provided by AJOFM, at 31.12.2019, the companies were 

classified by the number of employees in four categories: between 0-9, between 10-49, between 

50-249 and over 250. The picture for the 11 export-oriented industrial sectors stands like this: 

1.122 companies are operational and they employ almost 23.000 people. The vast majority of 

companies are SMEs; the classification below shows that there are 860 micro-companies, 188 

small companies, 60 medium companies and 14 big companies. 

 

Table 1. Companies classification based on SMEs standards, the number of companies and 

the number of employees at 31.12.2019 

 13 14 16 20 22 24 26 27 28 31 32 

Total 

Companie

s 

Between 0 - 9 34 195 172 21 150 22 16 9 19 115 107 860 

Between 10 - 49 12 46 29 6 38 2 2 3 8 22 20 188 

Between 50 - 

249 
4 23 1 2 10 1 2 3 1 9 4 60 

Over 250 0 1 0 0 3 0 3 1 1 4 1 14 

Total Companies 50 265 202 29 201 25 23 16 29 150 132 1122 

Total Employees 
65

9 

394

6 

117

1 

33

1 

434

0 

27

9 

510

9 

67

0 

89

3 

412

7 

131

9 
22844 

Source: Data provided by AJOFM. Disclosures were being requested in order not to give 

companies names and the amount of government help they received. 
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The main export oriented sectors are 14 manufacture of clothing, 22 manufacture of rubber and 

plastic products, 31 manufacture of furniture. For sector 14 – manufacture of clothing Romania 

had a competitive advantage after the year 2000, but after that lost it compared to other 

countries in Asia. This particular sector had a positive result in the trade balance, adding each 

year after 2000 only trade surpluses. The same thing can be said for sector 31 – manufacture 

of furniture. 

 

Even though at the end of 2019 things were relatively stable and the first two months of 2020 

brought a steady output increase, nobody believed that the Coronavirus pandemic will hit the 

economy with such fierce and would create havoc in the future. 

 

Table 2. Total number of suspended working contracts and total value in RON of awarded 

benefits at 31.06.2020 for all the companies in Bihor County 

  
Total number of suspended working 

contracts 

Total Value in RON of 

awarded benefits 

March 16.432 8.672.823 

April 37.625 61.866.592 

May 32.173 44.213.216 

Source: Data provided by AJOFM. Disclosures were requested in order not to give 

companies names and the amount of government help they received. 

 

The measures taken by local and governmental officials through AJOFM came in support and 

relieve the financial burden for the affected companies and sectors. In Table 4 the consequences 

of local and governmental officials through AJOFM actions can be seen. If in March only 

16.432 got their contracts suspended and AJOFM paid 8.672.823 RON, in April and May the 

picture gets gloomier. The number of suspended contracts rise to 37.625 and the economic 

relief to 61.866.592 RON, an increase of more than 700%. In May things appear better, but 

still severe, with 32.173 suspended contracts and a cost of 44.213.216 RON for the 

government. 

 

In March a lot of European countries started to impose lockdowns, and basically hit the export-

oriented sectors of Bihor County. The table of March total lockdowns of non-essential 

economic activities in the West is as follows: 11.03.2020 Italy, 14.03.2020 Spain, 15.03.2020 

Romania, 16.03.2020 Austria, 17.03.2020 Ireland, 18.03.2020 Belgium and Denmark, 

22.03.2020 Germany, 24.03.2020 Britain and Portugal. 

 

Since the four main export partners of Romania imposed lockdowns on non-essential economic 

activities, what can be seen in Table 3 is the result of early lockdowns on several export-

oriented sectors that were feeling the first early signs of a consumption contraction in the West. 

 

Since the lockdowns started after the middle of March, the results are encouraging, since only 

72 companies asked for governmental help in supporting the cost with suspended employees’ 

contracts. But at a closer look, even if the figures are low, three sectors suffer the brunt of 

consumption contraction in the West and at home, being 14 manufacture of clothing, 22 

manufacture of rubber and plastic products, 31 manufacture of furniture. These sectors show 

signs of distress because the big companies and the medium ones that employ 20% of staff for 

sector 14, and more than 50% for sector 22 and respectively 31, are affected. 

 

This is only the gathering of the clouds because the economic storm is at the corner for the 

world economy, but also the case study at hand: Bihor County.  
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In Table 3 which comprises the available economic dates for all the sectors in April and May 

shows the real extent that the lockdowns created. It is a fiasco for local and national officials 

that see the staggering number of companies that have suspended contracts and asked for 

government help. 

 

Table 3. The number of companies that received governmental help at 31.06.2020 

March 

CAEN code 13 14 16 20 22 24 26 27 28 31 32 Total 

Companies that 

applied for 

government 

subsidies 

3 17 6 2 16 2 0 3 0 11 12 72 

% of companies 

that applied for 

government 

subsidies from the 

total 

6% 6% 3% 7% 8% 8% 0% 19% 0% 7% 9% 6% 

Employees with 

suspended 

contracts 

10 268 92 16 1117 7 0 83 0 1543 341 3477 

% of Employees 

with suspended 

contracts from the 

total 

2% 7% 8% 5% 26% 3% 0% 12% 0% 37% 26% 15% 

Subsidies 3710 114974 44096 12385 322395 2933 0 33594 0 814125 127053 1475265 

% of subsidies 

from the total 
0% 1% 1% 0% 4% 0% 0% 0% 0% 9% 1% 17% 

April 

CAEN code 13 14 16 20 22 24 26 27 28 31 32 Total 

Companies that 

applied for 

government 

subsidies 

22 61 31 7 57 3 3 4 3 37 60 288 

% of companies 

that applied for 

government 

subsidies from the 

total 

44% 23% 15% 24% 28% 12% 13% 25% 10% 25% 45% 26% 

Employees with 

suspended 

contracts 

224 1138 258 46 2377 18 262 196 19 2596 622 7756 

% of Employees 

with suspended 

contracts from the 

total 

34% 29% 22% 14% 55% 6% 5% 29% 2% 63% 47% 34% 

Subsidies 356152 1415008 444458 84336 4643036 21415 271129 337921 41175 4464762 1183032 13262424 

% of subsidies 

from the total 
1% 2% 1% 0% 8% 0% 0% 1% 0% 7% 2% 21% 

May 

CAEN code 13 14 16 20 22 24 26 27 28 31 32 Total 

Companies that 

applied for 

government 

subsidies 

21 56 30 6 53 3 3 4 2 32 59 269 

% of companies 

that applied for 

government 

subsidies from the 

total 

42% 21% 15% 21% 26% 12% 13% 25% 7% 21% 45% 24% 
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Employees with 

suspended 

contracts 

150 736 202 36 2014 177 425 185 12 1931 607 6475 

% of Employees 

with suspended 

contracts from the 

total 

23% 19% 17% 11% 46% 63% 8% 28% 1% 47% 46% 28% 

Subsidies 178510 793325 239903 47962 3221803 228057 348935 242321 32761 2135424 746253 8215254 

% of subsidies 

from the total 
0% 2% 1% 0% 7% 1% 1% 1% 0% 5% 2% 19% 

Source: Data provided by AJOFM. Disclosures were requested in order not to give 

companies names and the amount of government help they received 

 

The data for March indicates a completely different story when it comes to percentages. If the 

3 sectors seem severely affected only by looking at the number of affected companies when 

the focus shifts towards to percentages, the sector 27 Manufacture of electrical equipment is 

the worst affected, where over 19% of companies in this sector have decided to suspend 

employment contracts and ask for governmental help. If the focus remains at the same 

percentage, especially at % of employees with suspended contracts from the total, there is a 

noticeable shift that, although the percentage of companies in sectors 22 manufacture of rubber 

and plastic products, 31 manufacture of furniture, 32 other industrial activities, does not exceed 

10%; when it comes to the suspension of employment contracts, the percentages are: 26% for 

sector 22, 37% for sector 31 and respectively 26% for sector 32.  

 

Most of the subsidies in March went to sector 31 manufacture of furniture, obtaining RON 

814,125, representing approximately 9% of the total subsidies granted in that month. The total 

subsidies granted to the exporting companies represented 17% of the total subsidies for March. 

At a time when the evolution of the pandemic imposed harsh measures of total lockdown in 

most countries of Europe and given the fact that European markets are the main markets for 

Romanian products, the effects are obvious. 

 

April 2020 is the first month of the year in which the devastating effects of the imposed 

draconian measures could be felt. All the figures in Table 3 are getting worse. The number of 

companies applying for state subsidies and sending employees into technical unemployment is 

raising. In all sectors analyzed, at least a tripling of the numbers of companies requesting aid 

can be observed. If the percentages are being analyzed, they reflect the same worrying trend of 

companies resorting to government aid. The highest percentage increase of employees that are 

sent into technical unemployment is also driven by the sectors 22 manufacture of rubber and 

plastic products, 31 manufacture of furniture, 32 other industrial activities, where the 

percentages are 55% for sector 22, 63% for sector 31 and 47% respectively for sector 32, 

totaling approximately 5500 employees whose employment contracts have been suspended.  

 

May does not show a significant improvement in terms of reducing the number of companies 

in need of government assistance. The trend is maintained and is similar to the previous month, 

both in terms of the number of companies, percentages, number of employees and grants 

received. There is also a positive evolution of the reduction of contracts sent for financing by 

companies, from over 7700 in April to about 6500 in May. The improvement in export activity 

can be seen, for example, in sector 31 manufacture of furniture, where the number of employees 

with suspended employment contracts is reduced from 2569 people to 1931 employees. This 

reduction of around 600 contracts may also lead to a stronger restart of this sector due to the 

increase in consumption in Western European countries. Probably the pandemic and the 
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obligation to stay locked in a house or apartment aroused the desire of people to improve their 

personal comfort and make purchases of the new furniture. 

 

CONCLUSIONS 

 

From the economical point of view, some businesses had to cut off staff, some of them even 

closed due to the Coronavirus pandemic; it is clear that it has already affected Bihor County 

entire export-oriented sectors like 14 manufacture of clothing, 22 manufacture of rubber and 

plastic products, 31 manufacture of furniture, 32 other industrial activities which were hit and 

forced to suspend contracts for their employees, causing further supply chain disruption and 

ultimately a decrease in demand. 

 

The proactive measures taken by the government in order to support the financial relief of 

companies with their workers will be seen at the beginning of 2021. If the Western economies 

bounce back to the consumption level before the pandemic, the feeling is that companies from 

the 11 export-oriented sectors from Bihor County will further produce vendible goods. 
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Abstract: The current chapter presents the transformation of perception about the online 

identity of a business in the context of the COVID-19 pandemic. Online identity and related 

marketing activities, perceived until only recently as innovative actions, today are a 

prerequisite for a competitive advantage. The chapter comments on the general knowledge and 

understanding of this topic, the different types of innovations, the elements of online identity 

and the marketing actions related to them. The competitive advantage and the evolved view of 

its nature are outlined as a positive transformation – a creation of new knowledge as a result 

of the learning processes application. 
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INTRODUCTION 

 

he phrase "we live in dynamic times" has never had as big of meaning as in 2020. The 

conditions of the pandemic have led to a change in every aspect of consumer and 

business habits. Physical communication not only became secondary ad interim but is 

also considered a condition for danger, synonymous with risk and irresponsibility in both 

personal and business contexts. The abbreviation 3 "D" - disinfection, discipline and distance, 

is becoming one of the most common and recognizable worldwide. Both companies and 

consumers have been faced with a huge challenge in terms of the limits of their adaptability. 

The already established practices and relationships had to be maintained, but the question was, 

how? With physical contact kept to a minimum, the communication environment shifted solely 

to the Internet. This allowed the companies with a substantial online presence to evolve from 

innovators to architects of one of their most important sustainable competitive advantages.  

This article aims to outline the increasingly important role of online identity and the realization 

of a business that operates in a pandemic, as these are businesses that are considered 

responsible and adaptive nowadays - they offer their users the opportunity to exchange 

information in a way relevant to the situation. 

 

THE FUNDAMENTALS OF ONLINE IDENTITY AND ITS DIMENSIONS  

 

The fact that the Internet is a tool for commercialization has been long documented. “In 2019, 

the number of internet users worldwide stood at 4.13 billion, which means that more than half 

of the global population is currently connected to the Internet” (https://www.statista.com). 

Choosing a channel for communication on the Internet is a complex task as defining the goals 

behind it. Online marketing is undergoing many transformations in the online environment. 

Perceived and applied initially as a traditional approach - as a means of selling products and 
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services - today one area of online marketing is attracting more and more attention - Inbound 

Marketing. The motive behind the transformation of online marketing is the evolution of 

consumer perceptions, the change in their habits, and the growing role of interaction processes 

in terms of building and perceiving corporate images. As a consequence of this change - a 

“digital customer” concept has been presented where the “Internet consumer” is defined as 

“physical person or an institute who or that intends to purchase, purchases or has already 

purchased goods or services (including through the third parties) with the help of 

informational-telecommunication technologies.” (Krasnov, Chargaziya, Griffith & Draganov, 

2019). 

 

Currently, consumers need security. And not the security that has been synonymous with trust 

and confidence so far, but rather security in a pandemic. The current challenge that lies in front 

of the business is to provide this type of security without losing market share and presence, 

while at the same time making sure that the consumers are not changing their habits and are 

remaining loyal to the companies they have been with so far. In the COVID-19 pandemic, one 

of the important conditions for compliance is physical distance. And the Internet is certainly a 

way to provide distance. In a way, the current situation provides a paradox - created to diminish 

the distance between people, today the Internet is a way to ensure it. Marketing activities occur 

through three types of channels: distribution, transaction, and communication. The Internet is 

used as a transaction channel to generate sales. The second channel is distribution, allowing 

exchange between goods and services, and the third one, which is especially important today, 

is the communication channel. Communication is the basis of the partnership between the 

consumers and the company. It is a process generating extremely valuable information about 

the business. Communication is a confirmation of the importance of socializing. From the 

users' point of view – communication is not only a way of expressing an opinion but also a way 

of receiving information and updates. For companies, communication is a way to build a 

presence, to provoke a reaction as a prerequisite for gathering information about the market. 

 

We previously mentioned Digital Inbound Marketing, which “represents the process of 

reaching and converting qualified consumers by creating and pursuing organic tactics in online 

settings” (Opreana & Vinerean, 2015, p. 30). In addition to the definition, Opreana and 

Vinerean comment on the main manifestations of Inbound Digital Marketing - Search Engine 

Optimization marketing, Email marketing, Blog marketing, Content Marketing, Social Media 

marketing. This part of online marketing allows you to build long-term relationships with 

customers. This is feasible through the technical capabilities provided by the Internet when 

registering user actions (number of clicks, duration of time spent on a website, number of 

written comments). Based on this set of information, the company has up-to-date information 

for consumers and prospects. 

 

But in order to receive this information - the company must invest in several main areas: 

• website development, 

• creating and maintaining pages on social networks, 

• creating backlinks, 

• the use of email marketing platforms. 

 

Website development refers to building a website. Building a website includes decisions 

related to creating a single plain-text webpage or developing a complex web application. 

Taking into consideration the fact that every business is different, we could confirm that the 

positive effect of having a website may differ according to business specifics. One of the main 

benefits that a website as an online element brings is the establishment of credibility for the 
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business. Other positive consequences of website creation are accessibility 24/7, building 

connection with customer, resource of company information, an increase of company’s 

visibility, confirmation of company responsible approach in pandemic satiation. Backlinks are 

important for a website in order to receive consumers directly from search engines like Google 

or Bing. A backlink represents the connection between your website and another one. When a 

search engine recognizes your website links to another, it is considered that your website is 

more worthy of appearing within your search results. The result is – the more backlinks – the 

higher ranking in search engines. There are many possibilities to build a backlink but this 

process has a lot of peculiarities that have to be taken into consideration. For example – the 

websites which “backlink” yours should be carefully selected because the connection with 

another site reflects on the reputation of yours. The power of social networks is related 

opportunity to “humanize” your brand or to close the distance (of course in a pandemic context 

– this is not the best expression) between your company and your brand. The social media 

presence is related to the company’s website because it could contribute to increased website 

traffic. In the COVID-19 situation, social media are the best example of an element of online 

identity for crisis communication. Customer engagement or monitoring the competitors are 

other characteristics of company pages on social networks. The Internet offers the possibility 

to track customers’ actions in real-time. Thus, e-mail marketing can be tailored to them. This 

online identity element assures relevant communication with customers according to their 

interests due to the trackability characteristic of the Internet. In order to achieve a high level of 

customer engagement, the communication via e-mail could refer to changes in the company or 

request feedback from the customers. E-mail marketing should be a balanced approach applied 

regularly and moderately. Similarly, in every other element of the online environment, results 

from e-mail marketing campaigns could be measured. Besides, one of their specifics is that 

they are action-oriented and could also contribute to website traffic. The investment in online 

marketing and its related activities is characterized by long-term results. Strategies related to 

building an online identity do not yield quick results. They are based on the concepts of 

relationship marketing. Figure 1 - Relationship marketing stages illustrates the stages that this 

process usually goes through: 

 

Figure 1. Relationship marketing stages 

 
Source: Authors processing 
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The long period required to generate and produce results is offset by their sustainability. By 

developing and maintaining a good and SEO optimized website, rhythmically copywriting for 

the purposes of backlink strategies, maintaining pages on social networks filled with interesting 

and useful content, as well as keeping in touch with prospects and clients through e-mail 

marketing, companies will build a sustainable Internet presence. This presence will provide an 

opportunity to communicate with consumers from a distance, to contribute to building 

relationships, to strengthen their market presence and to an overall sense of increased social 

responsibility. If until recently everyone repeated the mantra that the future is happening on 

the Internet, today we realize how important it is to adapt quickly - because being dynamic is 

a key feature of our time. And if online identity before the pandemic was a complementary 

activity, today it is associated with sustainability, longevity and flexibility, and adaptability. In 

addition, it ensures that a competitive position is maintained and sometimes even a competitive 

advantage is created. 

 

ONLINE IDENTITY IN THE CONTEXT OF INNOVATION 

 

When physical communication was still considered a form of common and typical 

communication, despite the growing role of the Internet in everyday life, not all companies 

were aware of the potential and high levels of adaptability it offers. Building an online identity 

was even considered innovative. Below we will look at the different interpretations of 

innovation, grouped according to different criteria. 

 

There are different classifications when it comes to grouping and differentiating innovations. 

First of all, they can be distinguished according to the level at which they manifest. If the 

innovation takes expression inside the company, then it is internal. If the innovation is related 

to the external manifestations of the company's actions - then it could be qualified as external. 

 

Internal innovations affect administrative processes, company structure, technologies and 

methods used, and external innovations are expressed through products and services. Even in 

the recent past, the main notion of innovation has been limited to its outward manifestation. 

But time has proved this is a limitation, and Han, Kim and Srivastava (1998) are one of the 

scientists who share their expanded perception of innovation as a process that is not just tied to 

a new product. Therefore, today there is more and more talk about the importance and 

contribution of innovation in its expression as a new process or new organizational structure. 

 

Innovation literally means modernization or transformation, and the general perception of it 

could be expressed as the transformation of scientific knowledge into a marketable product. 

The transformation of knowledge into innovation is a process based on a certain set of abilities 

(Ozkaya, Droge, Hult, Calantone & Ozkaya, 2015) or 'skills', as Li and Calantone (1998) call 

them. These skills are organized into four groups, depending on whether they take place outside 

or inside the company. The first two skills concern the knowledge of competitors and 

consumers. They, as representatives of the external environment for the company, influence 

and outline to a certain extent its decisions, plans, and approaches. The third and fourth skills 

are related to coordination, in particular that of marketing activities and research and 

development. Marketing activities vary depending on the goals of the companies but could be 

organized into a marketing program that combines goals, strategy, costs, results, and time 

required. So logically, online identity comes first in the skills associated with marketing 

activities. Interestingly, in addition to these skills, online identity can be a part of the skills of 

market awareness - knowing competitors and consumers. We can draw this conclusion from 

the fact that the online presence in a pandemic is in line with the limited ability of users to 
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contact companies (along with their products and services), in addition to their evolving needs 

in terms of technology and interactive communication. Online presence is a skill for 

competitiveness because in its presence it becomes a reference point and, in its absence - it 

makes the company a pioneer in this activity. Innovation is divided into two types - 

administrative and technological (Damanpour, 1991) 2. The administrative refers to the 

processes related to the administration, and the technological to the products and services that 

the company offers and develops. So logically, one can find the similarity between 

administrative and internal innovation, as well as between technological and external 

innovation. Schumpeter is an Austrian economist who believes that innovation is at the heart 

of generating profit. According to him, innovation is “a process of industrial mutation, which 

incessantly revolutionizes the economic structure from within, incessantly destroying the old 

one, incessantly creating a new one” (Schumpeter, 1942). Schumpeter (1934) offers organizing 

innovations in 5 groups, almost 100 years ago: 

(a) the placing on the market of a new product or new varieties of an already known product; 

(b) the application of new production methods or those affecting sales; 

(c) conquering new markets; 

(d) use of new sources for the supply of unprocessed or semi-processed raw materials; 

(e) restructuring of sectors, for example establishment or destruction of a monopoly position. 

 

Of course, these notions are based on production specifics in that period. Through a distant 

reference, online identity, along with all related marketing activities, can be classified as the 

first type of innovation. It is the new kind of offering products and services, the new form of 

regular communication, and the new way of expressing and reflecting user feedback. By 

analyzing Schumpeter's understanding, we can conclude that stagnation is the antithesis of 

innovation. Innovation is associated with dynamics, with the ability to accept change and adapt 

to it. And despite the various manifestations of innovation, it always moves companies forward, 

shows recognition of the new, and a desire to apply and develop an adapted and structured 

approach to it. 

 

IMPLEMENTING INNOVATIONS THROUGH ORGANIZATION LEARNING 

 

Innovation is possible when it corresponds to the internal and external environment. In the 

context of external environment conditions – the innovation should be developed if micro-and 

macroenvironment factors are taken into consideration. Macroenvironment factors such as 

demographic, economic, political, cultural ones play a framing role during the whole 

innovation development cycle, because the company does not function in isolation. For 

example, GDPR significantly changed the regulation related to data collection and usage on 

the Internet. Consumers, competitors, distributors and suppliers are representatives of 

microenvironment. Consumers are one of the main generators of innovation ideas because 

every company develops its products and services in order to meet and answer to their needs 

and expectations. Competitors as external actors of the microenvironment should be monitored 

and analyzed. As a consequence of this analysis, the company could protect its market share 

and adapt its actions and plan according to the current competitive situation.  

 

The main and unique representative of the internal environment is the company itself. The 

company is a set of processes, organizational structure, employee skills, qualification level of 

different departments such as Marketing, Finance, Production as well as interdepartmental 

                                                           
2  Damanpour, F. (1991). Organizational Innovation: A Meta-Analysis Of Effects Of Determinants and 

Moderators. Academy Of Management Journal, 34(3), 555-590. doi: 10.5465/256406 
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connections. All these dynamic and static elements are a source of information which should 

be taken into consideration when developing an innovation. In other words, the internal and 

the external environment along with their participants and peculiarities should be considered 

as an informative resource in the context of the innovation. The company should constantly 

analyze the information related to current and past moments because this practice contributes 

to the decision for an innovation development followed by its implementation to be successful. 

A premise or a consequence of this practice is the striving for constant learning. Support for 

the validity of this conclusion can be found in Crossan and Apaydin’s (2010) statement that 

innovation is a multidimensional construct, which includes different determinants (as resources 

designated the particular innovation, company structure and strategies, corporative structure) 

and one of them is the organizational learning. Sinkula (1994) differentiates three stages within 

the multidimensional construct of organizational learning: information acquisition, information 

diffusion and information sharing. In the current chapter, we share an expanded understanding 

of this process by adding the “undertaking of relevant actions” as a fourth stage. Organizational 

learning is a constant process, which beginning and end could be difficultly outlined. It 

resembles even circular economics (topic commented and analyzed in many papers by 

V.Zhelyazkova, 2019) because the main idea of circular economics proclaims that in nature 

nothing is lost, nothing is created, everything changes (Antoine Lavoisier) and that the end of 

an activity is the beginning of a new one. Analogically, when commenting on organizational 

learning – the stage of the undertaking of relevant actions is being preceded by the one of 

information acquisition - but only at first sight – because it could be its predecessor since 

undertaken actions provoke acquisition of information related to their reverberation around the 

external and internal environment. Knowledge could be divided to component and architectural 

(Tallman, Jenkins, Henry & Pinch, 2004). The component type represents the recognizable part 

of the organizational structure – e.g. academic and technical engineering skills, or skills that 

apply to analyzing customer behavior, sales planning and execution and marketing-driven 

actions. Component knowledge can “leak out” from the organization because it is a constantly 

circulating set of skills and information. Architectural knowledge - is intangible. It is complex 

and could be described as a fund of knowledge. Its creation is a result of the individual and 

unique experience developed within the company. This type of knowledge is the foundation of 

a successful competitive advantage. Absorptive capacity (ACAP) or a firm's ability to acquire, 

assimilate, transform, and apply knowledge. This ability is being developed upon:  

 Technology knowledge; 

 Customer knowledge; 

 Competitors knowledge. 

 

Technology knowledge has a direct contribution to the development and application of 

innovations. Customer knowledge adds value for the users through the specific innovation. 

When we come to the competitors one could assure superiority or could generate a relevant 

reaction to competitive actions. The current chapter already confirmed the relation between 

innovation and dynamics and the one between innovation and the ability to handle and to 

properly react to a change. In addition, Zahra and George (2002) describe the ability to 

assimilate organizational learning as a dynamic one aiming at reaching a sustainable 

competitive advantage.       

 

As a consequence, the learning process and the knowledge acquisition could be defined as a 

driving force for the company to adapt within the market’s conditions, also innovation could 

be one of the results and manifestations of this process.  
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ONLINE IDENTITY AS A SUSTAINABLE COMPETITIVE ADVANTAGE 

 

Innovation based on market knowledge creates a new type of value and this is a premise of 

sustainable competitive advantage (Zhou, Yim & Tse, 2005). The sustainable competitive 

advantage is commonly related to customer’s intention to choose a given product or service 

due to the perception for the higher quality received. Competitive advantage is „something that 

the firm does better than its competitors, that give it an edge in serving customers’ needs and/or 

maintaining mutually satisfying relationships with important stakeholders “(Ferrell, 2012, 

p.16).               

 

We would achieve the transition to sustainable competitive advantage analysis by specifying 

that organizational learning in its adaptive aspect aims at satisfying needs that already exist 

when the goal of generative learning is to predict customer’s needs. In pandemic context it is 

requirable to comment on Maslow's hierarchy of needs and more concretely why its second 

level (safety /shelter, security, both physical and financial) should be a point of reference. Any 

product or service needs to focus on the establishment of customer safety and not to jeopardize 

their health, and this is most easily accomplished in the online environment. Thus, we could 

confirm that every company, which has a well-developed online presence, has been applying 

the generative approach (according to organizational knowledge classification). Such 

companies have succeeded in foreseeing customer needs, and competitive advantage has been 

created as a consequence. In other words, maintaining competitive advantage represents a 

system of activities related to analysis and anticipation of internal and external factors and the 

effects that they could potentially generate. And when competitors’ monitoring is being added 

to these activities, then the competitive advantage grows in a sustainable one. Nakova (2007) 

defines the criteria in order for the sustainable competitive advantage to be significant for a 

company. Several of them are:  

 The level its influence on market share, 

 The level its influence on the company’s profit, 

 The level of its “ability” to provoke/prevent a company’s instability, 

 The level of its importance for the company’s reputation. 

 

We would like to add that the most significant criteria for sustainability of an advantage in 

online environment is its geographical independence. The online identity depends only on the 

company’s resources and decisions and it does not depend on the geographical peculiarities of 

the regions where customers are located. According to Day (1994) the potential to develop a 

competitive advantage as a set of skills and abilities. They represent the bonding mechanism 

between all the available resources, knowledge and skills within an organization and they 

contribute to company’s activities execution.  

 Sources of advantage. This group of advantages is based on superiority skills and 

resources.  

 Positional advantages. Advantages based on a higher customer value and on lower 

expenses. 

 Company results. Market share, customer satisfaction, loyalty, profit. 

 

When commenting the online presence and identity – every company should designate a budget 

dedicated to these activities. If such financial resources were provided in the past – today they 

are transformed in superior ones. And if we differentiate two types of businesses: online based 

and such based on both markets (the online and physical), we can claim that the right resource 

balance between online and offline activities results in intentionally pursued competitive 

advantage. 
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In the online context, the important superiority competencies are related to: 

 understanding business in online environment,  

 ability to adapt,  

 knowledge and positive attitude toward new technologies’ application, 

 analysis of information generated in online environment. 

 

Logically, the perception for sustainable competitive advantage evolves. This comes as a result 

of the necessity for confirmation of its characteristics in the dynamic conditions of a different 

time context. According to Fiol (Fiol, 2001) achieving sustainable competitive advantage is 

possible when it is based on specific internal skills and competencies and it does not depend 

on the level of its imitability. These internal competencies are discussed by other authors21 in 

the last 40 years. They are being perceived as a set of available resources, competencies and 

skills within the company, as well as a way in which they are used and implemented in order 

to generate revenues. This long period again confirms the intransitive importance of 

competitive advantages when commenting the functioning of the business. It is Fiol (2001) 

again who claims that in the 21st century the major factor for an advantage to be a competitive 

one is not a synonym of the inability for imitation. The superiority and sustainability originate 

from the ability and the power to deconstruct and restructure existing habits and resources. A 

foundation of creating, developing and managing a fixed set of valuables resources is a stable 

organization where values and a sense of belonging exist. In such an organization positive 

attitude toward changes is spread. 

 

CONCLUSION 

 

This pandemic influenced the trivial round of every customer and every business. During the 

searching process related to protection of market share some companies understood that their 

prevailing hither to investments in creating an online identity, resulted in the presence of 

competitive advantage. During this process companies implemented different adaptability 

implementation practices in order to keep the contact with their customers in compliance with 

the COVID-19 protection regulations. The rest of the companies became aware of the of the 

sustainability as an important characteristic of the online identity, especially in dynamic 

competitive environment.  

 

This could be called a transformational one regarding the online activities’ concept and more 

precisely – their conversion from innovational act to competitive advantage. The detailed 

comment of possible activities in online environment contributing to the creation of a company 

identity (e.g. Website or profiles in social networks) shows their complex nature and that they 

complement one another. The essence of these activities makes an allusion to organizational 

learning necessity as a binding element aiming their positive adoption and integration with the 

company’s activities. Of course, the sustainable competitive advantage has the full meaning of 

sustainability when it is perceived as a dynamic element that is being developed in order to 

correspond to the dynamic environment where the companies operate.  
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Abstract: In this paper we will show how the COVID-19 pandemic has affected one of the 

sectors that have undergone a booming development in recent years, namely the sector of 

dental medicine. This is an industry that includes numerous and diversified activities: 

treatments and surgical interventions in dental practices and clinics, dental aesthetics 

interventions in luxury clinics, the organization of specialization courses, conferences and 

congresses, the development of extremely innovative procedures and materials. Dental tourism 

has also had a spectacular trend, especially in Eastern European countries. Within a very short 

period of time, this highly profitable field, but which presents a huge risk of transmitting 

potential viruses, has recorded significant financial losses. In March 2020, in some European 

countries a lockdown was imposed by governmental decree or ordinance, all private practices 

having ceased their activity, whereas in other countries a significant number of clinics closed 

on their own initiative, and those remaining open recorded a staggering decrease in the 

number of patients. Courses, conferences, and congresses have been cancelled one after 

another throughout Europe. As a result of the cancellation of many flights, the activity in the 

branch of dental tourism has ceased almost entirely. For two months, an extremely small 

number of medical units, especially hospitals, were reorganized to provide care in dental 

emergencies, according to a very strict protocol to limit the risk of contamination. In view of 

resuming their activity as of May, professionals in the sector had to meet several severe 

protection conditions, regulated by institutional documents by the National Orders/Colleges 

of Dentists. In October, in the face of the second wave of the pandemic, the governments of 

European countries took less restrictive measures in an attempt to avoid a new lockdown and 

the decrease in the supply of goods and services to the population to such a great extent, so 

this time, governments have not closed private practices, despite the fact that in some countries 

the beginning of November has brought about a new isolation – albeit a partial one – and a 

renewed closedown of some businesses. We will analyze, in the context of the ongoing 

pandemic, the situation of this sector in several European countries. Given that the demand 

for dental services has only decreased very little, professionals in the sector have tried in 

various ways to continue their work so as not to sacrifice the dental health of the population. 

The risk/benefit ratio is very hard to manage in this field, so precautions, prevention, and 

protection measures in dental practices remain of the utmost importance. If the branch of 

organization of courses, conferences, congresses can compensate to a certain extent the sharp 

decline in revenues during the lockdown period by moving the activity on online platforms, the 
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branch of dental tourism is still suffering massively, and the possibilities of recovery are 

greatly reduced. Dentists remain the most exposed to risks. They are facing medical and 

financial concerns and have to make final treatment decisions amidst an uncertain and 

dangerous situation. 

 

Keywords: Dental medicine, COVID-19 pandemic, Crisis management, Risk, Dental tourism. 

 

 
1.  INTRODUCTION 
 

he global economy has been deeply affected by the Covid-19 pandemic. Most business 

sectors have endured huge losses in a very short period. Except for Sweden, where it 

was considered more important to continue business activities while the measures to 

contain the risk of contamination and spread of the infection (hygiene measures and social 

distancing) were communicated to the population only as a recommendation, about 45 

countries imposed a two-month lockdown (i.e. from March 12-15 to May 11-15, 2020) and 

shut down most activities. 

 

Data collected by governments showed that the measure of a mandatory lockdown has paid off 

in almost all European countries, even in those that have faced a very large number of infections 

and deaths (i.e. China, Germany, Spain, Italy, France), so the infection rate decreased in May; 

nevertheless, the lockdown failed to stop infections. The recent developments make it difficult 

for specialists to forecast and estimate future evolution. 

 

The decision to implement traffic restrictions and interrupt business activities have had 

multiple consequences in the economy, the most striking being the following ones: 

 serial bankruptcies, especially in the case of small and medium enterprises; 

 the lowest employment rate in the last decade; 

 a rising unemployment; 

 higher burden for the state budget as a result of supporting social and economic 

protection measures (financial aid granted for SMEs and individual entrepreneurs, 

partial or technical unemployment during the quarantine and post-quarantine period); 

 increase of public debt. 

 

Considerable losses have been sustained in tourism and transport, in the hospitality industry 

(hotels, restaurants and cafes sectors), in the creative cultural sector, and in the sports industry. 

Despite the recovery plan for Europe Next Generation EU (approved in July 2020), which 

provides for a fund of EUR 750 billion of which EUR 390 billion will be allocated as subsidies 

to the states most affected by the pandemic, economic recovery is a very difficult process, with 

many private businesses at risk of extinction. Few business sectors have increased their income 

during the lockdown period and in the following months (e.g. postal and courier services, 

catering services, digital advertising). 
 

2.  MOTIVATION AND SOURCES 
 

Most of the research and studies carried out so far by economists and financial specialists in 

2020 focused on ways to recover in the aforementioned business areas. However, there is little 

work dedicated to one of the sectors most affected by the pandemic, namely the dental medicine 

sector. 

T 
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While being considered at the beginning of the pandemic to involve activities with a high risk 

of infection (it is mainly about procedures during which aerosols are formed), the dental 

medicine sector was directly targeted by the first decisions taken by the governments of several 

European states. Thus, at the beginning of March 2020, in many European countries it was 

ordered by presidential decrees, by ministerial ordinances and, in some cases, by military 

ordinances, the closure of dental practices and clinics: 

 In France the dental practices were closed on 16th of March 2020; 

 in Romania, on 21st of March 2020, the first article of the Military Ordinance no. 2 

communicated by the Minister of the Interior provided for the temporary suspension of 

medical practice in the dental offices; 

 Portugal declared a national state of emergency on 18th of March 2020; one of the 

measures ordered was the closure of dental practices. 

 

Such measure was not taken during any of the previous economic crises. For two months, 

dental emergencies were provided only by hospitals and a few private dental practices, which 

were forced to meet very strict hygiene and safety requirements. 

 

In addition, in March, the Italian Government decided to close all but the main economic 

activities in Italy (logistics and transport, pharmacy and health, energy and agro-industry, 

banking, postal and financial services) and recommended dental offices and clinics to perform 

only emergency medical interventions. 

 

Also, the professional associations of dentists in some European countries have recommended 

the temporary suspension of activity in private clinics, even if governments did not impose 

such measures. In a few countries, i.e. Denmark and Norway, the state of emergency declared 

on 12th of March 2020 did not involve the closure of dental offices and clinics, but many private 

clinics closed as a preventive measure to contain the spreading of the virus. 

 

In Germany, the dental offices remained open, while being imposed few additional protection 

measures and the reduction of certain procedures (use of the dental turbine). However, 

ultrasonic descaling was banned. 

 

In late May, economic activity resumed in Europe, but the period that followed was a very 

difficult one, full of risks, providing little forecast information, and the medical practice was 

carried out against the background of increased spending on protective materials, additional 

measures to control infections and depletion of financial resources of dental offices and clinics. 

 

In many European countries, after the March-May lockdown period, governments have 

imposed a state of alert, issued rules and regulations, released through the professional councils 

of dentists, on measures to prevent and contain COVID-19 infection, at endowment with 

personal protective equipment, increased obligations to disinfect the medical offices in 

compliance with strict health protocols. 

 

In addition to dental services, there is a wide range of related activities that have endured 

significant losses because of the health crisis and restrictive measures taken by governments: 

the organization of specialization courses, conferences and congresses in dentistry, production 

and marketing of dental materials and equipment, activity of dental laboratories. 

 

In this paper, we will mainly review the situation of private dental practices and clinics against 

the background of impossibility to put an end to health crisis in March-May, the impact of 
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restrictive measures taken by European governments during the lockdown period and after 15th 

of May and the way in which entrepreneurs in the dentistry fields could withstand throughout 

this period, the end of which cannot yet be foreseen, and could overcome the obstacles created 

by the COVID-19 crisis. 

 

It is worth mentioning that, even though the dental medicine sector seemed one of the most 

profitable sectors - with an impressive number of innovations and a rapid development - many 

dental clinics were already facing many difficulties before the spread of coronavirus: 

 many dental clinics did not fully recover after the 2008-2009 economic crisis; 

 the fierce competition in this field means that the revenues of the clinics are not always 

as expected; 

 entrepreneurs in the field of dentistry must constantly invest significant amounts in 

state-of-the-art equipment, in training courses for doctors, in order to be able to ensure 

high quality dental care and services; 

 the costs for the implementation of safety measures adequate to this activity, even under 

normal conditions, are relatively high. 

 

Moreover, the disruption of the medical practice for a period of several months is devastating 

for any business; the recovery is a long process, which requires patience, perseverance, 

financial resources and always an updated management and marketing expertise. 

We used as sources the European documents drafted under the guidance of the 

Council of European Dentists (CED), national legislations (decrees, ordinances, decisions of 

state authorities), and recommendation guidelines developed by dental professional 

associations. 
 

3.  RESTRICTIONS ENFORCED AFTER 15TH OF MAY 
 

After the first stage of combating the pandemic, a state of alert was imposed in mid-May in 

many European countries. The hope for a speedy recovery in the dental sector is dashed by the 

second wave of the pandemic. Since September 2020, the daily number of infections and 

fatalities has been steadily increasing all over the world. 

 

Israel was the first country to return to a period of strict lockdown imposed by the government 

and to traffic restrictions. Thus, between 18th of September 18 and 9th October 2020, schools, 

shops and many private companies, restaurants, salons, and gyms were shut down again. 

Unlike the first quarantine period, this time private dental clinics remained open, so as not to 

limit medical services to emergency cases only. 

 

In addition, given the extremely high infection rate faced in September-October, France 

imposes restrictions on large cities and a night traffic ban. Given that the effects were not as 

expected, on 30th of October, the President of France announced a new period of general 

lockdown for one month (30th of October 30 – 1st of December). Here, too, there is a less strict 

lockdown than in the early 2020, and private dental clinics remain open. Germany has imposed 

a light lockdown on 2nd of November for a period of 4 weeks and does not ban dental practices 

either. 

 

Hoping to slow the spread of the virus, in Ukraine the prime minister announces the quarantine 

over the weekend, valid as from 14th of November 14 the end of this month. 
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In order to prevent blocking the economy, in November many European countries avoided 

imposing new periods of general lockdown, while opting for quarantine imposed by region, 

depending on the rate of daily infections (e.g., Spain, Italy, Romania). 

 

In brief, we may notice that compared to the first period of lockdown, private dental offices 

and clinics may operate throughout Europe. 

 

According to the Council of European Chief Dental Officers (2012), the analysis of the 

estimated percentage of GDP allocated to oral health in 2010 in different European countries 

shows that Italy, Germany, Ireland are the top three countries, while Poland, Lithuania and 

Romania are ranked last in this hierarchy. Recent statistics show that Romania4 ranks last in 

the European Union in terms of oral health; therefore, the decision to quarantine certain regions 

and not to shut down the dental offices in September-November is beneficial. 

 

In fact, studies conducted by dental associations in several countries have shown that, under 

any circumstances, good hygiene and proper disinfection have always been provided in dental 

offices, strict safety regulations have been observed and strict health protocols have been 

applied there. 

 

The additional measures imposed by the authorities to prevent infection with COVID-19 entail 

high additional costs, as the prices of protective equipment have increased significantly in 

recent months. These costs will be found either in the increase of fees for dental services, or in 

a loss of profit should the pre-pandemic fees are maintained. 
 

4. CHALLENGES FACED BY DENTAL OFFICES 
 

The consequences of all these events, restrictions, and regulations for dental practices, which 

generally operate as sole proprietorships and as limited liability companies, have been 

numerous and on multiple levels: 

a) Financial, 

b) Occupational, 

c) Medical. 
 

a) Financial issues 
The closure of private practices in March-May 2020 led to the plummeting of incomes of 

dentists and dental auxiliary staff. Subsequently and during the quarantine periods of 

September-November, they faced the difficult situation consisting of lower income and higher 

expenditure. 

The main factors that triggered the decrease of income were, inter alia, the following ones: 

 complete shutdown of the dental practice during March-May 2020, following the 

official decrees and ordinances; 

 a decreased number of patients after 15th of May compared to the period before the 

onset of the pandemic; 

 abandonment of complex dental treatment plans; 

 reduction of income among many patients who have been affected, at their turn, by the 

health crisis. 

 

  

                                                           
4   In Romania, the dentistry field receives only 1% from public budget allotted to health. 
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The number of patients has dropped dramatically because of: 

 the two-month suspension of the medical practice in the private dental offices; 

 additional procedures to be performed in dental offices in order to prevent the spread 

of COVID-19 pandemic; 

 allotting enough time between medical appointments for proper cleaning, disinfection 

and ventilation of the dental office after each patient; 

 performing a preliminary screening - by phone or through application running on the 

dental clinic website; 

 patients’ screening on arrival in the dental office; 

 postponement of urgent medical interventions and non-essential treatments; 

 closing the borders and suspending the flights, which determined the foreign patients 

to stop travelling for medical tourism purposes (both in the quarantine and post-

quarantine period). 

 

Dental office expenditures have increased due to the need to: 

 equip the office with additional means to combat viruses and bacteria (devices for 

sterilization of air microflora and air filtration, UVC ultraviolet light disinfection 

systems, nebulizers, disinfectants) and testing equipment; 

 purchase additional special protective equipment for medical staff (overalls, disposable 

medical gowns, visors, booties) and for patients (masks, gowns, booties); 

 make available hydro-alcoholic solutions to patients; 

 make changes to the dental office organizational structure and flows: creation or 

reorganization of a waiting room, organization of special circuits for patients in the 

office; 

 acquire specialized computer applications that can help in establishing the diagnosis 

through telemedicine; 

 perform additional operations: screening of patients, performing remote-consultation, 

proper completion of the patient's dental file, completion of a questionnaire to assess 

the patient’s general health condition. 

 

b) Occupational issues 
While facing the complete plummeting of their revenues during the lockdown period and a 

poor recovery of their revenues in the following period, the doctors who own dental offices 

have faced all the financial problems mentioned above. Consequently, maintaining the human 

resources needed to operate the offices has been a challenge by itself. 

In April-May, in almost all EU member states (except Bulgaria, Finland, Iceland, Ireland and 

Switzerland), the state allocated resources and financial aid: 

 according to the partial unemployment scheme conceived by the French government, 

in France, an employee benefits from 70% of the gross salary and 84% of his/her net 

salary; 

 in Romania, the technical unemployment benefit is 75% of the gross salary, but it 

cannot exceed 75% of the gross salary per economy (RON 4,000, i.e. roughly EUR 

800). 

 

In Italy, on 13th of March 2020, the Board of Directors of ENPAM (National Insurance and 

Assistance Institute for Physicians and Dentists) asked the government for assistance and social 

protection for doctors and dentists affected by coronavirus (i.e. by maintaining the 

remuneration of quarantined public doctors and expanding protection to freelancers). For the 

latter, a monthly aid of about EUR 2,400 was confirmed should they were forced to interrupt 

their practice due to the quarantine imposed by the authorities. 



 

107 

Since June, entrepreneurs, including those activating in the dental medicine sector, have had to 

deal with the issue of maintaining their own offices and paying their staff - even if they have 

not yet managed to fully recover financial loss incurred with their dental offices. 

 

In addition, they were place in the position of conducting training for the staff in charge with 

welcoming the patients and for dental nurses who were given additional tasks: carrying out the 

pre-screening of patients by phone, screening at the entrance to the dental office, body 

temperature control, documentation management (application of COVID questionnaires). 

 

c) Medical issues 
The health of the population has suffered throughout the year 2020. Access to specialized 

treatments has been restricted, which will have negative effects in the long run: 

 during the lockdown period, only emergency treatments were performed in hospitals 

and in a very small number of private medical practices; 

 even in countries where dental activity has not been stopped by state authorities (e.g. 

Germany, Denmark, Norway, Sweden, Finland), many doctors have decided to close 

offices (as a precautionary measure or due to the impossibility of meeting the functional 

requirements); 

 after the lockdown period, patients were very reluctant to request an appointment with 

a doctor, given the fact that the number of infections could not be stopped; 

 restricting access to dental care has determined not only the aggravation of existing oral 

health problems of population, but also the impossibility of early detection of possible 

serious problems (i.e. oral cancers); 

 dental treatment postponement will have consequences on the overall health condition 

of the patients and on the quality of their life. 

 In fact, as provided by the Platform for Better Oral Health in Europe: 

"Oral health is a determining factor for quality of life, essential for well-being, and an 

integral part of general health" (source: http://www.oralhealthplatform.eu/). 

 

5.  PRIORITY RECOVERY ACTION FOR DENTAL OFFICES AND CLINICS 
 

The Council of European Dentists (CED)5 argues that the continuation of dental activity during 

the pandemic is of paramount importance. 

 

In our opinion, recovery - especially in the case of private dental offices - is a long and difficult 

process, which involves the corroboration of skills and competencies at the highest level, in 

multiple fields (finance, management, marketing, law, IT), a special attention to be paid in the 

elaboration of action plans, patience and perseverance, and permanent vigilance. 

 

Mitroff (1987) emphasizes the importance of early warning signals in crisis management: "To 

prevent some major crises, organizations need only learn to read these early warning signals 

and respond to them more effectively" (1987: 285). However, in the case of this crisis, we 

cannot speak of such warning signs, given that previous epidemics (seasonal influenza, SARS 

virus) did not have such a devastating impact and did not require such severe restrictive 

measures. Mitroff considers that “effective crisis management is a never-ending process, not 

an event with a beginning and an end” (1987: 285). 

                                                           
5  A total of 32 national federations and professional councils from 30 European countries joined the Council 

of European Dentists association. The CED advises the European Commission on issues related to the dental 

profession. 

http://www.oralhealthplatform.eu/
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According to Roger P. Levin (2020), an American specialist in dental office management, 

during and after a crisis the management of dental offices is very different from the daily 

management. Levin finds four critical factors for the recovery of dental offices: income, cash 

flow, expenditures, and advisers. 

 First, dental offices must take measures to generate income urgently. For this, several 

steps are important to be taken (weekly analysis of income and expenditure, finding the 

break-even point) and measures (extending the work schedule, reducing staff leave, 

giving priority to the most productive cases, focusing on a large volume of simple 

treatment plans). 

 If revenues increase, the dental office gain cash, which allows it to "operate from a 

position of strength." Levin argues that a dental practice should have a 4-month cash 

reserve available (placed in a separate reserve) to support its activity in the event of 

unforeseen events. In contrast, according to the analyses performed by his consulting 

firm, in the context of the COVID-19 pandemic most of the dental clinics (90%) had 

cash available only for one month. 

 For a successful recovery, dental offices must be able to purchase the necessary 

materials, hire appropriate staff to resume and coordinate dental practice, manage 

appointments, and perform specialized procedures, or retrain its existing staff according 

to new needs; in brief, they must have the capacity to make expenses to generate 

income. On the contrary, in the current situation, most dental offices have tried to cut 

their costs. 

 The sanitary crisis was an unforeseen, unprecedented element; that is why the dental 

offices that have resorted to external assistance and consultancy have had greater 

chances of recovery. There is a need for financial advisers to obtain a possible 

government aid and loans, for the management of gains and losses; there is need for 

lawyers specialized in labor law to manage staffing and unemployment issues: there is 

a need for accountants for calculating taxes and managing related documents. 

 

Given the timing of the health crisis and the demands for social distancing, the dental office 

manager could also turn to IT consultants. We believe that access to digital solutions and 

innovation are essential for the speed recovery of dental practices. 

 

The online presence of the dental offices is paramount: 

 any dental office needs a website: to attract new patients, retain them, cultivate a 

positive experience (Porumb, 2017, 2020), provide information on dental services; 

 new functionalities must be placed in the already existing websites, for example a 

webpage for remote, online dental consultations (given the need for patients to interact 

with their doctor even if the dental office would be closed or to have smooth access to 

medical recommendations and medication in the forthcoming period); 

 it would be also advisable that a first dental consultation in order to sort urgent cases 

also takes place online; 

 one of the dental office staff could send - via email, WhatsApp, or other social media 

platform - messages to inform patients about the resumption of dental office activity, 

working schedules, importance of dental treatment, and consequences of neglecting the 

treatment. 

 

In this way, a digital connection between the doctor and the patients is created and developed, 

access to medical care is simplified, time is saved, operational flows are improved, 

appointments are managed to prevent patients crowding in the dental office. 
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However, the dental activity takes place mainly in the office. Therefore, it is extremely 

important to develop strict hygiene and health protocols and manifest increased vigilance 

throughout the next period. Good practices, attention paid to detail and even testing of patients 

will help to minimize the risk in dental offices, to practice a quality dentistry focused on the 

well-being of the patient. The doctor will also make decisions regarding the selection of 

procedures to be followed or the appropriateness of performing multiple treatments in one 

patient in a single session. 

 

Finally, partnerships could be concluded or, in some cases, renewed with industries such as 

tourism to provide medical facilities to clients, with the academic environment to be constantly 

up to date with new studies and research in the field, and for the practical application of possible 

solutions provided by scholars. 

 

European Commissioner Paolo Gentiloni predicted a return to a "prepandemic level" of the 

European economy by 2023. Thus, in his opinion, the pandemic would have cost Europe about 

three years of growth (Le Figaro, 6 Nov. 2020, p. 22). 

 

6.  CONCLUSION 
 

The COVID-19 pandemic is an event whose amplitude and gravity has endangered businesses, 

jobs and incomes of citizens, but also the short, medium and long-term health of the population. 

Given that people and businesses have never faced a similar crisis in the past, it is very difficult 

for entrepreneurs to overcome the problems they face every day to save their business. 

 

In the dental medicine sector, especially the activity of private dental offices, in developing an 

action plan for overcoming the crisis effects, doctors and managers in the field must constantly 

oscillate between risks and benefits, needs and priorities, tradition and innovation, immediate 

profit and the long-term gain, while being guided all by a basic principle: responsibility. They 

must be proactive and surround themselves with advisers from many fields to guide them in 

choosing the best strategies and implementing the most appropriate and innovative methods 

for recovery and carrying on their business under the special circumstances and uncertainties 

generated by the pandemic. 

 

Certainly, in the future, some of the changes made now will become rule, and the activity will 

improve thanks to the measures and reforms applied at present. 
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Abstract: The effectiveness and efficiency of CEFTA 2006, even after almost a decade and a 

half, are far from utilising the potential. Member States act more as competitors than as 

partners, manifested by a significant number of formal and informal non-tariff barriers. There 

is no true will to fully exploit the potential offered by the free trade zone. This is also reflected 

in the low utilisation of financial resources envisaged for joint cross-border cooperation 

projects of IPA I and IPA II funds. All countries focus their international exchanges through 

trade with the EU, and intra-CEFTA trade is focused only on exports. The EU is making efforts 

to connect more tightly countries by supporting mini-Schengen project for Western Balkans. 

The paper will try to answer the questions: what economic benefits can the mentioned model 

bring and is politics a significant obstruction? The comparative regression analysis of the 

impact of the exchange of goods and services on the economic development of the member 

states for CEFTA 1992 and CEFTA 2006 will be presented in the paper. The analysis will be 

done by using the SPSS statistical program. 

 

Keywords: CEFTA 2006, Mini Schengen, Countries of Western Balkan, External trade, 

Economics, Politics. 

 

 

INTRODUCTION 

 

he development of international trade today, undoubtedly, represents one of the 

priorities of the world economies. Moreover, scientific studies are dealing with the 

relationship between foreign trade and economic development. The scientific study of 

two professors from the University of Harvard, Sachs and Warner (1995) show that developing 

countries during the 1970s and 1980s opened their markets to the world, and had an average 

economic gain of 4.5%, whereas closed economies had only 0.7%. They also stated that 

developed countries with open economies have economic growth of 2.3%, while those 

countries with closed economies had only 0.7% of economic growth.  

 

The same conclusion was reached in a scientific study in 2003 carried by economists Wacziarg 

and Horn Welch (2003). The fact is that most economists are for developing international trade. 

 

Any economic integration, on an economic basis, towards the creation of a free trade area aims 

at increasing trade within that region and enhancing competitiveness with the rest of the world. 

In addition to these goals, the emergence of the CEFTA Free Trade Area in 2006 was also 

motivated by certain political issues, such as the process of integration of Member States into 

the EU. 

                                                           
1  Central Bank of Bosnia and Herzegovina and University of Business Studies Banja Luka, Bosnia and 

Herzegovina 
2  Central Bank of Bosnia and Herzegovina and Economic Faculty in Sarajevo, Bosnia and Herzegovina 

T 



 

114 

1. THE FOREIGN TRADE COEFFICIENT 

 

Should small countries fully liberalize their trade with foreign countries? This is a question that 

in theory is largely no longer being posted. The advantages of integrating into the international 

trading system are such that autarchy is not a real alternative. Even famous Neo-Keynesians, 

like Krugman (1993), believe that free trade "though not perfect, is rather good," and that "any 

attempt to get away from free trade will end up with more harm than good. " 

 

The foreign trade coefficient (the coefficient of openness of the economy) measures the overall 

dependence of the country on foreign trade. It is obtained as a ratio of foreign trade (exports 

and imports) and gross domestic product. Researcher Daitoh (2008) believes that such policies 

are a path to the process of poverty reduction in underdeveloped economies and that the 

economies that are pushing for restrictive policies in international trade are lagging behind and 

facing a low standard and slow recovery and growth. (Sachs, Warner, 1995; Krueger, 1998; 

Dollar, Kraay, 2001; Krugman, Obstfeld, 2001). However, numerous researchers expressed 

doubt about the consistency of the positive link of international trade and economic 

growth/development (Rodrigez, Rodrik, 2000), mainly as a result of the lack of a conceptual 

definition of openness and its measurement (Baldwin, 2004). 

 

Dowrick and Duc-Tho (1989) do not doubt that the openness of the economy, even with the 

elements of protectionism, promotes growth. Thus, the research by these authors points to the 

fact that the dynamic benefits of trade are indisputable, but there is a possibility that in many 

countries "immiserizing growth" occurs (growth with impoverishment), i.e. deterioration of 

the "exchange relationship" because trade liberalization stimulates growth in the world 

economy (stimulating international flows of knowledge and innovation and “allowing“ 

economies to specialize), but at the same time some economies can specialize in areas where 

low work qualifications are needed, or in slowly growing sectors3. 

 

Table 1 shows the coefficient of openness of the CEFTA countries. There is a high degree of 

openness, which is not surprising since these are small countries, which have to seek their place 

in the global market through the exchange. 

 

Table 1. Foreign trade coefficient of CEFTA 2006 countries 

Year/Country AL SER FYRM B&H 

2008 0,9 0.8 1,1 0,88 

2009 0,8 0,7 0,9 0,68 

2010 0,9 0,8 1,0 0,79 

2011 0,9 0,8 1,1 0,88 

2012 0,9 0,9 1,1 0,84 

2013 0,9 0,9 1,0 0,83 

2014 0,8 1,0 1,1 0,87 

2015 0,7 1,1 1,1 0,83 

Source: Central banks of mentioned countries 

  

                                                           
3  Possible specialization in '' natural resource based activities '' reduces educational and 'skills' initiatives 
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2. COMPARATIVE ANALYSES OF INTRA-CEFTA AND EXTERNAL TRADE 

WITH EU 

 

The greatest effects of this agreement were visible in the first years after signing (for example, 

in 2008, the total value of intra-regional export flows was 2.5 times higher than in 2006). 

However, in the following years, a slower growth rate of intra-regional exchange followed, 

which throughout the entire 2006-2016 period produced an average annual growth of 7% 

(Bjelić, Dragutinović, 2018, 23). 

 

Graph 1 shows a significant decline in intra-CEFTA trade since mid-2013 due to Croatia's 

leaving the CEFTA market. The decline increased until mid-2015 when a slight increase in 

intra-CEFTA exchange began. At the end of 2016, the index of exchange with the EU was 250, 

and intra CEFTA below 200, compared to the essential 100 in 2006. 

 

Graph 1. CEFTA 2006 interregional exports and exports to the EU (Indexes, 2006 = 100) 

 
 
 

Source: Bjelić and Dragutinović-Mitrović (2018) 

 

The EU was the main partner of the Western Balkan countries, both in terms of exports (72 %) 

and imports (58 %) in 2018. In 2018, manufactured goods made up 78 % of EU exports and 

81 % of EU imports from the Western Balkan countries (graph 2). 

 

Graph 2. External trade between members of CEFTA 2006 and EU 

 
Source: 

https://ec.europa.eu/eurostat/statisticsexplained/index.php?title=Western_Balkan_countries-

EU_-_international_trade_in_goods_statistics (02.08.2020.) 

  CEFTA - EU         Intra-CEFTA 
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3. ECONOMETRIC ANALYSIS OF THE IMPACT OF FOREIGN TRADE 

EXCHANGE WITH CEFTA AND EU ON GDP 

 

The following is an overview of the impact of CEFTA member countries' trade with CEFTA 

and the EU on the GDP of the countries observed. The model of multiple linear regression will 

be applied to the formula for GDP. 

 

GDP = C + I + G + X, where  

C=spending by consumers,  

I=investment by businesses,  

G= government spending and  

X= Ex - Im (equals net exports),  

 

adapted to the way in which set all variables to be a constant, except for foreign trade (through 

exchange with the EU and intra CEFTA). Multiple Linear Regression (R) is used to find out 

the relationship between mentioned external trade and GDP.  

 

The formula applied is: 

ln GDPt = β0 + β1 lnET t + ε t  

where 

βo = Intercept 

β1 = slope (measure the impact of the dependent variable on the independent variable) 

GDP t = Gros domestic product in period t 

ET t = External trade (EU and intra CEFTA) in period t 

εi = Random Error 

 

Table 2 shows the significant linkage of all CEFTA members’ trade exchange with EU and 

CEFTA with GDP, with very high coefficients. 

 

Table 2. Model Summary of influence intra CEFTA 2006  trade and CEFTA 2006 with EU 

trade on GDP 

Country R R Square Adjusted R Square 

Albania ,976a ,953 ,941 

B&H ,973a ,946 ,933 

N. Macedonia ,825a ,680 ,600 

Serbia ,919a ,845 ,806 

a. Predictors: (Constant), EU, CEFTA 

b. Dependent Variable: GDP 

 

If the volume of trade between CEFTA and the EU is separated (Table 3), there is incomparably 

lower importance of the exchange with CEFTA concerning the EU, where the coefficient is 

even above 1 in cases of some countries. Negative coefficients in the case of Albania and S. 

Macedonia express their primary orientation to the EU market.  

 

Table 3. Coefficients of correlation – separately, trade CEFTA-EU; intra CEFTA trade 

Country EU CEFTA 

Albania 1,065 -0,93 

B&H 1,071 0,242 

N. Macedonia 0,795 -0,134 

Serbia 0,919 0,203 
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4. THE (UN) SUCCESS OF CEFTA 2006 AND THE PERSPECTIVE OF THE 

"MINI SCHENGEN"  

 

The economic situation in CEFTA is difficult to separate from the political because economic 

flows are built on political grounds. It is therefore not surprising that Serbia has the highest 

volume of exchanges with B&H (Republic of Srpska) and vice versa, then with North 

Macedonia, while Albania has the largest exchange with Kosovo. On the other side, Kosovo 

has the largest volume of exchanges with Serbia (the unresolved status of Kosovo) and then 

with North Macedonia (a significant number of Albanian population) and Albania. 

 

Table 4. Intra - CEFTA trade in period 2012-2018           Mil. EUR 

 B&H SER AL NM KOSOVO 

B&H - 9419 204 949 572 

SER 9419 - 857 4887 2795 

AL 266 857 - 730 1320 

NM 1192 4887 730 - 1670 

KOSOVO 740 2795 1320 1670 - 

Source: CEFTA Secretariat, https://statistics.cefta.int/goods 

 

Due to the growing political tensions and the refusal of an increasing number of EU countries 

to integrate the Western Balkans countries into the EU, official Brussels decided to strengthen 

efforts to create the so-called Mini Schengen for the mentioned countries. The countries of the 

region are also covered by the process of stabilization and accession to the European Union, 

which means that they are on the path to full membership, although this path is very slow in 

their case. Montenegro and Serbia are candidates for membership and they have been 

negotiating entry for years, but their entry, according to the latest available information, is not 

expected before 2025. Albania and Northern Macedonia have candidate status and they are just 

at the beginning of the negotiating saga, while B&H and Kosovo are still only potential 

candidates. In the very slow process of joining the EU, many see the real reason for the creation 

of the Balkan mini Schengen: an area that should accelerate trade and commerce between the 

countries of the Western Balkans, but also those regions with the rest of Europe. The goal is to 

remove obstacles to the exchange of goods and services between the countries of the region, 

as well as the free movement of the population. 

 

The project mini Schengen implies the establishment of a common market and a single 

investment destination with harmonized regulations and simpler rules in the Balkans, which 

would facilitate and accelerate the crossing of borders between the countries of the region, 

which is one of the biggest problems due to long waits and high costs. In the first phase, the 

project includes three signatory countries, and in the second phase, it should include Bosnia 

and Herzegovina, Kosovo and Montenegro. Among other things, it provides for the possibility 

of crossing borders only with ID cards, and unique work permits will be introduced as well.  

 

If there was a mini-Schengen and if the EU stimulated the funds, then through the participation 

of countries and regional integration, bilateral problems would be reduced, regional 

infrastructure would be strengthened or built and economic systems would be improved. 

 

Application of the mini Schengen could show that the region is not a burden for the EU, but 

that it requires significant concrete reforms in each of the countries - in the field of labor 

legislation, immigration and customs policies, judicial reform, especially when it comes to the 

https://statistics.cefta.int/goods
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collection of claims and respect for workers' rights, which would be the same for everyone in 

the region. 

 

Mini Schengen could also significantly alleviate the problem that the Western Balkan countries 

have now with economies of scale. On the one hand, the free flow of people and goods means 

a more attractive market of almost 20 million consumers, and on the other hand, by pooling 

production capacities, the problem of insufficient production volume could be overcome due 

to which the companies from each country cannot compete in larger markets which are looking 

for larger quantities of goods. 

 

Increased cooperation between the countries of the region could increase the inflow of foreign 

direct investment and the region's networking with the West. It would be most desirable for the 

countries of the region to merge production capacities and export products provided that there 

are no excessively large political obstacles. 

 

CONCLUSION 

 

The CEFTA 2006 region is very complex, viewed through the prism of historical socio-

political relations. Numerically small nations, expressed needs for national identity, in the 

territories that have been under occupation for centuries, accentuate primarily the achievement 

of political goals, and economic relations have put under them. Unfortunately, in this way, 

economic development is blocked and the population is trapped in the political sphere. The 

result of such processes is a pronounced migration of the population of all countries in the 

region to the EU and other developed countries. 

 

Observing the level of trade and investment in the region in 1998, Gligorov found that rather 

than shifting trade to the region, historical divisions and rivalries discouraged Balkan countries 

from integrating into regional trade relations and prevented them from using geographical 

proximity as a means of increasing profits and profits. 

 

Importance of the involvement of all countries in the flow of international trade is important 

for every national economy. This is particularly obvious in small countries, which cannot be 

self-sufficient. This is the case with Bosnia and Herzegovina, as well as with all the countries 

in the region. Regarding B&H, from all of the above, it follows that the EU market is dominant 

for B&H, and that the potential for the CEFTA zone has not been fully utilized. 

 

The emergence of political problems diminishes the chances of increased export of Serbian 

businesses to the countries of CEFTA 2006, so it needs to work on stabilizing the political 

situation in the region and then on new forms of trade and investment cooperation in the regions 

that precede the accession to the EU (Bjelić, Dragutinović, 2018, 6). 

 

Considering the low level of efficiency of CEFTA 2006, the "mini Schengen" zone should 

strengthen and deepen economic activities between the countries of the Western Balkans, but 

also stabilize the political situation. The goal to be achieved is economic and political 

stabilization with the purpose of effective preparation for the integration of the entire region 

into the EU. Whether economic interests, supported through EU projects, will prevail or 

whether political tensions will obstruct the project, the time will show. 
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Abstract: The need to understand and characterize management approaches, especially in 

their modern context, is becoming particularly important, mostly to test small and medium-

sized businesses' ability to adapt to modernization's high demands. According to the research 

team, several challenges generated by various constraints, external and internal to 

organizations of this type, are why they fail to reach their growth and development potential. 

However, such a statement must be a subjected to a severe analysis based on the methodology 

of a new, modern system of indicators to illustrate SMEs' real readiness and ability to be in 

line with development trends. The regional sector analysis successfully identifies the 

prerequisites for these enterprises' development and determines their specific regional 

potentials. The study analyzes the small and medium-sized enterprise sector in the Balkan 

countries and within the European Union. The research team identifies the predisposition for 

small and medium enterprises to regional specialization, application of innovations, 

technologies, entrepreneurial discoveries, digitalization and strategy, planning, and 

programming of a new generation. 

 

Keywords: Regional specialization, Smart specialization, SMEs, Innovation, Regional 

competitiveness. 

 

 

INTRODUCTION 

 

he continuous and contemporary discussion on small and medium-sized enterprises 

(SMEs) remains to excite and arouse research interest in the present. Of particular 

importance is the sector's study to consider its fundamental role in the process of 

development, updating, and modernizing the sectors of national economies. Today, the need to 

analyze and evaluate the SME sector's development is more critical than ever. We can observe 

the reasons in two particular aspects. First, there is a need to study SMEs' value and their 

importance for developing the socio-economic nature of the regions. Second, how does this 

development improve SMEs' ability to modernize their activities to provide an adequate 

response to societies' continuous and dynamic modernization? Many authors and researchers 

on the topic of SMEs support the thesis that these structures have, to no small extent, an 

unrealized potential that should be exploited, especially in the context of modernity, shaped by 

the economy 4.0 and society 5.0 (Nikolov, G. 2019). Such a formulation should be subjected 

to an analysis based on a new methodology and a modern system of indicators to illustrate 

SMEs' real readiness to adapt to modern development challenges and trends. In turn, such 
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development must be considered and characterized from different positions, economic, social, 

technical and technological, informational, infrastructural, cultural, and many others, 

presenting the modern picture of regional development's integrity, designed to engage all these 

aspects. 

 

The management of small and medium-sized enterprises (SMEs) in the structures of national 

economies has always been a topic of discussion, which arouses serious research interest.  

 

The research team observes this statement from two opposing positions. First, through analysis 

and empirical verification, to characterize SME management's importance as an opportunity to 

increase their usefulness for a territory's economic development. Second, to what extent, the 

achieved development and specialization of the territory (region) promote the progress of 

SMEs in such a way that they, in their activities, can optimally respond to the rise of modern 

societies and new concepts related to globalization, digitalization, economy 4.0 and society 

5.0. There is hardly a researcher on the development and management of small and medium-

sized businesses that supports the claim that these structures make optimal use of their 

capabilities. In turn, we consider and characterize such development must by different 

positions, economic, social, technical and technological, informational, infrastructural, 

cultural, access to finance, innovation, and many others, presenting the modern picture of 

regional development's integrity engage all these aspects. The author's team will identify the 

predisposition of small and medium businesses to regional specialization, application of 

innovations, technologies, entrepreneurial discoveries, digitalization and strategy, planning, 

and programming of a new generation. 

 

One of the possibilities to research the SME sector and their condition is their regional sector 

analysis. It creates good preconditions for identifying the development factors of these 

enterprises and could determine their specific regional potentials. The use of the regional sector 

analysis of SMEs enables decision-making and implementation of mechanisms to support 

specific sectors of the economy and thus ensure their success. From another point of view, it is 

essential to assess the effect of these interventions on the economies of the countries and their 

impact on the development of the region in which the incentives applied to SMEs operate. The 

authors of the present study support the hypothesis that there is an objective need for timely 

assessment of such interventions and their impact on the development of both the SME sector 

and the specific industry to which they belong, and the overall development of the region. 

These mechanisms should aim to achieve a multiplier effect by generating added value, 

stimulating export activity, and increasing employment. 

 

1. A BRIEF OVERVIEW OF REGIONAL SPECIALIZATION THEORIES 

EVOLUTION 

 

At the dawn of the emergence of regional economic literature, most economists believe that 

differences in their size determine individual territories' wealth. This economic thought line 

has been called "mercantilism" developed by European Scholars T. Moon, W. Petty, J.W. 

Colbert in the late 16th and 17th centuries. Mercantilists maintain the view that the amount of 

gold and silver determines the wealth of the territory. They suggest that the interventions 

related to the territories' economic development should aim at increasing them. To achieve this, 

they propose to stimulate the exports and restrict imports, except exports of precious metals. 

 

Thus, recognizing the vital role of trade for economic growth is accompanied by an increase in 

restrictions and strict foreign exchange regulation by the state. One of the first British 
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representatives of classical economic theory, Adam Smith (1789), criticized these limitations. 

He showed that the territory well-being depends not on the amount of gold and silver as on the 

production level through the division of labor and cooperation. He supports the view that the 

region's specialization must be based on the principle of absolute advantage. The region exports 

its products at the lowest price and imports those made in other lower-cost areas. Producers 

must operate in conditions of free competition and a certain amount of economic freedom. 

Thus, was born the theory of absolute advantage. 

 

The absolute advantage theory has clearly shown how foreign trade should occur if there is an 

absolute advantage in the region. However, it does not answer how a region can participate in 

foreign trade areas if it does not have such an "absolute advantage." The theory of "comparative 

advantage" derived the answer to that question. Another representative of the classical school, 

David Ricardo (1817), developed the theory of absolute advantages and showed that trade 

could be mutually beneficial, even if one of the regions did not have an absolute advantage in 

producing certain products or services. Ricardo, who essentially developed A. Smith's theory 

proved that absolute advantages are only a particular case of the principle of rational division 

of labor, based not on absolute but relative (comparative) advantages. Even countries (regions) 

with higher production costs for their products can benefit from specialization in foreign 

markets due to the difference in prices between different participants. The comparative 

advantage principle is that the regions must specialize in the production of those goods that 

they can sell at the lowest comparative cost compared to other regions. Comparative costs show 

how much of the production of some goods we have to give up to increase the production of 

others by one. 

 

In the theories of Adam Smith and David Ricardo, the main factor in determining the rational 

structure of production and exchange is labor costs, in the 30s of the XX century. Swedish 

economists E. Heckscher and B. Olin (1992) developed a theory of international (interregional) 

division of labor, taking into account the ratio of the main interchangeable factors of production 

(labor, land, capital, etc.). From Heckscher and Olin's conclusions, it is clear that backward or 

developing countries (regions), which as a rule have an intense shortage of capital and surplus 

labor, must specialize in the production and export of labor-intensive products. Developed 

countries and regions with accumulated significant capital (including scientific and technical) 

must strive to export capital-intensive products. The natural-geographical profile of the 

territory strongly influences the specialization. Thus, e.g., countries and regions with sizeable 

agricultural land areas and relatively low population density should expand agricultural 

exports. Land and other natural resources are immovable factors, and only the products of their 

exploitation can move. 

 

The key assumptions and interpretations of the Heckscher-Olin theory are tested and corrected 

in the coming decades. In particular, this was done to search for relevant export and import 

patterns of goods, taking into account the direct costs of the production factors and the indirect 

ones, concentrated in raw materials and consumables. This analytical task was realized much 

later. In the late 1940s, Vasily Leontiev subjected the theory to empirical verification. The 

results of this inspection went down in history as Leontief's paradox. Leontiev decided to check 

whether since capital is abundant in the United States, based on a comparison with other partner 

countries, the country's exports are mainly capital-intensive goods and imports of labor-

intensive ones. Among the calculations and comparison of the results obtained, it turned out 

that US imports are more capital-intensive than exports. 
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There is a lot of research in the regional economic literature that has approached regional 

specialization and concentration problems. The definitions of regional specialization are based 

on the same production structures, reflecting the same reality. Regional specialization 

expresses the territorial perspective and depicts the distribution of sectoral shares in one region, 

usually compared to the rest of the country. Here, localization theories play a significant role 

in shaping the theoretical foundation. 

 

The creation of the theory of the location of objects is associated with the publication (in 1826) 

of the book by the German economist J. Thünen "The isolated state in terms of agriculture and 

the national economy" (Der isolierte Staatin Beriehung auf Landwirshaft und National 

Okonomie). The theory is based on the assumption that there is an economically isolated 

country in the world. There is a single central city, the only market for agricultural products, 

and a source of industrial goods (The theory of location of agricultural products). The method 

which compares the costs of delivery and transport of goods from the production point to the 

market (city) should be used. As a result of the analysis, it determines the most favorable areas 

for the positioning of individual types of agricultural products (their specialization). Despite 

von Thünen's work (since in practice, no state meets the prerequisites set in his theory), it 

becomes a critical example of the use of mathematical models in the view of spatial economics. 

The modern economy appreciates and recognizes its essential methodological significance and 

value. 

 

The next step in developing localization theories was made with the advent of ideas about 

industrial objects of economic activity. W. Laundhart and A. Weber are recognized as founders 

of this trend. W. Laundhart developed a theory for the rational localization of industrial 

enterprises. Its most important achievement is the method of finding the optimal location for 

the location of a unit of an industrial enterprise in terms of sources of raw materials and markets 

for the sale of products. The determining factor in both Johann von Thünen's Theory and 

Wilhelm Launhard's Theory is transport costs. Laoundhart's views are further developed in the 

works of A. Weber. The most significant works of the German economist and sociologist 

Alfred Weber are "Theory of the location of industry (1904)" and "Theory of the location of 

industry. Pure Standard Theory (1909)”. They become the most circumstantial theories in this 

area. 

 

Afterwards, the next stage of the localization theories development is the emergence of the so-

called settlement positioning theory. W. Kristaler introduced the first functional Theory related 

to the localization of settlements in the market system. His central places theory was revealed 

in the work Central Places in Southern Germany, published in 1913.  

 

The general spatial theory was developed in the twentieth century. Its author is A. Lösch, a 

Polish economist whose views are set out in his work "Spatial Organization of the Economic," 

published in 1940. The general spatial theory is linked to the private ideas of Thünen, Weber, 

Kristaler. We can conclude that he is the founder of the thinking for the specialization of 

regional industries because he set himself the task to justify the possibility of the rational 

geographical distribution of production. His book indicates the most advantageous options for 

the location of newly built industrial enterprises in the centers with active economic life and in 

the market areas. Lösch bases his scientific work on the subject of localization theory, moving 

from the development of enterprises and the community to the problems of forming economic 

regions. The most important contribution of A. Lösch is developing the basic principles of 

spatial theory and financial equilibrium. 
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From all the above, we can conclude that regional specialization expresses the local perspective 

and depicts the distribution of sectoral shares in the regional economy, usually compared to the 

rest of the country. A region is considered highly specialized if a small number of industries 

have a large share in that region's economy. 

 

2. REGIONAL OR SECTORAL SPECIALIZATION FOR SMES IN BULGARIA, 

SOME BALKAN COUNTRIES AND THE EU 

 

The small and medium-sized enterprise sector forms the largest segment of enterprises in the 

national economies of both the Balkan countries and the European Union. There are cases in 

the Balkans and the EU, where over 99% of all enterprises are small or medium-sized. For 

example, in the Bulgarian economy, they form 99.8% representation in the country's economic 

structure. We could note that they generate more than 65% of value-added and more than 75% 

of employment. According to the indicators, the country is significantly ahead of the average 

Union's values (over ten percentage points) -  Current data on SMEs (2014-2018), Ministry of 

Economy of the Republic of Bulgaria. However, this is not the case when considering the 

average indicator productivity of Bulgarian SMEs, which is still significantly behind the 

Union's average values. That is why increasing the competitiveness of SMEs is key to the 

Bulgarian and Balkan country's economic development. For example, the case in Serbia and 

North Macedonia is similar.  

 

Table 1. Summary of number of enterprises and relative value of SMEs compared with the 

EU28 average (for 2019). [1]; 

 

Source: DIW Econ’2019 

 

In the studied cases, we observe a similar trend, which refers to the number and ratio of SMEs 

and their participation in the structures of the Balkan countries' economies (Bulgaria, Serbia, 

and North Macedonia). The trend is also valid for the Union as a whole (EU-28). Notably, 

micro-enterprises form the largest relative share in all studied cases. Their most extensive 

presence is in Serbia, where over 95% of all enterprises' are micro-organizations. For 

comparison, the author's team has identified the large organizations share, which in all cases 

form about 0.2% of the total number of enterprises. Only in North Macedonia, their share is 

0.3%, higher than the average Union’s value. 

 

Opportunities for providing employment is a continually exciting researchers question. Its 

relevance is becoming increasingly important, especially in the context of modernizing 

societies and new labor needs. In this sense, it is crucial to explore small and medium-sized 

enterprises' possibilities to ensure employment. In the European Union (EU-28), the SME 

sector provides 66% employment. This indicator is close to the Serbian economy, in which the 

SMEs sector engages 66.3% of the employed. In Bulgaria and Northern Macedonia, the 

EU-28

Number Share Number Share Number Share Share

Micro 315410 91,80% 294876 95,80% 49372 89,90% 93%

Small 23471 6,80% 10122 3,30% 4576 8,30% 5,90%

Medium 4248 1,20% 2288 0,70% 797 1,50% 0,90%

SMEs 343129 99,80% 307286 99,80% 54745 99,70% 99,8%

Large 623 0,20% 521 0,20% 151 0,30% 0,2%

Total 343752 100,00% 307807 100,00% 54896 100% 100,0%

Bulgaria Serbia North Macedonia

Number of Enterprises

Class size
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number of people involved in employment in micro, small or medium enterprises is even 

higher. The values are 75.8% and 74.3%, respectively. The large share is another reason that 

distinguishes the objective need for in-depth study of SMEs' development trend, its ability to 

provide employment, and its adaptability to the ever-changing requirements of the labor market 

and the related development of human resources. The SME sector seems to create high 

expectations of continuing to supply employment to the population. An additional finding in 

the investigated cases concerns large enterprises, although they are not a direct study object. In 

relative terms, large organizations are responsible for about 33% at the EU level. However, it 

is notable that their share in the Balkan countries is below the Union average. The employment 

provided by large enterprises is about 24-25%. Only Serbia is close to the Union average. We 

may find the reason in the well-developed industrial zones responsible for generating a 

significant share of employment. Regarding the number of SMEs in Bulgaria, the largest is 

their relative share in Services. This is typical of the whole territory of the Union and quite 

logical. The close share of SMEs in the field of Construction is the smallest. According to this 

indicator, Bulgaria significantly lags behind the Union average (6.1% to 14.6%). 

 

Table 2. Summary of number of employed people in SMEs compared with the EU28 average 

(for 2019). [1]; 

 

Source: DIW Econ’2019 

 

Comparing the data on the number of employees in different industries in SMEs' structure for 

Bulgaria and the EU-28, we can make some essential summaries. Although it engages the 

largest relative share in our country's economic system (42%), the Services sector offered 

employment to 33% of the employed. In comparison, this value for the Union is close to 44%. 

In terms of the number of employees, in the national economy, the service sector successfully 

competes with trade. The industries share an almost equal relative share of employees. The 

construction industry employs the smallest number of employees, both at the national and 

European level (9.2% to 12.2%) 

 

Table 3. Summary of SMEs added value within Bulgaria, Serbia and North Macedonia 

compared with the EU28 average (for 2019). [1]; 

 

 

Source: DIW Econ’2019 

EU-28

Number Share Number Share Number Share Share

Micro 616012 30,60% 442332 33,20% 122402 31,60% 29,7%

Small 477693 23,70% 203675 15,30% 87555 22,60% 20,10%

Medium 432689 21,50% 236836 17,80% 78000 20,10% 16,80%

SMEs 1526394 75,80% 882843 66,30% 287957 74,30% 66,6%

Large 489587 24,20% 447849 33,70% 99950 25,70% 33,4%

Total 2015981 100,00% 1330692 100,00% 387907 100% 100,0%

Bulgaria Serbia North Macedonia

Number of Persons Employed

Class size

EU-28

Billion Eur Share Billion Eur Share Billion Eur Share Share

Micro 6,5 21,60% 3,8 20,30% 0,88 20,70% 20,8%

Small 7 23,20% 2,9 15,40% 0,95 22,40% 17,60%

Medium 6,1 20,50% 3,8 19,90% 0,86 20,30% 18,00%

SMEs 19,6 65,30% 10,5 55,60% 2,69 63,40% 56,4%

Large 10,4 34,70% 8 44,40% 1,6 36,60% 43,6%

Total 30 100,00% 18,5 100,00% 4,29 100% 100,0%

Class size

Value Added

Bulgaria Serbia North Macedonia
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From the point of view of SMEs' added value at the Balkan countries' level and the European 

Union level, it is noteworthy that these organizations are responsible for more than half of the 

indicator's value. The fact is justified, given their strong relative presence in the structure of 

economies. We need to take that into account considering 0.2% - 0.3% of the organizations in 

the national economies, represented by large enterprises, generate between 35 and 45% of 

value-added. Precisely because of this particular importance for developing economic sectors 

and providing an adequate response to the new challenges caused by dynamically evolving 

societies is developing a high-tech knowledge economy (Tsolov, G. 2019). The analysis 

requires us to compare the Bulgarian economy's performance in the context of the EU-28 

averages. The graphs below visualize SMEs' dynamics and offer an overview of the 

development of different technology classes and knowledge-intensive SMEs. 

To give depth to the study, we will focus on the Bulgarian case. The graph below shows the 

development of low-, medium- and high-tech and science-intensive sectors (2008-2017). 

 

Figure 1. Number of low-, medium- and high-tech and science-intensive sectors SMEs in 

Bulgaria (2008 - 2020) 

 

Source: SME Performance Review 2019, DIWEcon, 10th May 2019 

 

For the period 2008-2016 and the forecast 2017-2020, Bulgaria reports excellent results 

regarding the dynamic increase in the number of Knowledge-intensive services, as their 

number almost doubles. However, there is no progress or expansion in their number concerning 

high-tech industries, but even a decrease, compared to the indicators achieved in 2008. Bulgaria 

should realize a large part of its untapped potential in terms of high technologies. In catching 

up with development, technologies should be dynamically recognized and integrated into the 

Bulgarian regions' economic activities to optimize production. However, there are many 

reasons why this does not happen, and Bulgarian SMEs face several challenges in integrating 

high-tech industries. On the one hand, this is the still tricky access to funding (including poor 

understanding of procedures, lack of transparency, and publicity); on the other hand, the 

increasingly topical issues related to human resources and capital (Tanakov, N. 2019).  

 

For comparison, we also apply the graph of identical industries and the values for the EU-28. 

We see that the development is analogous. Here we can think in two directions. On the one 

hand, opportunities should be sought for better integration of global technological innovations 
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in the field of economic sectors, and on the other hand, to design and program new concepts 

for the development of territories expressed through the prism of Intelligent Regional 

Specialization. 

 

Figure 2. Dynamics of the Number of SMEs in EU-28 (technology and knowledge) 2008 - 

2020 

 

Source: SME Performance Review 2019, DIWEcon, 10th May 2019 

 

Regarding the share of fast-growing SMEs, in 2016, a balanced structure of development, 

against European enterprises' background, is impressive. In the general case, the ratio Bulgaria: 

EU-28 is 11.2%: 10.7%. According to the specific indicator, Bulgarian SMEs are ahead of the 

average for the Union in terms of growth. Outpacing values are also observed in the areas of 

Transportation and storage, Manufacturing, Real estate activities, Construction, Wholesale and 

retail trade, repair of motor vehicles and motorcycles. 

 

It is important to note that the rapid growth of information and communication enterprises' 

share continues. Thus, the percentage of IT companies is growing most dynamically. This, of 

course, is a very logical response to the current trends in modern societies' development. In this 

sense, in 2016, their share in Bulgaria increased by 13.7%, and for the Union by 16.5%. The 

increase in employees in the industry is happening at a slightly more moderate pace. According 

to data for 2018, they increase by 9% annually to 30.1 thousand, and in 2019 increase by 10% 

to 34.1 thousand people. Historically, within seven years, employees in software companies 

have doubled in number. This should keep relevant to the eternal issue of staff shortages in the 

IT field. 

 

Although at the EU-28 level, 49.5% of SMEs have undertaken some form of innovation, the 

share of innovative SMEs varies considerably from one Member State to another. In 13 

Member States, over 50% of SMEs in 2014-2016 were innovators. On the other hand, 7 

Member States, incl. Bulgaria has taken the form of innovation in less than 1/3 of SMEs. Within 

the EU-28, the gap between innovative large enterprises and innovative SMEs is particularly 

large in several Central European countries, including Bulgaria. 

 

According to the European Commission's report, the main barriers reasons for the development 

of innovation for SMEs in Bulgaria are: Lack of cooperation partners; Lack of external 
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financing (credit or private capital); Difficulties in obtaining public subsidies; High 

competition; Uncertain market demand; Lack of qualified employees in the enterprise; 'Lack 

of internal finance' and 'High costs'. 

 

Most innovative SMEs believe that each barrier is more important than large enterprises for all 

the factors considered. Innovative SMEs typically face a much more comprehensive range of 

challenges than innovative large enterprises. It is more difficult for SMEs to obtain funding for 

their innovations, whether from external, internal, or government sources. SMEs are less likely 

to have qualified employees to innovate and find it more challenging to find cooperation 

partners. Some factors are particularly important for SMEs. For example, 6% of large 

enterprises say that the "lack of external financing" is essential to hamper innovation efforts, 

compared to 12.9% of SMEs. Besides, 14.4% of SMEs cite "high competition" as a significant 

barrier compared to 7.6% of large companies. These differences reflect the SMEs' specific 

market context, which seems less favorable for innovation at the aggregate level. In general, 

SMEs seem to find it relatively more difficult to increase and maintain their innovation activity. 

 

In January 2017, the Commission carried out a comprehensive assessment of Bulgaria's 

progress over the last ten years since the establishment of the Cooperation and Verification 

Mechanism (SME) in 2007. 

 

Based on the long-term perspective and significant progress, the Commission has outlined 17 

key recommendations, the implementation of which would lead to the termination of the SME 

process, in line with President Juncker's goal of completing the SME process by the end of this 

Commission's term. Therefore, the recommendations made in January 2017 are considered 

sufficient for SMEs' closure unless changes occur that could lead to a clear reversal of progress. 

It was also stressed that the process's pace would depend on how quickly Bulgaria will 

implement the recommendations irreversibly (Vasileva, E. 2018). In particular, the 

recommendations focused on the Bulgarian authorities' accountability requirements and on the 

introduction of internal guarantees to ensure the irreversibility of the results, i.e. to prove that 

the implementation of ongoing projects will continue, even without SMEs. As the Council 

emphasized, SMEs' performance will end when each of the six indicators applicable to Bulgaria 

is satisfactorily met (Bulgaria's Progress Report 2018. [COM(2018)850]). 

 

3. INTELLIGENT REGIONAL SPECIALIZATION - THE MODERN 

DIMENSION OF SECTORAL CONCENTRATION 

 

What is smart specialization [3]? Smart specialization is a strategic approach to economic 

development through targeted support for research and innovation (R&D). This will be the 

basis for Structural Funds investments in R&D, as part of the contribution of Cohesion Policy 

to achieving the long-term goals for growth and jobs of the Europe 2020 Strategy (Nikolov, 

G., Vasileva, E. 2018). More generally, smart specialization involves a process of developing 

a vision, identifying competitive advantages, setting strategic priorities, and using smart 

policies to maximize development potential based on the knowledge of each region, whether 

weak, strong, high- or low-tech (Nikolov, G. 2019). The Innovative Intelligence Specialization 

Strategy (ISIS) is generally a strategic document for changing Bulgaria's policy and 

overcoming the socio-economic challenges. It is a means to improve the competitiveness of 

the economy, both in Bulgaria and in the EU. Smart specialization is such for two reasons: it 

sets the main priorities for both politics and industry; it considers global trends, stimulating 

businesses to reach their true potential. It provides an opportunity to build on the strategic 

advantages of the given territories, which implies a clear communication policy, active 
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participation of stakeholders, a high degree of integration, and connection with international 

guidelines and programs. 

 

Smart specialization strategies contribute to the Europe 2020 goals of smart, sustainable, and 

inclusive growth by strengthening the EU's regional and national research and innovation 

potential. 

 

Smart specialization is a concept of innovation policy that aims to stimulate regional 

innovation, contributing to growth and prosperity, helping and enabling regions to focus on 

their strengths. Smart specialization is based on partnerships between businesses, public 

entities, and knowledge institutions (e.g., the Academy). 

 

Defining the smart specialization strategy established by Regulation (EU) № 1303/2013 of the 

European Parliament and the Council defines it as: “Smart specialization strategy” means 

national or regional innovation strategies that set priorities to build competitiveness advantage. 

The SS develops and compares research and innovation's strengths with business needs to 

achieve a coherent solution to emerging opportunities and market developments. It avoids 

duplication and fragmentation of efforts; The smart specialization strategy can take the form 

of (or be included in) a national or regional strategic framework for research and innovation. 

The Smart Specialization Platform (S3 Platform) provides information, methodologies, 

expertise, and advice to national and local policies and promotes mutual learning and 

transnational cooperation, and contributes to the academic debate on the concept of smart 

specialization. 

 

The smart specialization strategy must prioritize areas, sectors, and economic activities where 

regions or countries have a competitive advantage or have the potential to generate knowledge 

growth and lead to the economic transformation needed to address the main and most pressing 

challenges facing society, and the natural and built environment. The number and nature of 

these priorities will vary from region to region. 

 

Such an approach requires keeping in mind that when designing the Smart Specialization 

Strategy, priorities need to be identified that can be changed or modified when the availability 

of updated information/analyzes recommends it. Priorities could be formulated in terms of 

areas of knowledge or activities (not only science-based but also social, cultural, and creative), 

subsystems within a sector, corresponding to specific market niches, clusters, technologies, or 

the scope of application of technologies for specific societal and environmental challenges or 

the health and security of citizens (e.g., ICT for active aging, mobility solutions to reduce traffic 

congestion, innovative material solutions for eco-building, etc.). 

 

While some regions or countries may prioritize one or more key technological innovations, 

others will focus on such technologies' applications to specific goals or specific areas. Social, 

organizational, market, and service innovation or practice-based innovation play as important 

a role in the Smart Specialization Strategy as research-based technological innovation. This is 

especially important for regions with a relatively weaker technical and scientific basis. 

 

The smart specialization strategy includes radical innovation and the use of niches through 

design in traditional areas, the development and implementation of new business or 

organizational models, and the adaptation/use of invention stemming from knowledge and 

experience in these areas. Horizontal measures will complement the priority choice of districts, 

sectors, or specific economic activities. They aim to realize adequate framework conditions for 
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entrepreneurship, supporting the work of all types of companies both on the domestic and 

international markets and the development of inter-company, inter-cluster, and cross-border 

cooperation. 

 

CONCLUSION 

 

Intelligent regional specialization is called to work and stimulate the best of the territory, thus 

improving living standards, socio-economic and regional development, and increasing regional 

competitiveness. It is built based on platform thinking, which aims to improve the investment 

climate in the regions, promote entrepreneurship, and the development of high-tech industries 

and the knowledge economy. 

 

The main engine of such platform thinking is innovation and the ability to generate, adapt, and 

integrate innovations. Based on the analysis, it is clear that Bulgarian SMEs still face several 

difficulties in innovation. It is not well implemented and recognized as a priority area for 

development by small and medium businesses. Despite the many programs aimed at supporting 

innovative SMEs, the share of SMEs undertaking innovative activities has not changed 

significantly since the beginning of 2000. Bulgaria traditionally maintains its place among the 

old non-innovators. However, this is valid with some reservations. The amplitude between 

SMEs' innovation activity and the corporations, which have the role of the core of the 

innovative development of our country, is significant. 

 

The analysis of the degree of innovation and non-innovation among SMEs (and large 

enterprises) showed that our country's general innovation climate is an important driver for the 

spread of innovation activity among SMEs and large enterprises. Many of the existing 

programs address a wide range of issues and challenges that have been identified by innovative 

and non-innovative SMEs. Stakeholders have suggested several additional actions that could 

increase SMEs' innovation rate in the EU. However, there are large differences across the EU 

concerning the frequency of innovative SMEs among the SME population. The scope and type 

of problems they face and the level of state support for R&D in SMEs vary. 

 

The regional specialization and especially its modern intelligent concepts contain several 

opportunities for the Bulgarian regions. Proper recognition of priorities would generate added 

value, economic growth, and development. The accurate and timely orientation of regional 

development policies towards a small number, concretely and clearly defined regional 

priorities with significant and possible for realization potential, based on the specific territorial 

reality, is the key to bringing the Bulgarian regions to the European and the world economic 

scene. 

 

Notes: 

 

[1]  The data presented in the table are forecasts for 2018, prepared by DIW Econ, based on 

data from 2008-16 from the Structural Database for Business Statistics (Eurostat). The 

data cover the "non-financial business economy", including industry, construction, trade, 

and services. The following definitions of the size class apply micro-firms (0-9 

employees), small companies (10-49 employees), medium-sized companies (50-249 

employees). The advantage of using Eurostat data is that the statistics are harmonized 

and comparable between countries. The disadvantage is that for some countries, the data 

may differ from those published by national authorities; 
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[2]  Alfred Kristaler (1893-1969) was a German geographer, the founder of the rational theory 

of the hierarchy of settlements. According to his main work, The Central Cities of 

Southern Germany, people organize their settlement network to make the most efficient 

use of the region's natural resources and localization advantages.  

[3]  Platform for intelligent specialization of the EC. http://s3platform.jrc.ec.europa.eu. 
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Abstract: Our paper aims to identify and evaluate the factors determining the differentiated 

development of the regional structure of the Slovak Republic through analysis; directly or 

indirectly to show the reasons for the lag of some regions of the Slovak Republic. We will 

analyze the socio-economic lag of the regions in Slovakia through relevant social and 

economic indicators (e.g. unemployment rate, economic performance, the sectoral structure of 

the economy, state of infrastructure, average wages, selected demographic structures, level of 

innovation and others). We calculate and evaluate regional disparities using selected methods, 

which should point us to the fact that the differences between developed and lagging regions 

have already reached such proportions that regional polarization and regional disparities are 

entirely appropriate for this situation. 

   

Keywords: Region, Regional structure, Regional disparities, Regular polarization. 

 

 

INTRODUCTION 

 

egional differences and insufficient regional development have long been a problem 

not only of the Slovak economy. We can state that regional differences are the result 

of the uneven distribution of available resources within the economy and can lead to 

even greater and deepening problems between individual regions of the economy. Let's ask 

ourselves what a region is, how to correctly define a region in terms of comparing regional 

development or measuring the performance of regions. The regions represent complex and 

richly structured units. The term region in general represents a territorial-administrative or 

political-administrative unit with a precisely defined competence of administrative bodies in 

the territory, while it has certain resources (internal or external) forming the preconditions for 

its development (Habánik, 2014). Some regions of the Slovak Republic are more developed, 

others less so. Each region is different, it is characterized differently, it has different conditions 

for its growth and development and this is the reason why certain differences arise and exist 

between individual regions of the Slovak Republic. In the Slovak Republic, regional disparities 

began to grow after 1989, due to social and economic changes. Subsequent economic growth 

and development in the Slovak Republic gradually contributed to the emphasis on differences 

between regions and districts of Slovakia, which led to the emergence of regional polarization. 

These significant differences between the regions, which have gradually formed in the Slovak 
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economy, are very large and have many accompanying negative consequences, and the regions 

themselves often fail to address this effectively. The main reason for the emergence of these 

differences, not only in the past but also today, is the existence of different possibilities and 

capabilities of regions to adapt and respond flexibly to new economic and social conditions. 

(Korec, Polonyová, 2011, p.165) Švecová and Rajčáková (2014) also point to the fact that the 

democratization process, which we embarked on in 1989 and was accompanied by a 

transformation in the political, economic, social, cultural and environmental fields, 

significantly affects the socio-spatial situation in society after 1989. (p. 259) Tvrdon et al. 

(2007) is based on the assumption that the main causes of regional disparities can be considered 

the specificity of natural potential, settlement structure, location attractiveness, demographic 

structure, transport infrastructure, territorial accessibility or economic specialization of 

regions, and last but not least the influence of territorial - administrative arrangement. In view 

of the current nature of the growing trends of regional disparities in Slovakia, regional 

disparities are generally considered an undesirable situation in the process of regional 

development, which negatively affects their social and economic development, quality of life 

and regionally polarizes society. (Gajdoš, 2005, p. 116) 

 

However, we must also point out that these regional differences, which can be a source of 

social tension on the one hand, or can threaten the economic stability of the region, can also be 

an incentive for the development of the region development disparities. Thus, disparities are 

generally understood as inequalities or differences. In our paper, we will understand them as 

differences in the degree of socio-economic development of individual regions of the Slovak 

Republic. Our analysis focuses on 8 regions according to the NUTS 3 categorization, the 

observed development represents 10 time periods. An indicator or a group of indicators is a 

means for us to evaluate a regional or spatial structure and its changes. Indicators for measuring 

regional development and disparities should meet certain requirements: 

• should reflect changes in the level of socio-economic development, 

• should be detectable, 

• should be optimal for use in analysis. 

 

Therefore, when selecting indicators, we selected indicators that reflect both economic and 

social aspects of development or lagging regions, which we were able to obtain from official 

statistics. In order to achieve a more objective assessment of regional structure and 

development, we chose the unemployment indicator, the average nominal monthly wage 

indicator, the regional gross domestic product per capita in EUR, the motorway network in km, 

the number of high school students in the regions, crime in the region. 

 

EVALUATION OF REGIONAL DIFFERENCES IN THE CONDITIONS OF THE SR 

 

Regional disparities can be caused by several economic and non-economic factors. The causes 

of regional disparities are diverse and thus limit the opportunities for development and growth 

of regions. We consider the area of household income to be one of the basic factors that 

significantly affects the emergence of disparities. In table no. 1 we have recorded the 

development of average nominal wages of employees in individual regions of the Slovak 

Republic. In the observed period, in all regions of the Slovak Republic, average nominal wages 

increased by an average of 50% over the last 10 years. The largest increase was in the Trenčín 

region and the smallest, if we do not take into account the Bratislava region, was in the Košice 

region. 
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Based on the sigma convergence indicator, which will be shown in figure 1, we can evaluate 

the convergence of regions. We speak of convergence if the value of the sigma indicator 

decreases during the observed period. Based on our analysis, which we performed over the 

period, it is clear that the value of the sigma convergence indicator calculated from the average 

nominal wages of employees in individual regions of the Slovak Republic decreased from 

0.0655 to 0.0592, which is a 9.61% decrease.  

 

Table 1. Average nominal monthly salary of an employee in EUR 

 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 index 

Region of 

Bratislava 
1160 1124 1184 1205 1294 1322 1377 1426 1532 1646 1,41 

Region of Trnava 787 815 848 860 900 938 982 1050 1114 1204 1,52 

Region of 

Trenčín 
732 774 798 821 872 909 960 1020 1094 1186 1,62 

Region of Nitra 707 753 776 789 835 860 915 959 1034 1126 1,59 

Region of Žilina 759 801 816 839 877 920 960 1018 1088 1180 1,55 

Region of Banská 

Bystrica 
702 756 772 798 845 866 908 940 1023 1113 1,58 

Region of Prešov 659 697 718 736 771 800 833 875 928 1025 1,55 

Region of Košice 792 848 853 883 925 947 986 1025 1110 1179 1,48 

Source: Statistical Office of the Slovak Republic 

 

This means that, in terms of the average nominal wage indicator, there is a gradual convergence 

of regions. Nevertheless, the lowest value during the whole period is reached by the Banská 

Bystrica and Prešov regions. 

 

Figure 1. Sigma convergence 

Source: own processing 

 

The indicator regional gross domestic product per capita expresses to us, although not directly, 

what is the economic activity of the population in the region, what is the employment in the 

region, unemployment, or household income. In the period under review, gross regional 

product per capita grew in individual regions. The largest increase was recorded in the Prešov 

region, but nevertheless, the achieved gross regional product per capita reaches only 26.7% of 

the level shown by the most developed region of the Slovak Republic, namely Bratislava. 

Among other facts, this is also due to the fact that the Prešov region has long had the lowest 

average nominal wage rate among the regions and also the highest unemployment rate, which 

is reflected in the amount of total gross regional product. The Prešov region is one of the 

regions with the highest population.  
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Table 2. Regional gross domestic product per capita in EUR 
Regional gross domestic product per capita in EUR 

 index % 2018 2017 2016 2015 2014 2013 2012 2011 2010 

Region of 

Bratislava 
1,24892 24,98 38836 37514 36657 36158 34461 34544 32862 32794 31096 

Region of 

Trnava 
1,2924 29,24 17917 16702 16191 15668 15778 15073 15187 14940 13864 

Region of 

Trenčín 
1,25928 25,92 13742 12512 12411 12553 12015 11700 12003 11706 10912 

Region of Nitra 1,36974 36,97 13769 13293 12572 12200 12029 11805 12189 11135 10052 

Region of Žilina 1,26882 26,88 14079 13306 12912 12891 12275 11718 11714 11770 11096 

Region of 

Banská Bystrica 
1,31184 31,18 12064 11292 10753 10578 9912 9847 9666 9586 9196 

Region of Prešov 1,47194 47,19 10389 9308 9036 8807 8360 8017 8076 7360 7058 

Region of Košice 1,33942 33,94 13353 12896 11730 11891 11112 10732 10650 10191 9969 

Source: Statistical Office of the Slovak Republic 

 

As Table 3 shows, it has 19.5% more inhabitants than the Bratislava Region. This fact also 

ultimately affects the amount of regional gross product per capita in the region. 

 

Table 3. Status of permanent population in the region 

Population density 

 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 

Region of 

Bratislava 
625834 603234 609609,5 615531 621773,5 629227,5 637590 646365 655218 664595 

Region of 

Trnava 
562391 554765 556043 557092,5 558142,5 559187 560426,5 561764 562981,5 564254 

Region of 

Trenčín 
599018 594320 593672,5 592776,5 591813,5 590584 589375,5 588090 586623 585225,5 

Region of  

Nitra 
705193 689937,5 688982 687531 685792 683724,5 681653 679735,5 677682 6754489 

Region of 

Žilina 
698009 688948 689861 690270,5 690434,5 690441,5 690606 690900,5 691195,5 691438,5 

Region of 

Banská 

Bystrica 

652800 660559,5 659309 657651,5 656086 654191,5 652266,5 650648,5 648831 646575 

Region of 

Prešov 
808532 814706 816594 818149 819446,5 820337 821503,5 823068 824424 825633 

Region of 

Košice 
779247 791914 793508 794390,5 795160,5 796107,5 797376,5 798660 799815,5 800937 

Source: Statistical Office of the Slovak Republic 

 

Also, in terms of the level of registered unemployment, the Prešov region is the worst together 

with the Košice region. On the positive side, compared to previous years, the unemployment 

rate in all regions showed a significant decline and in 2019 reached a historically lowest level. 

The lowest unemployment rates have long been in the Bratislava and Trnava regions. 

 

Table 4. Registered unemployment rate in % 
Registered unemployment rate (in %) 

 index 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 

Region of 

Bratislava 
0,6112 2,83 2,62 3,05 4,51 5,34 6,13 6,17 5,72 5,41 4,63 

Region of Trnava 0,3219 2,63 2,31 2,6 4,41 6,71 8,03 9,16 9,43 8,88 8,17 

Region of 

Trenčín 
0,3365 3,2 2,93 3,53 5,85 7,71 9,56 10,74 10,89 9,95 9,51 

Region of Nitra 0,2491 2,93 3,12 4,05 6,96 9,71 11,21 12,52 14,08 13,27 11,76 

Region of Žilina 0,3646 3,96 4,04 4,7 6,92 8,86 10,91 12,51 12,79 11,91 10,86 

Region of Banská 

Bystrica 
0,3547 6,69 7,03 8,67 12,8 14,94 17,22 18,26 20,81 19,83 18,86 
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Region of Prešov 0,4614 8,19 8,61 9,68 13,91 15,5 17,45 19,35 20,66 18,95 17,75 

Region of Košice 0,4511 7,57 8,17 9,94 12,76 14,39 15,92 17,23 19,58 18,76 16,78 

Source: Statistical Office of the Slovak Republic 

 

A very important part of the evaluation of the development of the region is also the level of the 

educational process. The results of the education system in the region and the degree of lagging 

behind in the region are strongly linked. Given the high rate of intergenerational reproduction 

of educational outcomes as well as the educational structure of long-term unemployed 

jobseekers, it can be argued that the educational outcomes of pupils in the regions largely 

predict the future unemployment rate in the region. From the point of view of the forecast of 

the development of a specific area, it can be said that the overall results of children's education 

are an important indicator determining the unemployment rate in the region in the future. 

 

Table 5. Number of secondary vocational school students 
Number of secondary vocational school students  

 index % 
abs. 

val. 
2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 

Region of 

Bratislava 
0,781 -21,91 -2994 10670 10336 10336 10383 10426 10658 10847 11537 12437 13664 

Region of 

Trnava 
0,675 -32,51 -4793 9952 10239 10630 10957 11378 11748 12263 12923 13871 14745 

Region of 

Trenčín 
0,565 -43,5 -8796 11423 11945 12516 13196 14049 14857 15754 17264 19035 20219 

Region of 

Nitra 
0,644 -35,62 -7818 14130 14708 15243 16202 16661 16996 17812 18891 20568 21948 

Region of 

Žilina 
0,635 -36,47 -9005 15689 16336 17012 17729 18784 19456 20436 21721 23152 24694 

Region of 

Banská 

Bystrica 

0,69 -30,97 -5551 12374 12983 13337 13567 13900 14388 15007 15760 16803 17925 

Region of 

Prešov 
0,635 -36,54 -9210 15995 16650 17531 17931 18618 19439 20324 21914 23334 25205 

Region of 

Košice 
0,676 -32,36 -7124 14889 15161 15922 16943 17457 17995 18211 19141 20179 22013 

Source: Statistical Office of the Slovak Republic 

 

Figure 2. Map of the least developed regions of the Slovak Republic

 
 

In addition to economic, regional disparities also have social and political consequences. 

Because disparities prevent the achievement of sufficient economic growth within the region, 
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production is reduced and available resources are not used efficiently. Differences in living 

standards cause dissatisfaction and outrage in the population of the regions, higher crime rates 

and social exclusion in regions with high unemployment, which also has political 

consequences. Increasing criminality also brings with it an increase in the costs associated with 

its suppression or prevention.  

 

Disparities cause problems not only in lagging regions, but also in developed regions. In fast-

growing regions, economic costs are rising due to growing demand for infrastructure and public 

goods. Disparities also cause inflationary pressures. These arise in regions with intense 

competition in the field of skilled labor, which occurs mainly in times of expansion and results 

in wage growth. High wages cause an increase in demand for apartments and this leads to an 

increase in apartment prices. Regional disparities can then also increase because high housing 

costs become a barrier to, for example, population (labor) immigration. 

 

The causes of regional disparities are therefore diverse. This may be the different equipment 

of regions with production factors (labor, capital, technology), insufficient or irrational use of 

production factors, differences in economic structure of regions, social capital, relatively low 

mobility of labor and capital, differences in demand for regional products, different 

consumption habits, different ability to create innovations, different geographical, natural and 

historical conditions, different geographical size of regions, demographic characteristics and 

differences in educational level, chance or historical event, different political and institutional 

factors, traditions, differences in culture, etc. And these facts caused in the conditions of the 

Slovak Republic a differentiated development of regional structures of the Slovak Republic, as 

we can see on the map in Figure 2. 

 

CONCLUSION 

 

In conclusion, we can state that regional disparities are basically reflected in the uneven 

development of regions. This is a fact that causes inequalities in social, economic and living 

conditions of the inhabitants of individual regions of the Slovak Republic. Deepening and non-

resolution of regional disparities can lead to the formation of marginal regions, with all the 

signs of lagging behind in the economic and social area and to the formation of the so-called 

regions of poverty. Already today, there are 27.7% of districts in Slovakia, which are referred 

to as the least developed regions of the so-called regions of poverty. These regions occupy one 

fifth of the area of the territory of the Slovak Republic, which is really a large share of the 

territory, which lags significantly behind other areas of the Slovak Republic. 12 districts, which 

are referred to as poverty regions, are located in the Prešov region, six are in the Košice region 

and five in the Banská Bystrica region. The lag of these regions was also confirmed by the 

analysis of selected economic indicators. 
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Abstract: Implementation of cohesion policy, as the major EU budgetary chapter, is subject 

to vast scholarship. Therefore, surprisingly enough, the principal-agent (P-A) framework has 

received little recognition in this academic field so far. The present paper contributes to the 

expansion of this increasingly popular approach also into cohesion scholarship by examining 

the operation of Information and Consultancy Centres (ICC) in Slovakia. The major finding 

shows limits of the P-A framework by suggesting that instead of a mutual conflict, it is a 

cooperative mode dominantly shaping dynamics of P-A relations due to the shared goals and 

interests. ICC operations and relations with the Government are interpreted via observational 

equivalence and ceremonialism as the recognized P-A framework tools. 

 

Keywords: ICC, Principal, agent, Uncertainty costs, Observational equivalence, 

Ceremonialism. 

 

 

INTRODUCTION 

 

his paper attempts to expand the scope of studying micro-delegation (Delreux and 

Adriaensen, 2017) meaning P-A relations under an individual EU policy area such as 

cohesion policy. Thus, the paper contributes to the limited scholarship employing the 

P-A framework in cohesion policy which by now focuses mostly on control mechanisms in 

implementation (Blom-hansen, 2005; Bachtler and Ferry, 2013). In this research, an alternative 

perspective on dynamics of P-A relations is adopted. Instead of being conflict propelled, the 

paper explains why partnership prevails in the P-A relations. By adopting this perspective, the 

paper also reveals methodological pitfalls of the P-A framework. On top of that, using the 

primary sources only, constituting of official releases from the ICC and the Government, sets 

methodological limits on the scope of the study as it leaves aside a broader portfolio of 

stakeholders who may be a source of valuable inputs on the P-A relations examined by means 

of e. g. qualitative methods such as structured interviews or surveys. Nevertheless, the paper 

presents a consistent analysis of the ICC operations via the P-A framework with noteworthy 

findings relevant for studying the limits of the P-A framework. The major finding of the paper 

suggests that the cooperative mode between the ICC and the Government dominantly shapes 

the dynamics of the P-A relations rather than their mutual conflict. This is due to the shared 

goals and interests between the ICC as the agent and the Government as the principal which 

are determined by the political context. P-A relations are interpreted through the recognized P-

A framework tools of observational equivalence and ceremonialism. Cooperation between the 

principal and the agent fosters mutual partnership ties which are in the end beneficial for both 

actors. The paper is structured as follows. The first part outlines the application limits of the 

partnership principle. The second part introduces the theoretical foundations of the P-A 

framework. In the third part, major aspects of ICC operations are depicted in order to interpret 
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them via the P-A framework in the fourth part. The concluding fifth part summarizes the main 

arguments and methodological limitations.  

 

APPLICATION LIMITS OF THE PARTNERSHIP PRINCIPLE  

 

The partnership is one of the founding principles in cohesion policy since its birth in 1988. By 

providing an organisational platform for engaging different stakeholders in programming and 

implementation, partnership touches the heart of cohesion policy. Barca in his Report for the 

European Commission (2009) tellingly expresses this idea when regarded partnership a vehicle 

for mobilisation of public and private actors’ expertise and experience (p. 100). Thus 

unsurprisingly, partnership is “an idea whose time has comeˮ (Bache, 2010, p. 58). Yet, its 

application significantly varies across the EU and has become subject to recurrent criticism. 

Despite its increasing importance over decades and strengthening its institutionalisation 

(Bachtler and McMaster 2009), partnership suffers of “mistrust and misgivings among the 

involved actors about the perceived strategies of the administrative and societal partnersˮ 

(Bauer, 2002 p. 783). This is for example a consequence of the undeveloped accountability of 

non-state actors for different implementation phases as well as the Commission limited 

advocacy role on behalf of a more active pursuit of partnership (Polverari and Michie, 2009). 

Consequently, control over implementation is left at discretion of member states excelling in 

their gatekeeping role (Bache, 1999). And this has not changed much with the last cohesion 

reform in 2013 which on one hand brings substantial reinforcement of the principle of 

partnership being binding for overall programming exercise including preparations of 

operational programmes and partnership agreements. And on the other hand, the partnership is 

regulated by means of the Commission regulation (Commission Delegated Regulation, 2014). 

However, the Commission falls short of devising its regulatory control mechanisms to monitor 

an application of partnership which again leaves room for member states and their individual 

approaches in pursuit of partnership without pressures from the Commission. At the same time, 

there is wide room for exploring the untapped potential for advancing partnership in different 

national and subnational contexts.    

 

As the principle of partnership is applicable across hierarchically organized patterns of 

cooperation, the ICC as means to apply partnership are particularly interesting subject to study 

relations in a public policy environment. First of all, it is however necessary to explain the 

rationale for employing the P-A framework as a convenient analytical tool to examine ICC. 

Even more so in the light of the fact that the P-A framework, though not completely new to 

cohesion policy, is far from being a conventional tool in studying this major chapter in the EU 

budget. The following part outlines the main characteristics of the P-A framework relevant for 

the present analysis of the ICC operation.  

 

P-A FRAMEWORK 

 

The P-A framework origins in microeconomics exploring hierarchical relations between firm 

owners (principals) and managers (agents) in ensuring that the pursuit of the former’s interest 

represents the highest operational imperative for the latter. This premise stemming from a 

dyadic relation relying on the acts of delegation and its subsequent control then gives rise to 

the scholarship applying the framework also in studying public administration (Shavell, 1979; 

Moe, 1984; Perrow, 1986) and US congressional politics in particular (McCubbins and 

Schwartz, 1984; Epstein and O’Halloran). With Pollack’s seminal work (1997), the P-A 

framework also enters the field of EU studies and integration theories demonstrating promises 

and shortcomings in interpreting policy making at the European level (Kassim and Menon, 



 

143 

2003). Taken from this perspective, it is somewhat surprising that the P-A framework has so 

far found a limited employment in the area of cohesion policy as the major chapter in the EU 

budget. As already noted, the existing accounts focus on control mechanisms in 

implementation (Blom-hansen, 2005; Bachtler and Ferry, 2013).    

 

As stated above, delegation and control are the building components of the P-A framework. 

Hierarchy presents a basis for a functional interpretation of a dyadic relation through a formal 

contract and its tools. In this way, the P-A framework is rather theory-neutral (Dür and Elsig, 

2011, p. 331). The primary reason for delegation is principal’s lacking capacity to carry out 

specific tasks. Therefore, the principal authorizes the agent to engage in these tasks at his own 

discretion. Taken from this perspective, the principal plays an entrepreneurial role as he has 

authority to establish a service provider (agent) and delegate specific tasks upon him.  

 

Traditionally, the P-A approach assumes that principal’s lacking performance capacity as a 

reason for delegation translates into his disadvantage. Simply, the agent has more task specific 

information resulting in an information asymmetry, at the expense of the principal. Therefore, 

the principal has to devise mechanisms to control agent’s potentially excessive arbitrary or 

opportunistic behaviour. Derails in agency is called agency loss (Pollack, 1997), slack (Delreux 

and Adriaensen, 2017) or shirking (Kassim and Menon, 2003). Inevitably, cost incurred to put 

in place efficient control mechanisms shall not override benefits of delegation for the principal. 

Therefore, the principal has to properly balance efficiency of control mechanisms to minimize 

agent’s opportunistic behaviour and overall cost of agency. 

 

Little attention is, however, paid to the fact that actually both, principal and agent, are 

opportunity seekers and rational utility maximisers (Sobol, 2015). This means that as much as 

the agent act opportunistically, the principal can also be calculative. Such complexity in their 

relations was addressed already by Perrow (1986) who tellingly noted that P-A theorists 

“almost invariably assume that it is the agent that is opportunistic, even to the point of cheating, 

rather than the principal” (p. 14). This does not necessarily lead to “pathological delegation” 

where the agent is hindered by the inimical principal (Sobol, 2015). More importantly, agency 

and dynamics of P-A relations often takes place in the context which is highly political, a point 

though underappreciated, is already addressed elsewhere (Hawkins and Jacoby, 2009). 

Therefore, results of agency are at best difficult to predict or in the worst-case scenario, they 

come with high political costs. Furthermore, through delegating new agency, the principal 

incurs also uncertainty costs (Hawkins and Jacoby, 2009) expressing burden of unfamiliarity 

with the new agent whose operational skills are unknown to the principal at the start of agency 

as is also efficiency of established control mechanisms. Such uncertainty is, however, also on 

the part of the agent who may not be sufficiently familiar with principal’s intentions and 

motivations as well as with his managerial skills. Public administration is particularly exposed 

to these dilemmas and their impacts. Thus, both actors share uncertainty costs, notably in the 

form of a reputation risk. Therefore, both aim at reducing such risk. To launch a reformed 

measure in public administration, such as the ICC operation is an opportunity as much as a risk 

in the P-A relations. As the paper shows, the P-A ultimate strategy is maximisation of the 

former and reduction of the latter and this is the point where interests of the principal and the 

agent meet and align. This is a subject of the part interpreting the ICC operation via P-A 

framework. Let’s first depict the aspects of ICC operations. 
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ICC IN SLOVAKIA 

 

Established in 2016, the ICC addresses the issues of visibility and awareness of EU funding 

opportunities at the regional level by providing free of charge consultancy and information 

dissemination. The aim is to encourage new applications for grants and to increase the number 

of approved projects and thus further stimulate territorial development. Their operation is 

financed from national technical assistance. Before going any further, it is important to note 

why the issue of the ICC operation is a relevant subject to study. There is not only an obvious 

explanation linking EU funding opportunities to territorial development. More importantly, 

this is a domain of public policy which even demonstrates a continuation over political cycles. 

Founded in 2016, the ICC have not only survived the changing government representations 

after the general elections in 2020. The agenda of free-of-charge territorial-based consultancy 

and targeted information dissemination on EU funding gains new momentum. The government 

in its Manifesto commits to engage the already existing infrastructure of information-

consultancy centres into consultancy and project preparation (Programové vyhlásenie – 

Manifesto, 2020).  This signals that willingness of the newly formed Government to continue 

with the ICC operation is a politically convenient approach with a perceived positive impact 

on public attitudes.  

 

Foundation of the ICC was initiated in 2016 by the Deputy Prime Minister’s Office for 

Investments and Informatization (DPMO) responsible for the overall coordination of 

programming and implementation of the EU funds in Slovakia. The decision was partially 

motivated by the results from the assessment of administrative burden among applicants and 

beneficiaries of the EU funds as part of national ex post evaluation of the 2007-13 programming 

period (Zhodnotenie administratívnej záťaže -Assessing administrative burden, 2013). The 

results e.g. show that potential applicants are discouraged by overgeneralized nature of 

otherwise easily accessible information lacking also more practical value. At the same time, 

applicants would also appreciate more personalized consultation services including workshops 

on calls for grant applications. Having in mind these results, DPMO coordinates municipalities 

in founding the ICC at the level of 7 regional seats and 1 district seat. Municipalities offer own 

premises for the ICC operation. As founders, they are also held accountable for ICC staffing 

(4 employees per Centre), material resourcing and overall operation. ICC foundation is based 

on the legally binding partnership contracts between the DPMO and the individual regional or 

district municipalities laying down coordination responsibilities (DPMO) and delegated 

responsibilities (municipality). As already noted, all operational costs are covered from the EU 

funds. 

 

DPMO regulates the ICC operation straight from the beginning by means of the Guidance 

(Metodický pokyn č. 25 – Methodology Guidance no. 25, 2019). It determines ICC 

establishment in terms of staff selection procedures and its publicity as well as listing activities 

and their monitoring. Guidance also stipulates a framework of cooperation between the ICC 

and the Managing Authorities in order to ensure a smooth conduct of ICC activities. At the 

same time, the Guidance lays down the ICC responsibilities towards their coordinator, DPMO, 

notably biannual reporting on their activities in the prescribed format. ICC reports typically 

include summarization of their information dissemination and consultancy activities, 

campaigns, workshops and seminars, cooperation with the implementation bodies and 

publicity. On top of that, the ICC also collect and analyse feedback from all clients and 

stakeholders on improving their services. 
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Based on the ICC Reports and clients' and stakeholders’ feedback, DPMO regularly reviews 

the ICC operation in terms of activities conducted and costs incurred. Importantly, the ICC was 

initiated as the pilot project for the period up until the end of 2018 (Metodický pokyn č. 25 – 

Methodology Guidance no. 25, 2018). During this period project had to demonstrate fulfillment 

of the two formal criteria. First, meeting the value of the measurable indicator expressed as the 

total number, six founded ICC (Zmluva o poskytnutí č. 750/2016 – Grant Award Agreement 

no. 750/2016) and the second, reported stakeholders’ positive feedback representing ESIF 

management and implementation bodies as well as ICC clients. Only then, the contract is 

renewed for the period up until the end of the programming period in 2023 (Zmluva o 

poskytnutí č. 1311/2019 – Grant Award Agreement no. 1311/2019).  

 

On top of monitoring the ICC activities via their reports, DPMO is entitled to terminate 

operations of any ICC in the following instances (Methodology Guidance no. 25, 2019): 

- if at least half of the Managing Authorities or ICC clients formally express their 

dissatisfaction in regular surveys or biannual reports; 

- ICC has no employees for the period exceeding one month; 

- a given municipality hinders its ICC operation e.g. by disabling trainings for staff or it does 

not create a dedicated website;  

- ICC does not follow DPMO Guidance even after receiving an email notification from the 

DPMO urging compliance. 

 

As Table 1 shows, the ICC demonstrates measurable activities representing quantifiable results 

between July 2016 and June 2020. These figures enable some interesting findings. Firstly, the 

ICC does not spend as much as they are entitled. This shows that the budget does constrain 

ICC operations and they can quite easily provide their service portfolio within the given 

financial limits. Secondly, their activities combine the reception of clients and office work 

(expressed as consultations and emails in Table 1) in their premises and off-the-premises (to 

some extend expressed as workshops and contacts in Table 1). It is however difficult to 

determine which of the two types of activities (if any at all) has a decisive impact on submission 

of grant applications and their successful awarding. Thirdly, even tough, there is no fact-proven 

direct linkage between services provided on one side and submission of grant applications and 

their awarding on the other side, it is certainly an interesting fact of a relatively high percentage 

rate of grant awards linked to applications which were preceded by consultations in the ICC.       

    

Table 1. July 2016 - June 2020 report 

Type of indicator Value 

Number of consultations 6508 

Number of contacts acquired 4716 

Number of workshops conducted 16931 

Efficiency (expressed as % of total available running costs 

needed to ensure full operation) 

65% 

Number of emails sent aimed at information dissemination  2805 

Number of grant applications from clients 3509 

Percentage of successful applications <70% 

Source: Sumárna správa [Summary Report], 2020 
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INTERPRETING ICC VIA THE P-A FRAMEWORK 

 

As stated in the previous part, improving visibility and awareness of EU funding opportunities 

at regional level constitutes a legitimate ground for identifying a proper improvement measure 

on the part of the state administration such as founding the ICC. Two important findings can 

be derived here with an impact on the P-A relations. Firstly, there are no pre-existing public 

services and organisational structures to address identified gaps. This means a brand-new 

solution should have been devised. An obvious Government ambition is to launch a project 

which shows to be successful in terms of providing a change. At a minimum, this means setting 

up services which in the eyes of stakeholders demonstrate some relevance. Secondly, EU funds 

are a synonym for successful EU membership. Thus, the EU grants have a direct impact on 

citizens’ perceived quality of membership and formation of pro-European sentiments. Both 

phenomena, funds absorption and pro-EU sentiments are politically sensitive falling under the 

Government's responsibility which obviously seeks solutions to achieve both.         

 

The Government attempts its best to stimulate new grant applications and increase their 

awarding by creating necessary institutional arrangements such as founding the ICC. However, 

even with reported stakeholders’ positive recognition of the ICC services, there is currently no 

evidence that an increase in applications and their awards is in hands of the Government/ICC. 

This means that even if the Government does hypothetically everything correctly, fund 

absorption and pro-EU sentiments may not have a corresponding increase as there is no direct 

correlation demonstrated so far. Conversely, without ICC, absorption and pro-EU sentiments 

may not decline. A politically sensitive context is an unavoidable fact determining Government 

actions as the principal. Similarly, ICC as the agent, being also a public administration actor, 

is also familiar with this context. Both are thus facing uncertainty costs in the form of reputation 

risk as outlined before. This perspective sheds new light on the P-A relations.  

 

Traditionally, delegation and control as the building components predetermine P-A 

interactions. The principal delegates and to minimize negative consequences of information 

asymmetry and consequent agency slack, he also puts in place control mechanisms including 

punitive means to intimidate the agent including a threat of a withdrawal of the delegation 

mandate. Thus, dynamics of P-A relations is built around a permanent tension stemming from 

their divergent interests and mutual distrust. To demonstrate control system’s efficiency, there 

are instances of activating punitive mechanisms. The contrary is traditionally interpreted as 

agent’s extraordinary autonomy or a nearly perfect control system. As Epstein and O’ Halloran 

(1999) put it in case of the latter: “If the mere threat of [principal] retaliation is enough to cow 

[. . .] agents into submission, then these agents will never step out of line and [principals] need 

never impose any overt sanctions. Thus, the traditional tools of control may be so effective that 

they are never actually used” (p.24). However, neither of the two (agent’s extraordinary 

autonomy or a nearly perfect principal’s control system) can explain rather a smooth ICC 

operation. 

 

There are two possible and mutually reinforcing interpretations for rather non-conflicting P-A 

relations stemming from the above outlined political context and the shared P-A interest to 

minimise uncertainty costs. Firstly, leaving punitive means aside does not necessarily represent 

their sufficiently deterring nature or principal’s passivity/agent’s autonomy. Instead, it may 

show agent’s skill to anticipate principal’s interest. For example, Table 1 shows operational 

efficiency meaning ICC can do much more with spending much less while achieving still 

increasing overall stakeholders’ satisfaction (Sumárna správa - Summary Report, 2019, p. 15). 

So, even if direct oversight mechanisms also called “police patrol” (McCubbins and Schwartz 
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1984) are in place, due to converging interests the agent acts unison with the principal’s goals. 

Such situation is referred in the P-A scholarship as observational equivalence (Pollack, 2002; 

Damro, 2007; Delreux and Adriaensen, 2017). A reply to the obvious questions how 

specifically is observational equivalence manifested in our context constitutes the second 

interpretation of the non-conflicting P-A relations.  

 

As depicted in the previous part, the ICC bindingly report on the set of indicators, however 

with no predefined values. This means that the ICC reports more on activities than on results. 

The actual achievements (specific values of indicators) thus are solely a result of the ICC 

individual and unregulated performance while the interpretation of their performance is the 

Government unique competence as the principal and this exercise is inevitably subjective. As 

both public administration actors’ function in a highly political context, they mutually align 

their goals. Their shared interest is to minimize uncertainty costs meaning not to jeopardize 

their reputation. Thus, instead of conflict over reporting and its evaluation, the agent and the 

principal opt for cooperation based on a tacit agreement with the steps of the other actor 

provided stakeholders’ feedback remains positive. Thus, agent’s reporting as well as 

principal’s monitoring and evaluation show to be guided by ceremonialism. The P-A 

scholarship associates ceremonialism with agent’s strategy of resisting principal’s monitoring 

(Hawkins and Jacoby, 2009). However, with the shared goals and a common reputation 

securing strategy, ceremonialism can well explain also principal’s conduct. Importantly, 

ceremonialism does not necessarily infer (though it may) that the P-A performance is merely 

guided by sheer and superficial formalism. Instead, a prevailing mutual cooperative mode in 

the P-A relations is an underlying motive, shaping dynamics of their interactions with 

beneficial effects for both. 

 

Observational equivalence and ceremonialism show that the overall political context is decisive 

for dynamics of the P-A relations. In the end, however, a missing mutual conflict is not 

detrimental to the mission of stimulating a grass-rooted EU funds consultancy and information 

dissemination. Instead, a cooperative mode contributes to fostering partnership ties between 

the state and municipal actors which are in the end beneficial for both. Their cooperation 

enables them to minimize uncertainty costs, notably their individual reputation risk and achieve 

stakeholder’s satisfaction. Evidence of the success of this strategy is the formalized 

Government’s commitment to continue with the territorial consultancy and information 

dissemination services also in years to come.   

 

CONCLUSION 

 

The paper presents a consistent analysis of the ICC operations via the P-A framework with 

noteworthy findings relevant for studying the limits of the P-A framework. The major finding 

of the paper suggests that the cooperative mode between the ICC and the Government 

dominantly shapes the dynamics of the P-A relations rather than their mutual conflict. In this 

respect, observational equivalence and ceremonialism are the two underlying interpretative 

tools providing explanations for understanding the P-A concerted relation. However, these 

tools have a limited explanatory power in the paper. The reason is that they address dynamics 

of the P-A relations as only being determined by the overall political context. This is on the 

one hand necessary, and on the other, it limits the scope of the research on official releases of 

both actors. Then we know little how their interactions are shaped notably by a broader 

portfolio of stakeholders. Such a methodological pitfall can only be addressed by generating 

additional data from stakeholders through qualitative research methods as structured interviews 

or questionnaires. Furthermore, interpreting P-A concerted relations stemming from the shared 
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goals and interests as determined by the political context shows also limits of the P-A 

framework to provide more in-depth functional analysis of public administration. Similarly, 

such an analysis, going beyond the official releases, would also enable to examine the ICC as 

a collective rather than unitary agent as is the case of the present paper.  
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Abstract: The development of the digital economy has given rise to a new industry structure. 

Many platform corporates (such as Facebook, Amazon, Uber and Alibaba) have emerged 

around the world with rapid development, strong momentum and service innovation. With the 

help of Internet digital technology, platform corporates promote the commonality and 

integration of resources and value co-creation among the subjects connected by the platform. 

At the same time, the operation of the platform has also caused hot issues such as "data disputes 

among platforms", "the responsibility boundary of platform corporates is difficult to 

determine" and "the platform mode challenges the traditional anti-monopoly restrictions". 

Therefore, it is very important to promote the research on platform corporate governance. This 

paper systematically reviews the important literature on platform governance in the Web of 

Science database. Firstly, it states the connotation of platform corporate and platform 

governance. Then, it expounds on the main viewpoints of platform enterprise governance from 

three aspects: governance body, governance system and governance mechanism. Finally, it 

analyzes and summarizes the characteristics of platform corporate governance, which are 

multiple subjectivities, the openness of boundary, dynamic relationship and ambiguity of rights 

and responsibilities, points out the existing problems of platform corporate governance, and 

provides guidance for the practice of platform corporate governance in the future. 

 

Keywords: Digital economy, Platform corporate, Platform governance, Decentralization 

governance. 

 

 

INTRODUCTION 

 

s mobile Internet, cloud computing, big data, a new generation of information 

technology such as artificial intelligence technology rapid development and economic 

digital levels rising, the new type of economic form of "digital economy" into people's 

horizons, become a leading science and technology revolution and industrial revolution, 

promote the important engine of economic development (Kenney & Zysman, 2016; Adamik 

& Nowicki, 2018; Lee, Malerba, & Primi,2020), and even become a new trend in the global 

transition from the industrial economy to the digital economy (Kovacs, 2018), as well as a core 

force influencing the global competitive landscape (Liang Zheng& Li Rui, 2020). Early 

scholars did not give a clear explanation of the concept of the digital economy, which can be 

traced back to its multifaceted, dynamic and transformative power of digital technology 

(Kannan & Kopalle, 2001; Kim, Barua, & Whinston, 2002; Hanseth & Lyytinen, 2010; 

Makridakis, 2017). In 2016, in the G20 digital economy development and cooperation 

initiative, the digital economy is defined as, "to use digital as a key factor of knowledge and 

information, with modern information network as the important carrier, with the effective use 
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of information communication technology as an important driver of efficiency improvement 

and optimization of the economic structure of a series of economic activities". 

 

The development of the digital economy has spawned a new industry structure (Yoo, 

Henfridsson, & Lyytinen, 2010; Ayres& Williams,2004). Driven by the market trend, a large 

number of platform corporates with rapid development, strong momentum and service 

innovation have mushroomed in the international market (De Reuver, Sorensen,& 

Basole,2018; Lehdonvirta et al., 2019), such as Facebook, Amazon, Uber, Alibaba, Tencent, 

etc., have subverted and reshaped the industrial chain supported by digital technology tools 

and systems including online communities, social media, e-commerce, and travel sharing 

(Sui& Rejeski, 2002; Basole & Karla, 2011; Constantinides, 2018; Akbar& Tracogna, 2018). 

With the aid of digital technology, platform corporates promote the commonality and 

integration of resources and the interaction between platform connecting entities (Benlian 

Hilkert, & Hess, 2015). To a certain extent, it improves the information asymmetry in the 

economic system, makes the supply and demand information of production and service more 

refined, and resources and information flow and cycle among the main bodies of the platform 

through the value network connected by the platform, so as to realize the value co-creation 

(Sambamurthy, Bharadwaj, & Grover, 2003; Gawer, 2014). The rapid development of platform 

corporates has brought great changes to production and lifestyle, and this emerging business 

model and logic has also become a hotspot of extensive research in academia (Fumagalli et al., 

2018; Kenney & Zysman, 2020). 

 

However, the entire platform economy is still in the early stages of development. The 

relationship between participants in the business ecosystem is relatively complex (Hoang, 

Blank, & Quan-Haase, 2020), and the governance mechanism of platform companies is not yet 

complete. The operation of platform companies causes " "Data disputes between platforms", 

"platform corporate responsibility boundaries are difficult to determine" and "platform models 

challenge traditional antitrust restrictions" and other hot issues that have attracted social 

attention (Shelanski, 2013). The advancement of platform corporate governance research has 

become a point that needs urgent attention. In the research of platform corporates, governance 

is often mentioned. However, it is different from traditional enterprises in multiple subjectivity, 

strong harmfulness and governance complexity. Platform governance has not yet reached a 

unified conclusion. The governance mechanism is in the process of continuous development 

and improvement. 

 

In view of this, this study sorts out and summarizes important articles of "Platform 

Governance" in recent years by entering the keywords "Platform Governance", "Digital 

Platform" and "Platform Economy" in the Web of Science database (Highly ranked in Science 

or more frequently cited). First, it expounds the connotation of platform governance, then 

clarifies the main perspectives and results of platform governance, explores the law and context 

of research development, and finally summarizes the prominent characteristics of platform 

corporate governance. This research hopes to follow up on the international frontiers of 

platform governance research through the research summary of previous literature, so that the 

scattered research results will be more systematic, and provide useful references for 

breakthroughs and innovations in future research and applications. At the same time, the 

platform corporates are allowed to operate within the boundaries of laws and systems, assume 

the social responsibilities of the main body of commercial operation, and coordinate and 

control the relationship between multiple subjects. 
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PLATFORM CORPORATE AND GOVERNANCE CONNOTATION 

 

Platform and Platform Corporate 

The platform theory has been studied for a long time in the academic circle, but there is no 

unified understanding (Schwarz, 2017). Early research on the concept of platform focused on 

the field of industrial organization and strategic innovation. The field of industrial organization 

paid more attention to two-side market research (Rochet & Tirole, 2003), and the field of 

strategic innovation paid more attention to product and innovation platform research. (Thomas, 

Autio, & Gann, 2014). Armstrong (2006) believes that the platform is an agent of bilateral 

market interaction, characterized by cross-network effects, connecting groups in the bilateral 

market through the platform, and providing services to buyers and sellers of products or 

services through a certain price strategy, while groups join the platform to gain benefits. It 

depends on the size of the other side of the group to join the platform. Gillespie (2010) believes 

that a platform brings together different participants, and its connotation is related to platform 

developers, users, advertisers, etc., enabling interaction between multiple different subjects 

(Helmond, 2015). The key to the evolution of the business ecosystem from platform to platform 

lies in the symbiotic dependence of open platforms and multi-agents in the ecosystem. Gawer 

(2000) defines a platform from the perspective of a business ecosystem as a series of corporates 

composed of a business ecosystem as basic modules that can provide complementary products, 

technologies or services. At the same time, he also pointed out that the industrial platform must 

be distinguished from the product platform. The product platform is only a simple combination 

of building modules and does not involve innovation by other participants. On this basis, 

Cusumano (2010) pointed out that two important differences between the industrial platform 

and the product platform are: the industrial platform provides corporates with a common 

foundation that can be reused in different product types. Like the product platform, the 

industrial platform One function is a platform design system, and its constituent elements come 

from different companies that are usually called complementarity. Without these 

complementary products and services, the industry platform is of little value to users. 

 

In this study, platform corporates refer to companies that are based on computer network 

technology and rely on Internet technology to survive, use network platforms to provide goods 

or services and thus obtain income, with typical bilateral market characteristics (Plantin et al., 

2018; Kornberger et al., 2017), such as Facebook and Alphabet. The core difference between 

platform companies and traditional companies lies in the characteristics of connecting 

multilateral entities. The platform architecture includes demand-side users, supply-side users 

and platform providers, and there are same-side and cross-side network effects among users. 

In response to this definition, two types of research phenomena have been excluded. One is a 

platform for unilateral users or users with more than three times. The fully self-operated e-

commerce platform belongs to unilateral users, such as the early JD model; for platforms 

involving trilateral users, its simplified to a bilateral situation. The second is traditional 

organizational forms such as commercial department stores and wholesale markets. The 

research focuses on a new platform based on the development of Internet information 

technology driven by the digital economy. The network effect of platform companies and the 

characteristics of bilateral markets will affect efficiency and social welfare changes. Scholars 

have analyzed the field of platform governance. 

 

Governance and Platform Governance 

The term "governance" originated in the field of French government management in the Middle 

English era and means "guidance and rules." Corresponding to this origin, the research on 

governance theory also emerged in the field of political science, especially public 
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administration (Fukuyama, 2013; Dawes, 2009). Based on a macro perspective, research on 

governance theory is mainly concentrated in the field of public management. According to 

Fukuyama, governance is “the ability of the government to formulate and implement rules and 

provide services” (Fukuyama, 2013), which is commonly used by political scientists as “good 

governance”. It refers to the ability of a country to establish functions and effective institutions, 

and to use these institutions to maintain law and order (Weiss, 2000). And Stoker (1998) 

believes that governance is not only an ability but also a specific and complex interactive 

network across different actors. The governance from the micro perspective is mainly in the 

field of corporate governance, and the problem to be solved is mainly the agency risk caused 

by the separation of corporate ownership and management under the corporate system (Betle 

& Means, 1932). Early corporate governance theories took shareholder interests as the ultimate 

goal (Jensen & Meckling, 1976). Following the occurrence of a series of political and economic 

events (several financial crises and many corporate financial scandals) after the 1980s, more 

and more people are aware of the narrowness and short-sightedness of this view, and 

governance should also pay attention to the value of stakeholder groups. In addition to paying 

attention to agency problems and exploration problems within the company in corporate 

governance, traditional corporate governance research has also expanded from within the 

company to inter-company (Claussen et al., 2015). The goal is to resolve conflicts of interest 

between corporates through the balance and complementarity of contract governance and 

relationship governance, and jointly promote the performance improvement of cooperatives 

(Khanna & Yafeh, 2007). Combining the research results of scholars, we can discover two core 

issues of governance. One is "multiple subjects", which coordinate the interest relationship 

between multiple subjects; the other is "system", which regulates the scope of behavior of each 

subject through the design of institutional rules. 

 

Platform corporates, as a new business form in the digital economy (Tauscher& Laudien, 

2018), have changed their business model, economic form and organizational structure 

compared with traditional corporates. However, the governance process of platform corporates 

is still tightly centered on the two cores of "multi-agent" and "system" of corporate governance. 

Platform corporate governance does not simply refer to the internal governance process of a 

platform corporate, but lays more emphasis on the market governance of platform-based 

corporates. In addition to platform participants, platform corporate governance also includes 

the coordination of multiple main forces such as government, market and social organizations. 

At the same time, it is not limited to the authoritative, pluralistic and polycentric institutional 

arrangements in the general sense. In addition to some formal policy provisions and legal 

norms, informal moral and value constraints and controls should also be considered. In this 

way, the responsibilities of different subjects such as the government, corporates and users are 

clarified, and the platform is promoted to connect the subjects, so as to maintain the continuous 

interaction of forces among various subjects (Tiwana, 2010; Nieborg & Poell, 2018). From this 

point of view, the governance of platform corporates involves the governance of the ecosystem 

connected to the platform, the content and boundary of governance are constantly changing, 

and the governance process is dynamic and complex. The following is a review of the research 

results of scholars from the perspective of governance bodies, governance systems and 

governance mechanisms. 

 

MAIN VIEWPOINTS OF PLATFORM GOVERNANCE 

 

Based on Governance Body 

The operation process of platform corporates connects multiple bodies, and it is difficult to 

solve various problems if the governance of platform corporates starts from the platform 
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corporates themselves. In the current research, from the perspective of platform governance 

participants, from platform corporates themselves to multi-stakeholders, according to the 

different entities involved, scholars’ views can be summarized as Centralization governance 

and Decentralization Governance (Chen Yan et al., 2020; Tiwana, 2014; Sutherland & Jarrahi, 

2018), but generally advocate the decentralization governance of multi-party power with 

platform companies as the core. 

 

The participants of centralization governance are the owners of platform corporates. Platform 

owners make governance decisions based on market demand and corporate strategic goals, and 

take relatively decisive and independent actions to ensure the effectiveness of the governance 

process and structure. In his research, Gorwa (2019) put forward platform corporate autonomy, 

that is, "self-governance" or "self-regulation". Platform companies have a high degree of 

autonomous decision-making power and are directly responsible for third-party feedback or 

complaints, but they are not right. Users are responsible for matters negotiated through this 

platform. In this mode, the established laws and regulations only play a small role in the 

supervision of the governance of the platform. The platform mainly improves the transparency 

and fairness of the subject's interaction process through the improvement of its own technology 

or rules (Suzor, 2018). Data drives the decision-making of platform companies. The algorithm 

and iteration of data in the process itself is a "black box". Platform corporate autonomy helps 

protect the company’s business secrets and promote the innovation and development of the 

company. Projects can be quickly and effectively implemented, and the work process and 

production The export standard is more flexible (Brown & Grant, 2005). However, 

centralization governance, because the governance decision-making power is mainly 

concentrated on the platform owner, lacks sufficient checks and balances, resulting in the 

platform owner may act for the maximization of their own interests (Mookherjee, 2006) and 

damage the rights of other stakeholders. Also, the lack of direct communication in the 

interactive process of the bilateral market connected by the platform affects the efficiency of 

transactions. 

 

Decentralization governance fully considers the characteristics of platform companies 

connecting multilateral markets and multi-party entities, and leading platform corporate 

governance needs to consider more participants. One view is to rely on government forces for 

external governance. This claim is based on the consideration of user safety and privacy 

protection (such as platform companies leaking users’ personal information accessed through 

APP, frequent online car-hailing damage to passengers, property and personal safety incidents). 

In practice, the governance of platform corporates is mainly through the government's policy 

intervention in three aspects, namely, privacy and data protection regulations, abolition of 

intermediate liability protection, and the use of competition law and monopoly law. On the one 

hand, platform companies are allowed to operate in a standardized network data space, and on 

the other hand, legal measures are adopted to protect the rights and interests of platform users. 

Because of the ambiguity of the boundaries of platform companies and the complexity of 

network relationships, policies are usually only further defined after the incident, so it is still 

difficult to achieve in the short term. However, legislation on user data and privacy, as well as 

antitrust laws and anti-competitive behaviors on platforms have attracted social attention 

(Tisne, 2018; Pasquale, 2018). Another view is the combination of platform autonomy and 

external governance, that is, taking into account the cooperative governance or co-governance 

of platform owners, participants and external stakeholders. Through the decentralization of 

governance power, the hierarchy of power in the organization is eliminated, the decision-

making power is allocated to multiple parties, and the multiple parties jointly negotiate the 

performance realization and value distribution of the platform. Under the governance power, 
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it can enhance the power of platform participants, limit the behavior of platform owners 

(Cheibub, Gandhi, & Vreeland, 2010), eliminate decision-making bottlenecks, make the 

complex governance process clear, and the power of government and social organizations 

makes that the platform Corporate governance is regulated under the framework of law and 

ethics. The participation of platform users can transform decentralized network governance 

into the self-management of the platform community, and provide users with a fairer and just 

digital economy (Scholz, 2016; Scholz & Schneider, 2017). Community governance has strong 

coordination, which can help adjust the overall incentive mechanism, coordinate actions, 

reduce conflicts, and sort out common identities (Di Tullio, & Staples, 2013). Under 

collaborative governance, different responsibilities are assigned to the stakeholders (platforms, 

users, and governments) of platform companies, and certain governance powers are given to 

enable these actors to effectively assume responsibilities, develop the concept of collaborative 

responsibility, and standardize the platform, Cooperative governance of users and government 

in public space (Helberger, Pierson, & Poell, 2018). With the joint efforts of multiple parties, 

the responsibility of the platform company itself is mainly to assume the social responsibility 

of data protection, and to create good platform conditions to enable individual users to comply 

with their responsibilities. 

 

In general, there are great differences between decentralization governance and centralization 

governance in the distribution of participants and decision-making power. Gol (2019) studies 

crowdsourcing platforms in digital platforms, discusses the relationship between platform 

governance mechanism and value creation, and compares the differences between centralized 

and decentralization governance in detail from aspects of workflow, communication, decision 

making, standards, cost control, quality control and performance control. Decentralization 

governance is characterized by overlapping workflow, direct communication between 

participants, transparent decision-making process, flexible adjustment based on standards and 

high cost control. 

 

Based on Governance System 

The participation of multiple bodies in the governance of platform corporates should be based 

on a certain system, which makes the governance procedures more standardized and 

comprehensive, and the rights and responsibilities between various subjects clearer. On the one 

hand, the establishment of reward and punishment system can restrict the decision-making of 

platform owners, and on the other hand, it can also encourage multi-parties to realize self-

regulation in the value co-creation system constructed by participating platform corporates. 

From the perspective of governance system, it can be mainly divided into the governance based 

on formal system and the governance based on informal system, which imposes restrictions on 

the interaction between platform owners and stakeholders (Constantinides, Henfridsson, & 

Parker, 2018). To ensure that the best interests of platform developers are aligned with those 

of platform owners, while preventing direct interactions between producers and consumers 

outside the platform from harming the platform's economic interests (Rochet& Tirole, 2003; 

Rochet& Tirole, 2006). The formal system mainly refers to legislation, discipline, supervision 

and punishment, etc., while the informal system includes various codes of conduct, corporate 

culture, values and moral constraints of the platform corporates. 

 

Facebook has used an eclectic mix of algorithmic and judicial governance tools to govern its 

vast social network. Algorithmic analysis of captured user data is used as a governance tool to 

generate different rules and monitor user behavior. Meanwhile, the legal system remains at the 

heart of Facebook's legal governance. Algorithmic governance is mainly used to organize the 

possible illegal information released by users in a timely manner, which is forward-looking to 
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some extent. Judicial governance is the punishment of various illegal and criminal problems, 

and more of a guarantee after the event (Schwarz, 2019). Another example is the Apple App 

Store, where regulators will legislate to restrict Apple's access to users' personal data, and at 

the same time, Apple itself encourages the development of technologies that cannot access 

users' data as a new design specification for the platform ecosystem (Simonite, 2016). Google 

also encourages the innovation of user privacy protection functions, but not in the form of 

legislation, but from the perspective of social morality, the innovation of self-developed 

technology is used as a governance tool (Greene& Shilton, 2018). In the digital economy, 

consumer privacy violations caused by apps are common, and there is no choice but to trust an 

app completely or refuse to use it. For this problem, the platform's development technology 

promotion is the fundamental governance. 

 

The strategic design and deployment of platform governance policies can be an important tool 

for platform governance. Owners of innovation platforms develop layered platform access 

policies to dynamically adjust the cooperation and interaction between complementaries in 

platform submarkets and promote knowledge sharing through platform governance (Zhang et 

al., 2020). The "Platform Logic" proposed by Schwarz (2017) studies the concepts and 

mechanisms of digital platforms at the micro, meso and macro levels to structurally manage 

emergencies of various types of platforms (Kapoor & Akarwal, 2017). The micro level refers 

to the interaction of individuals on the digital platform, the macro level mainly refers to the 

cumulative effect of various platform interactions seen from the social level, and the meso level 

focuses on the connection between the platform and the surrounding system. Therefore, for 

different levels of governance, the basis of the system measures is also different. At the micro 

level, the design of the platform's user interface is mainly improved, which mainly depends on 

the rules of the platform itself. The middle level is the management of big data and media, 

which is the more complex part of the current platform governance. At the macro level, political 

economy is involved, and platform governance is restricted by national laws and policies. 

 

Based on Governance Mechanism 

The main body of governance determines who governs, the dominant basis of governance 

system governs, and the governance mechanism answers the question of how to conduct 

governance. A key goal of the platform governance mechanism is to provide incentives to align 

the interests of stakeholders (Kapoor& Agarwal, 2017; Song et al., 2018), so the allocation of 

power in governance is crucial. In the existing researches, platform governance mechanism 

mainly focuses on power grant and process guarantee. Delegation includes the establishment 

of intellectual property rights (Eisenman,2008), the decentralization of decision-making rights 

(Tiwana et al.,2010) and the placement of control points (Dattee, Alexy, & Autio, 2008); 

Process assurance mainly consists of adjusting incentives for buyers and sellers of the platform 

(Song et al.,2018), adjusting incentives for complementaries (Wareham, Fox, & Giner,2014), 

public communication governance costs (Huber, Kude, & Dibbern, 2017) and detecting outputs 

(Wareham, Fox, & Giner,2014). 

 

Tiwana (2010) points out that the design of platform governance mechanism can be studied 

from three different perspectives, namely, decision right division, control and governance 

attributes. Decision-making power is embodied in who has the right and responsibility to make 

what kind of decisions to platform corporates. The decentralization of governance power 

makes the balance of decision-making power among various subjects become the key to the 

coordination of platform ecosystem relations. The decision rights at three levels should be 

distinguished, namely, what features and functions the platform has, how to design the user 

interface, and who controls the internal interface of the ecosystem. Control mainly refers to a 
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variety of rewards and punishments set by platform owners to motivate developers, including 

output control and process control. In addition, the interaction between stakeholders of the 

platform and the differences of interests between them should also be controlled. Governance 

attributes mainly refer to whether the platform is owned by a single corporate or shared by 

multiple owners. In this process, you need to achieve transparency, diversity and 

responsibilities assigned to the platform of public value such as the corporate's stakeholders, 

each stakeholder role in realizing the value, and to agree on how to improve the public value, 

the consultation results into a code of conduct (Helberger, Pierson, & Poell,, 2018). Schreieck 

et al. (2017) discussed the platform governance mechanism from four aspects: governance 

structure, platform access and control, trust building and boundary resources. The governance 

structure can be centralized or relatively decentralized, which is mainly the division of 

governance decision-making power and platform ownership. The openness of the platform 

ecosystem determines that the governance process needs more control; The establishment of 

trust mechanism is crucial for participants to reduce risk perception and continue interaction 

(Pavlou, 2002). Intangible and effective boundary resources play a certain role in the 

implementation of platform governance strategy (Ghazawneh & Henfridsson, 2013). 

 

Airbnb is a model of platform corporates. Leoni studied and analyzed its governance and 

control system, including the division of decision-making rights between Airbnb and 

participants and how the platform owner formally controls the participants (Leoni& Parker, 

2019). The platform maintains autonomy in decision making in four major areas, listing, 

pricing, booking process, and accommodation rules, in order to maintain the performance of 

the platform and the interests of the platform owner. The behavior of the platform participants 

is monitored by the platform, such as the ratings provided by the tenants, the response rate of 

the platform algorithm, and so on. Through power division and a series of control technologies, 

the performance goals of platform users and platform organizations can be consistent, thus 

leading to more organizational citizenship behaviors. The governance of platform corporates 

will be in a relatively loose state, which will help promote the order and innovation of the 

platform ecosystem. 

 

CHARACTERISTICS OF PLATFORM CORPORATE GOVERNANCE 

IN DIGITAL ECONOMY 

 
Through studying the achievements of the academic community on the governance of platform 

corporates, it is found that under the background of the digital economy, the governance of 

platform corporates has attracted attention from all walks of life. It is no longer the same as the 

traditional corporate governance, aiming at the interest disputes within the corporate, which is 

gradually implemented by the senior management to the employees. Platform corporate 

governance not only expands the responsibility of being an independent operator, but also 

embodies the responsibility of being a commercial operation platform and the responsibility of 

resource allocation and integration in the social system (Acquier, Daudigeos, & Pinkse,2017; 

Schor, 2017). The governance of platform corporates presents the characteristics of multiple 

subjectivity, open boundary, dynamic relationship and fuzzy rights and responsibilities. 

 

Multiple Subjectivity 

Besides platform owners, platform participants and social forces are also the main body of 

governance of platform corporates. Platform participants, in terms of the services provided by 

the platform, include complementaries in bilateral markets, developers of the platform 

corporate, and other participants in the value creation process of the platform ecosystem 

(Courtois& Timmermans, 2018). Social forces are organizations outside the platform 
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ecosystem, involving governments, communities, and other regulatory agencies (Berkowitz & 

Souchaud, 2019). Multiple subjects play an unreasonable role in the process of participating in 

platform governance (Ansell & Miura, 2019). In general, platform owners and platform 

developers are mainly responsible for the improvement of platform technology and functions 

to ensure the efficient, transparent and orderly two-way market interaction process. Platform 

participants participate in the governance process to facilitate the normative operation of data-

driven platform business and focus on the creation of social value (Alreshidi, Mourshed, & 

Rezgui,2016; Saadatmand, Lindgren, & Schultze,2019); The government and regulatory 

agencies play a controlling role in the governance process to ensure that this emerging business 

logic has a real significance to promote China's innovation-driven strategic transformation. 

Collaborative governance of embedded platform connecting plural ecosystem (Ansell & Gash, 

2018), a complex network intertwined relationships, the value creation process by multiple 

subject and elements of ecological system is complete, each subject in the common governance 

holding power and responsibility and platform of business ecosystem symbiosis (BasoLe & 

Karla, 2011). 

 

Boundary Openness 

One of the characteristics of platform corporates is the uncertainty of the boundary, and the 

boundary of platform governance is also open. Scholars have explained in their studies that the 

governance of platform corporates can start from the micro, meso and macro levels. The micro 

level focuses on the platform itself, the meso level focuses on the relationship between the 

platform and the main body of the ecosystem, and the macro level focuses on the platform 

ecosystem (Schwarz, 2017). But in the actual governance process, the three levels are blended 

with each other, and each level also involves more contents. Platform corporate itself as the 

main body of independent operation, as well as other corporates, both economic objectives and 

social responsibility, to provide products and services needed by society, platform user 

interface design, functional features, the terms of service focus on the platform level problem 

(leading & Thelen, 2020), as a platform for technology design of user privacy infringement 

and leak; The core of platform corporates lies in the interaction between the two sides of the 

market, and the behavior of the supply side and the user side also needs to meet the 

requirements of governance responsibility. Platform corporate should build a "responsible" 

trading rules of interaction behavior influence on both the buyer and the seller, the strict control 

platform suppliers of barriers to entry and the demand of consumption moral bottom line, make 

the function of the platform is social, suppliers of products and services are environmentally 

friendly and sustainable value, the behavior of the demand side is moral sense and sense of 

responsibility. For example, the development of shared bikes has made people's travel more 

convenient and green, but it has led to the undesirable phenomenon of random parking, 

malicious destruction and possession. The platform ecosystem enables the value-creation 

process to mobilize and allocate more social resources, and accordingly, the governance 

process needs to highlight the paradigm of social responsibility fulfillment. On the basis of 

legal operation, it should also save factor resources, improve the efficiency of resource 

allocation, promote the sharing of knowledge, protect innovation patents, take the initiative to 

assume social responsibilities, jointly participate in solving social problems, and promote the 

strategic transformation and sustainable development of social economy (Kenney& Zysman, 

2016; Martin, Upham,& Klapper, 2017; Geissinger et al.,2019). 

 

Dynamic Relationship 

A major difficulty in platform corporate governance lies in the dynamic relationship of 

platform system, which makes the original layer nested network relationship more complex 

(Schmeiss, Hoelzle, & Tech, 2019). On the one hand, in the era of digital economy, big data 
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analysis and artificial intelligence are the keys to drive the decision-making of platform 

corporates. The algorithm of platform corporates is fast, so the business model is constantly 

adjusted and innovated (Gong et al., 2020). On the other hand, the transactions reached by 

platform participants are changing in real time. Moreover, the competition between different 

platforms is increasingly intensified, and the relationship between the platform and the subject 

is also changing rapidly. There is no traditional employment contract relationship. Because it 

involves the allocation of social resources, there is also a relationship between platform 

corporates and social systems (Gerwe& Silva, 2020). Therefore, platform corporate 

governance involves the dynamic adaptability of the relationship between "individual and 

individual", "individual and platform" and "platform corporate and society". At present, the 

online travel, online ordering and online accommodation and other digital platforms to improve 

point is the bilateral market matching and scheduling, the path optimization of single service 

can be implemented within the shortest time and distance at the same time also need to satisfy 

the overall travel, food and rent service system efficiency maximization, at the same time as 

far as possible to meet the needs of multi-agent, cost in the least resources outside the service 

and the lowest cost. For example, the driving distance and fuel consumption of online hailing 

cars without load should be as little as possible, and the carrying distance and times of shared 

bikes between different stations should also be as little as possible. The optimization of the 

platform ecosystem not only shortens the value creation cycle and reduces the cost of the 

platform, but also reduces the consumption of social resources and improves the efficiency. 

However, the solution of the problems in the dynamic environment also needs to have the 

vision of development, taking into account the interest disputes and responsibility conflicts in 

the governance process. 

 

Ambiguity of Rights and Responsibilities 

Whether it is platform self-governance or multi-party cooperative governance, there are 

problems of power division and responsibility assumption in the process of platform corporate 

governance. Although, the governance mechanism of platform corporates all mentioned the 

two aspects of decision-making and control (Martin, Upham, & Klapper, 2017), and proposed 

how to allocate decision-making rights among multiple subjects, as well as how to ensure the 

implementation of various projects and rules. However, in the practice of platform corporate 

governance, it is still difficult to clarify the responsibility of each subject. At present, it is 

mainly centralization governance. The decision-making power of governance is mainly 

concentrated in the platform owner, and the control of the governance process is realized by 

the government's policies and regulations. The participation of platform participants and other 

stakeholders in governance is low. Platform for corporate responsibility for subject pluralism, 

multi-level, open borders, influence cross-border and lead to the main responsibility to contact 

each other and influence each other and mutually embedded, platform rely on policies and laws 

of ecological system the formalized method can only play a role mandatory norms, but the 

multi-level governance will and action need from the culture, ethics, values and citizenship 

behavior these informal governance, deep into all aspects of the operating system platform 

firms (Suzor, 2018; Lehdonvirta, 2018). 

 

CONCLUSION 

 

The development of the digital economy has enabled the operation of platform corporates. The 

innovative business model of platform corporates has brought great changes to the value 

creation methods of traditional corporates, but at the same time, it has also triggered a variety 

of common social problems. The governance of platform corporates has become a hot topic of 

academic research in recent years. This study sorts out and summarizes the viewpoints and 
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conclusions of scholars on platform governance. Firstly, the connotation of platform corporate 

and platform governance is discussed. Then from the three aspects of governance body, 

governance system and governance mechanism, illustrates the main ways and means of 

platform for corporate governance. Mobilize various main collaborative governance of power, 

the combination of formal system and informal system balance management, decentralized 

decision-making power and more ways to control the loose coupling of cooperative 

governance, is the current mainstream view. In the final analysis to summarize the 

characteristics of the platform for corporate governance, the subject pluralism, openness, 

border relationship dynamics and accrual fuzziness, we point out the platform stakeholder 

participation in the corporate governance practices, responsibility, multi-level, dynamic 

network and informal system USES fewer problems, platform business management practice 

that provides guidance for the future. 
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Abstract: The systematization of the information underlying the electronic invoice, published 

in the Decree-Law no. 28/2019 of 15 February in Portugal, brought legislative changes 

leading to the introduction of a QR-Code on the invoice creating the conditions for the 

document's dematerialization. This article´s purpose is to present the results of a set of surveys 

applied to the various stakeholders in the process, in order to validate the advantages and 

constraints of an aggregating Approach, designed to systematize such stakeholders in a 

process of this nature. The methodology adopted was Design Science Research and proved to 

be adequate for the design of the artefact. The elaborated approach and the results of the 

surveys are also presented. In 2021, invoices and other tax documents must contain a two-

dimensional bar code, containing all information related to the invoice, allowing the consumer 

to digitally send this information to his electronic invoice without his Fiscal ID introduction.  

 

Keywords: QR-code; Invoice; Innovation; Approach. 

 

 

INTRODUCTION 
 

lthough taxes are not the only source of tax revenue, they are undoubtedly the most 

important, being hegemonic over the revenue from fines, fees, penalties, among others. 

Tax evasion and fraud seriously undermine the economic and financial capacity of 

governments, calling into question the principle of equity and tax justice (Marques, 2020). 

 

The growing development of Information and Communication Technologies (ICT) that we 

have been observing in recent years, has been an accelerator of the digital transformation 

process of organizations. According to Secretaria do Estado dos Assuntos Fiscais - SEAF 

(2018), in this domain, Portugal has come to assume itself as one of the advanced tax 

administrations, being internationally recognized for its pioneering spirit and for the innovative 

projects that have followed the technological evolution and the digital transformation that has 

taken place in recent years. In Portugal, given the legal framework, tax-relevant invoices play 

a decisive role given the tax incentives granted to citizens when they request invoices. 

 

Following the direction set by the Government to strengthen, simplify and digitalize the Public 

Administration (PA), and taking into account that the legislation related to invoices and other 

fiscally relevant documents was very dispersed, the Government, as a way to consolidate and 

update the legislation dispersed, proceeds to its regulation, through the Decree-Law no. 28/ 

(2019), of February 15th. Through this decree, the conditions for the issuance of paperless 

invoices are created, providing for the waiver of their printing.  
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After the introduction of some changes associated with Electronic Billing in Public 

Procurement, it is pertinent to analyze the recent Decree Law 28/2019 of 15 February, 

alongside with other legislation regarding some more measures of the so-called “E-invoice 2.0” 

package, which will enter into force, at least according to expectations, throughout 2019 and 

2022. 

 

Through the implementation of the Decree Law no. 28/ (2019), and as of January 1st, 2020, 

invoices and other fiscally relevant documents must contain a two-dimensional bar code (QR 

Code), which will allow purchasers wishing to benefit from the collection deduction, to have 

the possibility of communicating to the Tax and Customs Authority-AT, invoices without a tax 

identification number, using the respective QR Code or the unique document code. 

 

IMPACT OF LEGISLATION 
 

According to Zhang (2018) the insertion of a QR-Code on the consumer invoice, is the solution 

for the company to make the technological connection between the company and tax 

authorities, allowing to streamline processes in a convenient, fast, and low cost way. 

 

After the signing of a memorandum of understanding with the Troika and with the approval of 

the State Budget for the year 2012, the legislative authorization expressed in article no. 172 is 

born, so that the government can regulate a regime for the electronic transmission of the 

elements of the invoices (Melo, 2018). 

 

In July 2012, the Government approved a structural reform of the billing regime in Portugal, 

which led to the start of the e-invoice system (Decree-Law n.º 198/2012) production on January 

1st, 2013. The participation of final consumers is the key to the success of the system and e-

invoice, a tax incentive for taxpayers that was created in 2013 due to the invoice requirement 

with its Tax Identification Number (TIN) (XXI Governo, 2015). This legislation introduced 

new rules for invoicing and filing for VAT taxable persons, creating the conditions for the 

existence of the paperless invoice. However, it is important to analyze what impact this 

legislation has on the different stakeholders. 

 

A review of the literature regarding the subject’s field was carried out, as well as the study of 

the legal diplomas, international standards, frameworks, and technological specifications in 

view of the specificity of the problem.  

 

The Approach is a synthesis model that involves processes, people and technology, and allows 

to add knowledge contemplating the normative references related to this aspect, namely 

ISO/IEC 18004 (2015), and the ITIL V4 (ITIL, 2019), COBIT (ISACA, 2019), CMMI (CMMI 

Institute, 2019) frameworks. 

 

The impact of the legislative change will lead to the availability, accessibility, and legibility of 

the relevant data and technical documentation to be guaranteed by the AT as well as the 

authenticity of the origin, integrity of the content, operational integrity, accuracy and reliability 

and legibility of the QR-Code (Decree-Law 28/2019).  

 

With the dispensation of the goods transport document, the security and reliability will be 

guaranteed, which in return will allow the streamline of businesses, logistics or transportation 

processes and the increase of their efficiency. Furthermore, the possibility of integrating digital 
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or scanned documents into the accounting software, the speed and efficiency of the accounting 

process and the reduction of the physical archive are equally expected to increase. 

 

It also provides easy control of any transactions carried out by taxpayers in order to combat the 

informal economy, tax fraud and evasion, and the adoption of new technological instruments, 

thus incorporating a philosophy of innovation, debureaucratization, the dematerialization of 

documents, and saving resources. On the other hand, it compels the implementation of security 

measures (access, backup, management controls) and development of new technological 

aptitudes and tax incentives. 

 

APPROACH  
 

An Approach was created (Marques, 2020), with the aim to systematize the changes that the 

introduction of the QR-Code on the invoice can bring to the different stakeholders. According 

to Marques & Reis (2020), the multidisciplinary and aggregating Approach enhances the 

systematization of the problem. 

 

Figure 1. Approach - Stakeholders in the QR-Code 

Source: (Marques & Reis, 2020) 

 

The Approach shown in Figure 1 was created, in order to systematize the different stakeholders 

in the process and allows stakeholders in the process to understand the differences and the 

development requirements and strategies to be followed to implement the QR-Code in the 

fiscal context and provide a tool to support decision-making and strategy development by 

helping to analyze the impact that changes will have on processes and to guide the development 

of appropriate measures and understanding of the issues involved in the decision (Marques, 

2020). The underlying concerns in this area of the problem are ensuring the authenticity of the 

origin and the integrity of the content as well as the readability of tax-relevant invoices for the 

citizen.  
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ANALYSIS AND DISCUSSION 
 

It is considered that the added value of the Approach focuses on systematizing knowledge, 

centralizing, and synthesizing information, providing important conceptual bases for the theme 

and making available the main changes that the introduction of QR-Code will cause in a fast-

reading format, highlighting measures to be taken. Regarding the disadvantages of the 

approach, they focus on the fact that, as a result of the analysis of the data collection, it was 

found that information is not widely disseminated, and it is not possible to represent the 

interactions between the stakeholders in the approach. 

 

The aim is to validate the approach drawn up, in order to analyze its suitability in practice. In 

view of this need, different types of the questionnaire were chosen according to the 

stakeholders in order to validate with experts the approach constructed. To this end, interview 

scripts were created, according to the profile of each actor, for subsequent analysis of content. 

Graph 1 briefly describes the number of interviews sent and the number of responses obtained. 

 

Graph 1. Interviews sent and results obtained

 
 

Through Graph 1 we can see that the highest number of results obtained Certified Accounting 

followed by the Tax and Customs Authority.  

 

Following the analysis of the structured interviews, the existence of a common core between 

them highlights the need for a synthesis analysis of the interviews of the different stakeholders. 

In this sense, the data concerning the issues common to the groups analyzed, have been 

aggregated and analyzed, which we will present below. 

 

In regard to the multiple-choice question, where it was requested that individuals indicate, from 

a common set of twelve advantages, those considered relevant with the introduction of the QR-

Code on the invoice, it was possible to observe the following answers as presented below in 

Graph 2. 

 

Graph 2. Advantages of introducing QR-Code on the invoice 

 

 
 

In an analysis of Graph 2, we can see that the advantages considered relevant for the 

respondents, are first of all the option “Assist in combating fraud and tax evasion” with 59.38%, 
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followed by “Integration of the documents produced by the invoicing program in the 

accounting software”, “Streamlines the internal processes of filing, Streamlines the business 

processes and Streamlines the processes of logistics and transport "ex-aequo" with 56.25%. 

 

In regard to the multiple-choice question, where it was requested that individuals indicate, from 

a common set of five constraints, those that are expected to exist with the introduction of the 

QR-Code on the invoice, it was possible to observe the following answers as presented below 

in Graph 3. 

 

Graph 3. Constraints you expect to exist with the introduction of QR-Code on the invoice 

 
In analysis of Graph 3, we can see that the constraint Development costs, was the most marked 

by the respondents with 75.00% and followed by Equipment acquisition with 53.13%. 

 

In regard to the multiple-choice question, where it was requested that individuals indicate, from 

a common set of four other functionalities, those considered relevant with the introduction of 

the QR-Code on the invoice, are firstly the Electronic Payments, with 75.00% and then the 

Integration in the logistic systems/stocks, with 62.50%. From the universe of respondents, 

when questioned if they consider that the QR-Code on the invoice may conflict visually with 

the QR-Code on the e-TaxFree invoice, 56.25% of respondents answered negatively and 

37.50% of respondents answered positively. 

 

In regard to the multiple-choice question, where it was requested that individuals indicate, from 

a common set of three advantages, those considered relevant with the introduction of the QR-

Code on the invoice, the features considered relevant to the respondents are first of all the 

option "It would be interesting to develop functionalities that allow electronic payment if the 

purchaser wishes so", with 93.75%, followed by "Speed up the accounting records of the data 

on the invoice", with 75%. 

 

FUTURE RESEARCH DIRECTIONS 

 

The products used in the composition of thermal paper, namely Bisphenol-A (BPA), are 

identified as harmful to health, and their use is therefore being regulated in several countries 

around the world. The European Union, through regulation (EU) no. 2235/2016 (European 

Commission, 2016), has legislated to ban the marketing of thermal paper products with 

concentrations equal to or greater than 0.02 % by mass, after January 2nd, 2020. As an EU 

regulation, it is binding in its entirety and directly applicable to all member states. An important 

aspect still to be studied will be the evaluation of the minimum quality of thermal paper, due 

to the fact that it is the most used in terms of invoicing in the retail sector, and the evaluation 

of compliance with this regulation by thermal paper suppliers. 

 

Due to the current pandemic situation, with regards to the prepared questionnaires, it has not 

been possible to take the necessary steps to obtain more information. It will be important at a 

later stage, regarding the validation of the Approach, to obtain the opinion of the different 
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experts, in order to carry out a more in-depth study and enrich the present project. It is 

suggested that dissemination of the work done is carried out to the scientific and business 

community. 

 

CONCLUSION 

 

The fact that certain countries adopt measures of unfair tax competition or create preferential 

tax regimes, thus constituting a factor of distortion and injustice, was decisive for the revision 

of traditional tax systems. The Approach validation was carried out through semi-structured 

interviews and online surveys and demonstrated the added value of such an Approach in view 

of its aggregation and multidisciplinary nature in support of the different stakeholders, 

providing in a single model an overview of the situation. 

 

Therefore, the aforementioned Approach constitutes a fundamental element for decision 

making, strategy definition, while assisting in the analysis of the impact that the changes will 

cause at the level of the processes, guiding the creation of appropriate measures and the 

understanding of the implicit issues to the specificity of the situation. The added value of the 

Approach shall be deemed to focus on: systematize knowledge; centralize information; to 

provide a rapid and simplified reading of information; provide important conceptual bases for 

the subject; summarize relevant information; highlight the measures to be taken. 
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Abstract: As a result of the difficulties caused by Covid-19 all over the world, there is an 

expansion of contactless and online payment. People are turning more and more toward E-

commerce, and if this is not possible, they tend to choose contactless payment, in order to 

comply with all the current health and safety regulations. This paper is about the current 

variety of offers for contactless payment in Serbia, which is expanding daily. Cash is used less 

and less in Serbia, this being the consequence of mass usage of internet cards offered by the 

banks operating in our country, as well as Apple pay, one of the most advanced and secure 

ways of payment in the world.  

 

Keywords: Internet, Card, Bank, Apple. 

 

 

INTRODUCTION 

 

ow well a business company will do depends on its ability to find its appropriate place 

in the worldwide business distribution and to become a part of the global processes, 

which in turn demands working in an information oriented business environment.4 

Banks had at first been reluctant to all those innovations, but in the end, they accepted all the 

practices that the new era of the internet brought about. The internet opened a new chapter 

regarding money and systems of payment. All the established practices and business rules were 

replaced by a new system that had no model in the previous techniques and technologies and 

had to be invented from the beginning. Digital payment systems were developed under the 

pressure of the internet speedy expansion. The latest research results point out the fact that, of 

all the internet activities under research since 2000, online banking was the one with the fastest 

and most significant growth.5 The development of modern banking itself is largely connected 

to the development and growth of information technologies. The growing number of new 

banking products causes an increase in the number of transactions because the absence of time 

and space limitations is used to the maximum. 
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CLASSIFICATION OF INTERNET CARDS 

 

There are several models of internet card classifications, but we have selected to discuss the 

following classification. Prepaid cards are based on the same system as the prepaid cards issued 

by mobile operators. Their main characteristic is that we can use only the money we already 

have on our accounts, similar to mobile phone cards. They are therefore the safest to use on the 

internet since if they are possibly abused, we lose only the money already on the account, which 

we put there before some internet transaction. As opposed to that, there are cards connected to 

our current accounts, which enable us to use the money from the account, as well as from the 

overdraft. Those are the debit cards. The third type in this classification is the internet card 

which uses money from our credit cards. In this case, there is a possibility of using as much 

money as our credit card allows and even paying for the goods in installments, as specified in 

the contract we made with the bank when receiving the card.  

 

INTERNET PAYMENT IN SERBIA 

 

This is the right moment for the promotion of massive use of internet cards in Serbia, as well 

as worldwide, having in mind the Coronavirus situation, limited contacts, as well as many other 

limitations imposed on our normal functioning. Whether we like it or not, we are stuck with 

shopping on the internet. Ordering necessities, paying the bills, fulfilling our monetary 

obligations online – it is all meant to make our lives easier in these times, but also in the times 

to come. The benefits of using the internet in everyday life today are immeasurable, with a 

tendency to become even more so in the future. At the moment, there is a boom in applications 

which use internet cards in our country. The example set by some companies is the way 

everyone should follow. Drive.Go.6is the application that was created to help people pay for 

gas at the gas stations without physical contact or having to enter the premises. Wolt7 enables 

a contactless food delivery from the location of your choice to your location. Enpay8 enables 

electronic payment of highway tolls in Serbia. Besides applications, there is an increasing 

number of foreign and domestic sites which offer the possibility of online ordering and 

payment, all for the purpose of easier functioning in these conditions. The habits created with 

people in these times are bound to leave a deep trail in the practice of internet transactions. 

This is a turning point for them, and they are bound to grow, regardless of the virus situation.  

 

KOMERCIJALNA BANKA  

 

KOM4PAY is the new way of payment via the internet. It enables you to make a payment via 

the internet without using the card, entering the account number, PIN or other confidential data. 

All you need to enter the application is a user name and a password. Each payment is further 

authorized by the client using a single-use security code (SMS or Token)9.  

 

BANCA INTESA  

 

Visa Internet card is created exclusively for the payment of goods and services on the internet, 

thus it is not possible to use it on the POS terminals and ATMs, and it is issued without a PIN 

code. When shopping on sites that bear the „Verified by Visa“ mark, the payment is verified 

                                                           
6  www.nis.eu, access 13.04.2020. 
7  www.wolt.com, access13.04.2020. 
8  www.enpay.rs, access 14.04.2020.  
9  https://www.kombank.com/sr/e-servisi/stanovnistvo-e-servisi/kom4pay-novi-nacin-placanja-preko-

interneta, access 20.04.2020. 
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by a single-use password issued for every transaction and sent by SMS to a verified phone 

number. The expenditure limit is defined by the amount available on the client’s foreign 

currency account.10 The way the bank protects its clients against the abuse of internet payments 

by issuing a special-purpose card mentioned above is good from the security point of view, but 

is it really necessary that each card has its exclusive use and that we have one for each of them? 

 

Secure link  

A secure link is one of the solutions for internet shopping. Pay by link or payment via link 

functions in the following way: a company creates a link that directs a customer to a page where 

he/she can be informed about all the relevant payment details and securely use his/her card.11 

 

3D secure  

3D secure (also often appears as Verified by Visa, MasterCard SecureCode or American 

Express SafeKey) is a card authentication service that allows its owner to use it exclusively.12 

If during the payment process a window appears with a request to enter a single-use security 

code, it means that the card is already registered. The code will be sent to the phone number 

given to the bank. There is also verification through a PIN code obtained in the bank when 

receiving the card. Only during the first usage of this system, it is necessary to follow the card 

registration instructions. 

 

Paywave – paypass 

Visa or Mastercard, i.e., Paywave or Paypass - contactless payments are carried out by simply 

tapping your card near the terminal. It is not necessary to hand the card to the shop assistant or 

to perform any other actions. It is therefore ideal for use during the pandemic. The very idea of 

having a payment card was originally inspired by the need to prevent the bacterial infections 

caused by handling money notes. The mission was therefore completed successfully - this 

system is extremely convenient in the time of Coronavirus. 

 

QR CODE 

 

IPS or instant payment is the way of payment available with Banca Intesa. A client chooses 

IPS Show or IPS Scan option on the homepage of the mobile application, within the Payment 

option. He/She then must show the QR code to the shop assistant, who scans it and completes 

the payment process.13 A client can also scan the QR code on the bill and complete the 

payment.  
 

APPLE PAY IN SERBIA 

 
Apart from internet payments, the company Apple has provided the clients in Serbia with its 

payment service. ApplePay is finally available in Serbia, at the moment only in selected banks, 

but it is good to see that the most contemporary payment services function in our country too. 

Raiffeisen, Procredit and OTP are among the first banks to provide this service in Serbia. By 

several simple adjustments, you are provided with a virtual wallet on your smartphone or 

                                                           
10  https://www.bancaintesa.rs/stanovnistvo/platne-kartice/debitne-kartice/visa-internet-kartica.1679.html, 

access 02.05.2020. 
11  https://www.allsecure.rs/sr/securelink-pojednostavnite-naplatu-putem-linka-za-placanje/,access 

02.05.2020. 
12  https://www.allsecure.rs/sr/securelink-pojednostavnite-naplatu-putem-linka-za-placanje/,access 

02.05.2020. 
13  www.bancaintesa.rs, access 03.11.2020. 
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smartwatch. All you need is to have an account in one of the previously mentioned banks and 

to apply for this service – and you will be able to forget about cash or payment cards. You will 

just need your mobile phone with the IOS operative system or an Apple watch in order to use 

this service. ApplePay is used for safer and easier payments in shops that support contactless 

payment, online payment services and applications that support ApplePay. If you are using 

Touch ID, i.e. fingerprint payment confirmation, you just need to press your Iphone to the 

contactless POS terminal simultaneously holding your finger on the fingerprint reader on your 

Iphone. To confirm the payment with Face ID, i.e. face scan, press twice the button on the right 

side of your phone facing the screen, and then press your Iphone to the contactless POS 

terminal.14 

 

These advanced options offered by Apple are among the most contemporary payment services 

in the world and are designed in order to make the lives of their users easier. One of their 

services, Apple Pay cash, is still not available in our country. It is used for direct payments 

between the users transferring the money via iMessage.  

 

CONCLUSION 
 

The current state of the epidemic in Serbia, imposed upon all of us, directs us towards using 

electronic payment. There are more payment services besides those listed above, but we have 

chosen to present the most commonly used services.  

 

During the past year, more than 1 820 000 people have ordered and purchased goods or services 

via the internet. 15We have no data as to how many people had used those services before, but 

we have the information that almost 20 000 more people were using those services than the 

year before. When we consider the fact that during 2019 over 93.7% of the population of Serbia 

used mobile phones, i.e. over 4 950 000, and that over 3 810 000 used the internet every day, 

we can come to the conclusion that electronic payment services are gradually taking the lead 

compared to the traditional types of payment. This sudden increase in the number of people 

shopping online, using mobile phones and the internet, using numerous mobile applications, 

among which there are many electronic payment services, initially spurred by the Covid virus 

pandemic, progressed further during 2020, and this will undoubtedly be proven in subsequent 

research. 
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Abstract: Information and Communication Technologies in the context of social 

organizations, enhance the definition of strategies to optimize the use of Information Systems 

in order to provide better support services to their users. The paper presents a real case of 

optimizing the current information system of a social organization in which it proposes to 

develop an integrative and multidisciplinary prototype incorporating sustainability concerns 

in the context of sustainable development objectives to improve cooperation between the 

Institution and its users. The methodology adopted was based on the literature review of the 

thematic and the case study. The main results point to the added value that a multidisciplinary 

and aggregator prototype can constitute in order to incorporate sustainability concerns in the 

technical, environmental, social, economic and individual fields.  

 

Keywords: Sustainability, Information systems, Software development, Information and 

communication technologies. 

 

 

INTRODUCTION 

 

urrently, most organizations are dependent on Information and Communication 

Technologies (ICT) in order to create added value to their business. In particular, social 

organisations are faced with the asset of specific challenges given the characteristics 

inherent to them. In this sense, it is advocated that the contribution of Information and 

Communication Technologies is of great interest to the implementation of strategies to support 

the activities of a social organization. 

 

It is also considered that concerns in the field of social sustainability may go towards 

delineating a set of actions aimed at improving the quality of the provision of services to users 

of the Institution. These actions aim to reduce social inequalities, expand rights and ensure 

access to services, especially health and well-being. 

 

For Balaman (Balaman, 2019), social sustainability includes the management of positive and 

negative impacts of systems, processes, organizations and activities on people and social life. 

This concept integrates, among many others, the topics of health and social equality, human 

and worker rights, justice, community development and well-being, community resilience and 

cultural competence.  

 

The concept of social sustainability applies to the social organization of the case study to the 

extent that it integrates the multiple dimensions of sustainability: human, social, environmental, 

economic and technical, thus constituting multidimensional sustainability. 
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BACKGROUND 

 

The Sustainable Development Goals (SDGs), also known as Global Goals, were adopted by all 

United Nations Member States in 2015 as a universal call to action to end poverty, protect the 

planet and ensure that everyone enjoys peace and prosperity by 2030 (UNDP, 2015).  

 

Figure 1. SDG’s - Agenda for Sustainable Development 

 

 
 

Source: (UNDP, 2015) 
 

The 17 SDGs (Figure 1) are integrated as action in one area will affect results in others. The 

complex challenges we face today (for example, containing the spread of the pandemic) cannot 

be tackled in isolation. Therefore, integrated solutions require a common understanding of 

sustainable development. 

 

The study of sustainability (Gianni, Gotzamani, & Tsiotras, 2019; Hettrick, 2016; Meneses, 

2019; Software Sustainability Institute, 2019; SustainAbility, 2018) in the various areas of 

knowledge is of the utmost importance. The research and applicability of sustainability 

software development and information systems is also critical. The software has made an 

invaluable contribution to the advancement of research (Software Sustainability Institute, 

2019) by responding to the great challenges of our society. Good sustainability practices will 

enhance more sustainable and reusable software development. Software sustainability creates 

reliable, reproducible and reusable software (Hettrick, 2016). 

 

In the research of (Becker, et al., 2015; Oyedeji, Ahmed, & Penzenstadler, 2017;  

Penzenstadler, 2015), sustainability is multidimensional as it leads to the economic, social, 

environmental, technical and individual dimensions. Also in the perspective of these authors, 

the sustainability of the software is a principle and a commitment contained in the Manifesto 

de Karlskrona - Sustainability Design and Software. These principles are presented in Figure 

2. 
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Figure 2. SDG’s – Sustainability Principles - Karlskrona Manifesto 

 
Source: Adapted from (Becker et al., 2015) 

 

Regarding these principles (Figure 2), it is intended to study the possible impact that 

sustainability concerns may contribute to the reflection on the current practices established in 

social organizations in this field of knowledge. 

 

CASE STUDY  

 

The case study, which is presented, aims to characterize the situation of the Community of São 

Domingos (CSD). The socio-cultural characterization of the Community was based on the need 

to optimize information system to support the activity of a social organization here called the 

Social Center. 

 

The areas involved in studying the various valences supported by a comprehensive strategy 

were analyzed, namely: physical therapy, social situation, medical care, nursing care, housing, 

experience, skills, health, training, and volunteering (Silveira, Reis, Santos, & Mamede, 

2020b).  

 

In order to integrate citizens, it is necessary to establish partnerships and involve official 

entities, such as: Public Security Police, Foreigners and Borders Service, Social Security, 

Parish Council, and Health Center.  

 

To summarize all this information, Figure 3 was elaborated, which aims to show the areas 

involved in a multidisciplinary logic of support to the citizen of a community, which counts, 

by its nature, the commitment of the various official entities. 
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Figure 3. CSD characterization in promoting SDG´s 

 

 
 

Source: (Silveira & Reis, 2021) 

 

Figure 3 allows the various entities involved in the process of creating synergies to optimize 

the provision of services to their users. It also shows the SDGs involved in each valence. In 

this way, sustainability is promoted in the community.  

 

It should be noted that knowledge is creative and must be stimulated to develop (Davenport & 

Prusak, 1998). In this way, technology is a mean to improve communication and collaboration 

between community elements, and experience/knowledge and skills can be shared (Silveira, 

Reis, Santos, & Mamede, 2020a). 

 

It is also intended to create a platform in which the various actors can, under their access profile, 

access the information of the elements of the CSD under analysis in order to optimize the 

services provided.  

 

Based on the principles and commitments of the Karlskrona Manifesto (Becker et al., 2015), 

which provide an overview of the various dimensions of sustainability and its relationships, 

the corresponding scheme for CSD was built, it is thus intended to show the impact that 

sustainability concerns can have when optimizing an information system. 

 

The application of the five dimensions of sustainability are described in Figure 4. 

 

Figure 4 presents the various dimensions of sustainability, giving the various valences in the 

human, economic, environmental, technical and social fields that can be incorporated in view 

of the specificity of the case under study. 
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Figure 4. Five dimensions of sustainability 

 
 

FUTURE RESEARCH DIRECTIONS 

 

Organizations feel the need to expand, improve their services and reduce response times to 

citizens, who are their customers (Landum, Reis & Moura, 2020). Another aspect that also 

raises concerns is the domain of information security. In order to implement resilience and 

follow directives that encourage protection against disruptive incidents or events, Information 

Systems are increasingly prepared to resist failure, (Russo & Reis, 2020). Open source 

platforms as well as the development of software free may be an added value in this area of 

work given the constraints of social organisations. 

 

CONCLUSION 

 

The optimization of the CSD SI was the basic objective of this Project. For its implementation, 

the literature was reviewed in this area, as well as including in this aspect of analysis concerns 

in the dimensions of sustainability, from the point of view: social, economic, technical, 

environmental and individual. With reference to these objectives, we studied the possible 

impact that the concerns raised in the various manifestos could contribute to the reflection on 

the current practices established in organizations in this field of knowledge. 

 

The prototype, still under development, will enhance management practices, contributing to 

the optimization of the provision of services given the existence of several access profiles in 

order to allow the cooperation of several key areas in support of users. In view of the current 

state of the pandemic, teleworking can be a differentiating factor in the provision of social 

services of the institution with the increase of users in need of social support. 

 

It is therefore considered that it was possible to assess that the implementation of sustainability 

concerns in an integrated aspect when optimising an IS and business support ICT can provide 

added value in order to contribute to the achievement of gains in various aspects. 

 

As future work prospects, it is considered relevant to continue the analysis and strategy of 

optimizing policies in this field of knowledge. It is also intended to address the underlying 

concerns of information security, based on the specificity of the organization, service levels 
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and access profiles, as the practices instituted to contribute to the availability of information 

and ubiquity can be optimized. It is also considered that paper dematerialisation can provide 

added value in process optimisation and thus contribute to sustainability. 
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Abstract: Social Engineering, in view of the current dependence of information systems and 

information and communication technologies organizations, is of great interest in creating 

conditions, in order to reduce the threats and vulnerabilities, to which organizations are 

exposed. Thus, Social Engineering is considered to have emerged as a serious threat in virtual 

communities and is an effective way of attacking information systems, by creating conditions 

in order to jeopardize business continuity. The article presents the problem in the field of 

Information Security, emphasizing concerns in the field of Social Engineering in view of the 

vulnerabilities to which the generality of organizations is exposed. The research methodology 

adopted is Design Science Research, given the specificity of the problem. The main results are 

the literature review in the field of Social Engineering, with special emphasis on attack models 

and a reflection of the real-world professional experience.  

 

Keywords: Social engineering, Information security, Information systems, Information and 

communication technologies. 

 

 

INTRODUCTION 

 

urrently, the majority of organizations are dependent on their Information Systems (IS), 

supported by the Information and Communication Technologies (ICT). It is considered 

that this interdependency is often scaled up and organizations are exposed to various 

vulnerabilities. 

 

Therefore, the problem surrounding the issues concerning Information Security (InfoSec), is 

of particular interest, namely Social Engineering. It is considered that the services used by the 

organizations stakeholders enhance the preparation of spaces for sophisticated attacks of Social 

Engineering (ES). 

 

The analysis of the national legal framework and relevant international regulations/standards 

in this field may be of interest in the sense of systematizing knowledge. It is considered that 

the analysis of ISO/IEC 27001:2013, ISO/IEC 27002:2013 and ISO/IEC 27008:2019 standards 

may constitute added value in identifying components to be included in a Framework, in which 

the social engineering problem is systematized. 

 

The Design Science Research (DSR) methodology was adopted as a theoretical basis for 

sustaining the scientific validity for the elaboration of this work (Peffers, Tuunanen, 

Rothenberger, & Cha, 2007). Because it is a research methodology indicated for research 

projects in technologies and information systems and systems architectures, (Ferreira, Ferreira, 
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Silva, & Carvalho, 2012), inherent to the activity design ensures in this way, discipline, rigor 

and transparency, (Pedro, 2015), cited by, (Lacerda, Dresch, Proença, & Antunes Júnior, 2013). 

It is a widely used methodology in the domain of IS because it has the necessary iterations for 

the development of the artifact, in order to be possible to define a framework. 

 

SOCIAL ENGINEERING 
 

Is considered that ES has emerged as a serious threat in virtual communities and is an effective 

means of attacking IS. The services used by employees enhance the preparation of spaces for 

sophisticated ES attacks. The growing trend towards Bring Your Own Device (BYOD) policies 

and the use of online communication and collaboration tools in private and business 

environments worsen the problem (Krombholz, Hobel, Huber, & Weippl, 2015). An ES attack 

aims to exploit vulnerabilities using various manipulation techniques to obtain sensitive 

information. ES's dominance is still in the early stages, regarding formal definitions, attack 

frames and attack models (Mouton, Leenen, & Venter, 2016). 

 

ES attack models generally cover the three types of communication, namely two-way 

communication, one-way communication, and indirect communication. To perform 

comparative studies of different models, processes and frameworks, it is necessary to have a 

formalized set of scenarios of ES attacks that are fully detailed in all phases and stages of the 

process. ES attack models are converted to ES attack scenarios, populating the model with 

individuals and objects from real-world examples, maintaining the detailed flow of the attack, 

as provided in the model, (Mouton, Leenen, & Venter, 2016). 

 

Decreased personal interaction combined with a multitude of tools used for communication 

(email, IM, Skype, Dropbox, LinkedIn, Lync, etc.) create new attack vectors for ES attacks. 

Attacks on companies show that targeted phishing attacks are an effective and evolving step in 

ES attacks that constitute a dangerous weapon that is often used by advanced persistent threats 

(Krombholz, Hobel, Huber, & Weippl, 2015). 

 

A phishing attempt is an example of an attack ES. As in a banking institution or other 

organization where you have an account, ES uses this method and may use company logos or 

information about you to appear as a legitimate user (Srivastava, Walker, & Olson, 2015). 

 

Semantic attacks are the specific type of ES attacks that mislead technical defenses by actively 

manipulating the characteristics of objects, such as platform or system applications, to trick 

rather than directly attack the user. Generally observed examples include URL's, phishing 

emails, drive-by downloads, fake websites and scareware (Heartfield & Loukas, 2015). 

 

It is considered that the methods and systems of ES attack deployment include: extracting one 

or more non-semantic data items from an incoming e-mail;  determine whether non-semantic 

data correspond to the information stored in a previously collected information database; 

conducting behavioral analyses on one or more items of non-semantic data; analyzing semantic 

data associated with e-mail to determine whether non-semantic data corresponds to one or more 

patterns associated with malicious emails; and based on determination, realization and analysis, 

identifying email as potentially malicious or non-malicious, may constitute added value, 

(Srivastava, Walker, & Olson, 2015). 
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SOCIAL ENGINEERING ATTACK MODELS 

 

Current studies aim to demonstrate the usefulness of ES Attack Frameworks in preventing ES 

attacks. One of these studies, released by (Mouton, Leenen, & Venter, 2016), states that when 

a question is posed to the potential victim of attack, it is very important that they identify, 

without any doubt, what information is being requested. 

 

Figure 1. Social Engineering Attack Deployment Model 

 

 
 

Figure 1 presents a proposed model in order to identify the possibility of facing an Attack of 

ES. In view of the study carried out, it is emphasized that the Framework is in the initial phase 

of development. The Framework will be multidisciplinary and aggregator of international 

standards, legal framework, recommendations, guiding and supporting stakeholders in the 

selection and definition of controls that ensure the security of organizational information and 

avoid possible attacks of Social Engineering. The framework under development has the 

objective to incorporate the valences underlying the scientific vision under study in the field of 

theme, but also the organizational practices defined as well as incorporate the practical know-

how obtained in the international context. 
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FUTURE RESEARCH DIRECTIONS 

 

As ICT evolves, ES attacks become increasingly frequent. It is also considered imperative to 

include, in this context, the sustainability concerns of ICT, (Silveira & Reis, 2020) and (Reis, 

et al. 2020). In this sense, ES is able to implement strategies for manipulating people's minds 

to obtain private information, instead of attempting the attack on security devices. It is 

advocated that a set of strategies should be delineated, so that people are aware of the problems 

of InfoSec, namely likely attacks of ES.  

 

In view of the studies analyzed, it is also concluded that most incidents with InfoSec are related 

to processes and human behavior itself, to the detriment of more technical issues. The prospects 

for future work are intended to continue the development of the Framework within the InfoSec 

Framework, more specifically in the area of ES, which allows the understanding and 

integration of issues related to ES, in order to allow the definition of strategies (Lopes & Reis, 

2021).  

 

CONCLUSION 

 

It is considered that in view of the increasing dependence on ICT businesses, organizations are 

generally vulnerable in the field of InfoSec. In this sense, and face to the studies analyzed, it is 

also concluded that most incidents with InfoSec are related to processes and human behavior 

itself, rather than technical issues. 

 

Regardless the importance and pertinence of the development of a multidisciplinary framework 

and aggregator of a set of valences, it has the intention of contributing to brist gaps in this field 

of knowledge. 

 

The future work perspectives are intended to continue the development of the Framework 

within the InfoSec field, more specifically in the area of ES, which allows understanding and 

integrating issues related to ES, helping in the definition of strategies and optimizing the 

practices currently established in organizations. 
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Abstract: In modern business conditions, companies must be ready to respond at any time to 

the challenges, requirements and limitations that come from the environment. The development 

of a company is often described as a set of changes, i.e. metamorphoses, which it experiences 

during the adaptation to the challenges and threats that come from the environment, which are 

constantly present in the business process of the company. Broadly speaking, the development 

of a company represents the totality of the changes that it experiences in its life cycle, during 

its existence and business. The growth of a company is a change in its size, which is reflected 

in the number of employees, profit size, size and strength of installed capacities, market 

opportunities, market share. The paper aims to analyze the role and importance of growth and 

development in the business of modern companies, as well as their impact on improving 

business efficiency. 

 

Keywords: Growth, Development, Company, Business, Market, Factors. 

 

 

1.  COMPANY’S GROWTH GOALS 

 

f we look at the goal as a future situation or state to which the company aspires, then we 

can define growth goals as the company's effort to provide such a size, organizational 

structure and system of business relations with the environment, which will allow it to use 

available resources more efficiently, and that it more effectively achieves its economic role and 

goals. 

 

The growth of a company is not a goal itself, but a path that leads the company to achieve 

higher profit, better market position and increase the material basis of development. 

 

With the help of growth, the company is able to more efficiently implement existing goals and 

take on new tasks and jobs in performing its activities, work and business processes. 

 

“A growing business is expanding in one or more ways. There is no single metric used to 

measure growth. Instead, several data points can be highlighted to show a company is growing. 

These include revenue, sales, company value, profits, number of employees, number of 

customers.” (https://www.act.com/en-uk/business-growth, accessed on 12.11.2020.) 
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Practice shows that the growth of a particular company should be focused on (Živković et al., 

2014): 

 increase of market share, 

 elimination of bottlenecks in performing activities, 

 more efficient integration into the international division of labor, 

 reducing operating costs and increasing profits on that basis, 

 reducing the effects of competition. 

 

Growth goals are the primary management decisions in a company’s development plans. Goals 

are the basis for defining growth strategies, and then individual plans. The goals of the company 

are set based on research and forecasting the future in the area in which the company exists 

and operates. 

 

Achieving the goals of enterprise growth leads to the achievement of broader goals of social 

and economic development, ensures more effective use of existing capacities and resources, as 

well as an increase in overall social well-being. 

 

Growth goals need to be realistically set and dimensioned on the basis of scientific and exact 

methods, taking into account previous experiences of company’s practice. Carefully and 

precisely set goals for the growth of the company become its long-term obligation, but also a 

criterion for assessing the rationality of planning decisions and directions of business activities, 

as well as the standard of business control. 

 

“Growth is interpreted as a sign of health, vitality and strength. In such dynamic and 

competitive environments, companies have to grow and develop continuously. The growth 

target is closely related to the utility function of the company’s managers. The concept of 

development of the company goes a little further by proposing both quantitative and qualitative 

changes. It is broader than growth because it includes qualitative variations of the company.” 

(https://entrepbusiness.com/the-growth-and-development-of-a-company/, accessed on 

05.11.2020.) 

 

2.  COMPANY’S DEVELOPMENT POLICY 

 

In the broadest sense, politics implies the skill of governing a state or an organization. A policy 

is a set of attitudes, principles or criteria that guide decision-making and action in repetitive 

conditions. 

 

Within the company as a business entity, the policy is formulated for its organizational parts 

(business units) or for certain areas of activity of special importance for the company. 

 

Development policy is defined as a set of principles and criteria that a company applies in the 

process of managing its long-term business. It is based on long-term forecasting of market, 

technological and social components and trends. An important condition for a successful 

development policy of the company is that it is based on the longest possible period and on the 

widest possible spatial horizon. 

 

Through development policy, the company forms the basis of its future work and business. 

Therefore, it provides the company with visions of development and the basic philosophy on 

the basis of which that vision will be realized. 

 

https://entrepbusiness.com/the-growth-and-development-of-a-company/
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With the set and defined development policy, the company determines future guidelines on 

(Živković et al., 2014): 

 development financing methods, 

 markets in which it will compete, 

 technology and production program, 

 attitude towards expected changes and requirements of the environment, 

 development of its parts and subsystems, as well as their mutual relations, 

 directions and dispersion of its future activity, business activities, etc. 

 

Development policy begins with long-term forecasting, in order to experience its realization 

and application in the practice of business operations through a growth strategy and specific 

development projects. 

 

Managing the growth and development of a company involves resolving a number of complex 

issues and making business decisions that are, by their nature, of a strategic character. 

The growth strategy involves making decisions about the directions, methods, pace and 

flexibility of growth. 

 

We can define strategy as a way to achieve future goals of the company. Once the company 

has set goals and business policies to guide it in achieving its goals, it approaches the definition 

of a strategy. 

 

The strategy selection process itself takes place in several stages. First, an analysis of the 

influential environmental factors that affect the company's business is performed. 

Opportunities and threats from the environment are opposed to the resources and opportunities, 

i.e. the advantages and weaknesses of the company itself. 

 

The choice of a specific strategy is made on the basis of a number of criteria and parameters. 

One of them relates to market coverage and the market position that the future strategy should 

provide. The second criterion refers to the competitive position that the company can achieve 

by choosing a particular strategy. Through that market position, it occupies an appropriate 

place or market share. 

 

The third criterion refers to the amount of return on invested funds (invested capital) that the 

given strategy brings to the company in the future. 

 

An important criterion are the sources and resources (material and human resources) that are 

necessary for the realization of a certain strategy. The availability and use of these resources 

are factors in the realization of the development and business strategy of the company. 

 

The chosen strategy must be in line with and correlated with the goals and policies of the 

company. Choosing an adequate development strategy means making decisions about the 

directions, methods and growth rate of the company. The chosen strategy implies the 

harmonization of these components and their actions in the period in which the strategy will 

be implemented. 

 

3.  COMPANY’S GROWTH DIRECTIONS 

 

There are many different views and approaches to growth directions and growth strategies: 

“Growth strategies usually start by identifying and accessing opportunities within your market. 
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They go beyond your business and marketing plans, which detail how you’re going to meet 

specific business targets. Growth strategies are important because they keep your company 

working towards goals that go beyond what’s happening in the market today. They keep both 

leaders and employees focused and aligned, and they compel you to think long-term.” 

(https://www.prophet.com/2017/09/develop-successful-business-growth-strategy/, accessed 

on: 15.11.2020.) 

 

“Businesses aim to use their sources efficiently in order to gain advantages in competition and 

survive for many years. However, with this aim come several problems. Competitors, 

consumers, financial institutions, suppliers, trade-unions, technological developments, 

economical and judicial factors constitute impediments in the way of attaining objectives. 

Business management determines growth strategies following structures of businesses and the 

competitive environment by applying analysis and methods which will eliminate those 

impediments.” (Durmaz, Y., İlhan, A., 2015) 

 

Starting from the characteristics of the markets and products as the basic components of the 

source of growth, there are four possible growth directions of the company (Živković et al., 

2014): 

1) increase in sales of the existing product on the existing market – penetration, 

2) increase in sales of the existing products on new markets - market development, 

3) introduction of new products on existing markets - product development, 

4) introduction of new products on new markets - diversification. 

 

Table 1. Combining products and markets 

Mission 

(Market) 

Product 

Current New 

Current Market penetration Product development 

New Market development Diversification 

Source: Živković et al., 2014 

 

Based on the above, we can identify two possible directions of company’s growth: 

(1) Expansion - which is based on the existing activity of the company and the following 

strategies: 

 market penetration, 

 market development, 

 product development. 

(2) The second direction of growth is diversification, which can be: 

 horizontal, 

 vertical, 

 conglomerate. 

 

Expansion and diversification as two directions of growth are not mutually exclusive, and their 

participation in the development of the company and its activities depends on the impact of a 

number of factors, as well as development opportunities and available resources of the 

company. 

 

https://www.prophet.com/2017/09/develop-successful-business-growth-strategy/
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3.1. Expansion as a direction of company’s growth 

 

Expansion, as a direction of the company’s growth, is based on the development of the existing 

market and the improvement of the existing assortments and products of the company. 

 

Expansion implies constant competition with other, existing and new producers in the branch. 

A company that has chosen expansion as its direction of growth must continuously monitor 

and analyze the behavior and operation of the competition, market shares of individual 

companies in the economic branch, areas of operation and possible collisions with the 

competition. It is necessary to consider and anticipate the possibilities of increasing the primary 

demand for the product and whether it is possible to do so without significantly endangering 

competition. 

 

A successful company strives to provide space for its growth through functional and adaptive 

innovations in its product assortment, which allows the existing product to remain in the 

production program as long as possible as an active resource for company’s growth. 

The expansion is based on the following strategies (Živković et al., 2014): 

1) Market penetration strategy - which implies the development of the company on the basis 

of the existing product within the existing market. Penetration is based on increasing the 

sales volume of companies in the existing market and the existing market structure. If the 

market is more saturated with the existing product, the company must choose to stimulate 

selective demand, i.e. to attract consumers of products of the same purpose, which were 

previously purchased from the competition. If the market is not oversaturated with 

existing products, the company can increase sales by increasing the number of customers 

or by increasing the level of consumption or earnings per consumer. 

2) Market development strategy - which is based on the introduction of an existing product 

into new markets. New markets can be: regional, national or international. The need to 

expand the market through territorial dispersion and increase exports affirms the 

orientation of companies to the international market. In this way, the company with its 

product assortment is more strongly involved in the international division of labor. 

3) Product development strategy - within which the company seeks to increase profits in the 

existing market, relying on innovations in the existing production program and area of 

activity (production). Innovations include: changing the style, dimensions, design, 

quality or other components of the existing product and assortment. 

4) Strategy of expanding production lines and assortment - is based on conquering, 

introducing and adding new products and models within the existing assortment and 

production program of the company. 

 

3.2. Diversification 

 

Diversification, as a direction of growth, implies an increase in the number of products in the 

existing product assortment of the company. They contain technological and market disparities 

among products, and as a consequence, the size of the company increases. 

 

Diversification is a direction of growth that is characteristic for companies with a dynamic 

environment. Companies opt for diversification in order to ensure their market survival, 

stability of sales and revenues, more efficient use of material and human resources and 

adaptation to new, changed customer needs. 
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Before choosing diversification as the direction of growth, the company must perform a 

detailed analysis of a large number of influencing factors, which individually have opposite 

effects. Also, the company must be ready to face the actions of the competition on the market. 

 

As it was mentioned earlier, diversification can be (Živković et al., 2014): 

 horizontal, 

 vertical, 

 conglomerate. 

 

Horizontal diversification implies that the production program of the company includes 

products that differ from each other in technological basis and market purpose, but belong to 

the same branch of activity. In this way, the company completes its offer and more efficiently 

uses its production capabilities for the acquired market positions. 

 

Vertical diversification is the growth of a company that includes several successive, 

technological and business-separate phases of production and marketing of a particular 

product. The company itself begins to produce some materials, raw materials, energy, semi-

finished products that it previously bought from suppliers, and later incorporates them into its 

final product. 

 

Vertical diversification may include the introduction of new, additional processing stages, as 

well as new sales channels. 

 

Conglomerate diversification means that a company produces products that belong to different 

types and branches of activity. Technological, market and production diversification are 

present in practice. 

 

An economic incentive for a company to opt for conglomerate diversification can be antitrust 

legislation related to the maximum volume of supply in one branch. Conglomerate 

diversification provides unlimited opportunities for company’s growth in market conditions. 

 

4.  METHODS OF BUSINESS GROWTH 

 

The method of growth is the way in which a company realizes its defined development needs 

and goals. 

 

The choice of individual growth methods is influenced by a large number of internal and 

external factors. Among them, a significant factor is the amount of financial resources that the 

company can provide or invest. Its significance is reflected in the fact that the growth of the 

company is always conditioned by an appropriate material, i.e. financial investments. 

 

Possible methods of company’s growth are (Živković et al., 2014): 

 internal growth method, 

 external growth method, 

 combined growth method, 

 joint venture. 

 

The method of internal growth implies that the company decides to build its own new capacities 

and to develop new products. This method implies building new capacities and new financial 

investments. 
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The need for internal growth most often arises in response to increasing demand for existing 

company’s products. 

 

For the realization of this method of growth, it is necessary for the company to have significant 

own financial resources, to have the appropriate personnel research and development potential, 

and to be ready and able to take the risk on the market. 

 

The method of external growth comes down to integration, i.e. merging with other companies 

that already have the appropriate capacity and produce certain types and assortments of 

products. 

 

In order to achieve integration, there must be a willingness and mutual economic interest of 

the company to merge with the integrating company. Integration is always motivated by 

economic goals and the perspective of increasing profits. It implies the mutual benefit that is 

achieved by merging companies. 

 

Integration as a method of company’s growth provides a number of positive effects: 

 use of the existing sales network, as well as existing sources of supply, 

 achieving a higher total mass of profit, 

 savings in common costs, 

 using the effects of the existing positive market position and reputation of the product, 

 the possibility of using patents, etc. 

 

The combined method of growth is achieved by a combination of internal and external methods 

of growth. This method combines the internal capabilities of the company and interested 

business partners, subcontractors and others. 

 

The combined method is the most efficient way to optimize the size and structure of the 

company, as well as the business of a particular economic branch. 

 

Joint Venture is a cooperation between companies from different countries, which is based on 

joint investment in a particular project, i.e. the establishment of a joint company, joint 

production and market appearance. This method optimizes the advantages of domestic and 

foreign companies in certain markets. 

 

Joint ventures are now used mainly by large international corporations. In that way, they 

penetrate the markets they are interested in, provide themselves with the access to rare natural 

resources, avoiding the provisions of the antitrust laws of the country in which their 

headquarters are located. They use the cheap labor of the host country as well as its market. 

Through joint investment, the host country gets the necessary funds for its development, 

increases its presence and participation in the foreign market, provides "know-how" and the 

like. 

 

External growth can also be provided by creating mergers, acquiring other companies or 

joining several companies in joint research and development projects. 

 

5.  GROWTH STIMULATING FACTORS 

 

“A business is defined by various factors, however, the prime element that recognizes and 

brands a business is its growth. Every company desires growth to secure a strong market 
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presence irrespective of whether the company is a startup or a well-established organization. 

Growth is a need to keep the legacy going. Numerous factors affect the growth and 

development of a company, that foster a position in the lead.” (https://cioviews.com/factors-

that-affect-the-growth-of-a-business/, accessed on 16.11.2020.) 

 

There are different classifications of influential factors that have a positive and stimulating 

effect on the growth and development of the company. They can come from the company itself 

or from its business environment (Živković et al., 2014): 

1) According to the nature of action, incentive factors are divided into: market, technical - 

technological, social and personnel-organizational. 

2) According to certainty, factors are divided into: state factors and development factors. 

Factors of the situation are: achieved business volume, the position of the company on 

the market, structure of production and technology, existing location, available funds 

(capital). Development factors include: market development perspectives, 

communications, technology, research, raw materials base, state economic policy 

instruments and the like. 

3) Internal and external factors 

 

Internal growth factors of the company include: available financial resources, the need to 

harmonize capacities in order to optimize them, level of development of existing research, the 

need to complete the assortment, goals set in development plans, management initiative, staff 

availability, decision-making system, organizational culture and climate development, and 

more. 

 

External factors refer to challenges, threats and opportunities that arise as a consequence of 

social, market and technological factors of business. These factors include: development of 

science and technology, market development, state policy measures (stimulating economic 

policy), development of economic relations with foreign business partners, traffic 

development, and others. 

 

It is extremely important for a company to anticipate and measure external factors and to 

anticipate their impact on the company's future operations. This is significant because the 

company has almost no influence on many of these factors. 

 

Incentive factors cause an increase in financial, personnel, research and development, market 

and other opportunities and indicators of the company. 

 

The growth of the company is based on the harmonization of various interests and working 

conditions of its components - subsystems. 

With the increase in the size of the company, there is a change in its economic strength 

concerning competing companies and environmental factors. This creates conditions for 

further and continuous growth and expansion of the company. 

 

With the help of incentive factors from the environment, the company can grow as long as it 

finds ways and mechanisms for its operations in the market, and the creation of additional profit 

within the existing activity. 

 

Theoretically, a company can grow as long as it finds strategies and ways that allow it space 

and engagement activities, while making additional profit. However, in practice, many limits 

slow down the growth of a company or make it economically unprofitable. The natural limit 

https://cioviews.com/factors-that-affect-the-growth-of-a-business/
https://cioviews.com/factors-that-affect-the-growth-of-a-business/
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of growth consists of human, organizational and technical-technological characteristics of the 

process in certain areas of business. 

 

6.  LIMITING FACTORS OF COMPANY’S GROWTH AND DEVELOPMENT 

 

In practice, many factors appear as a constraint on the further growth of the company, whether 

they slow it down, or are economically unprofitable and redundant. 

 

Restrictive factors of company’s growth and development are divided into external and internal 

(Živković et al., 2014). 

a) External factors include: 

 the existence of legal restrictions on further growth (antitrust regulations, etc.), 

 difficult procurement of necessary material components and resources, 

 impossibility or poor conditions of securing financial resources, 

 insufficient development of traffic and trade network, 

 inability to conquer new markets due to existing strong competition, 

 reducing demand and narrowing market opportunities, 

 disincentive measures of state economic policy (restriction of imports and exports, 

exchange rate changes, etc.). 

b) Internal limiting factors include: 

 inadequate human and work potential in terms of the number of employees, their 

expertise, motivation to work, etc., 

 the wrong strategy of the company's growth so far (it can also be an incentive factor), 

 technical-technological solutions in performing the activities of the company. At a certain 

degree of capacity utilization, their further expansion can become too expensive and cost 

more than building new capacities. 

 

The company and its management bodies should make a realistic assessment of the actions of 

both incentive and limiting factors - in order to make appropriate decisions about the future 

directions of growth development of the company. These assessments and decisions are the 

basis for undertaking managerial actions of companies in the field of growth and development. 

 

7.  CONCLUSION 

 

Growth and development of a company should not be viewed separately, but as processes that 

take place simultaneously and synchronized. Growth and development of a company arise as 

a consequence of its constant aspiration to adapt to changes in the environment, to take 

advantage of new market opportunities, avoid dangers, and ensure the continuity of efficient 

business. 

In order for a company to take advantage of the effect of size and economies of scale that are 

a consequence of the growth process, it must make changes in the internal organizational 

structure, as well as in the business structure of its activities. 

 

Managing the growth and development of a company means making decisions about the goals, 

sources, directions, methods and pace of enlargement of its size, in accordance with internal 

and external factors and circumstances that affect the growth of the company. 

 

The consequence of the growth and development of the company should be constant 

improvement of the management system and the establishment of more harmonious relations 



 

200 

between the company and the environment. That way, further preconditions are created for 

improving business efficiency and successful business results. 
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Abstract: It is a fact that the family business is becoming increasingly interesting for 

researchers in the field of management. From here the initial basis for their special treatment 

is drawn, since their holistic treatment with other MSMEs still does not emphasize their 

uniqueness in many aspects. If the importance of these family businesses is supported by the 

fact that they participate with 70% in the GDP of Europe as well as the fact that they employ 

up to 60% of the labor force in Europe, then it is more than clear that the scientific community 

should pay much more attention to these businesses. 

The paper aims to cover the biggest challenges and problems faced by family businesses, 

especially in terms of their management, inheritance, organizational communication and 

vision for their development, as segments where the biggest problems are observed. 
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DEFINING AND SIGNIFICANCE OF FAMILY BUSINESSES  

 

here is no doubt that family businesses are an important segment of a country's overall 

economy. They can be of various sizes and types and occur in several legal forms. 

Although there are numerous definitions in literature, none of them can fully capture 

their diversity, so very often the treatment of these businesses is equated with other MSMEs. 

As regards the number of definitions for family business, a group of authors concluded that 

due to the unique institutional-legal contexts in countries around the world, it makes no sense 

to come up with a definition that could be universally applicable. However, each study must 

explicitly state what is meant by family business, as different definitions lead to different 

findings (Carney, 2005). Nevertheless, in order to exit this vicious circle, a broader general 

definition of a family business is accepted today, which states that "a family business is a 

company where one family has enough capital to be able to control the management strategy 

of the family business." (Colli, Rose 2008). 

 

In this regard, the model of the three circles for family businesses is accepted, according to 

which it can be noticed that family businesses form unions and subsets of three main factors, 

which are: family, business and property. 

 

These three basic elements of family businesses are the foundation not only for their good 

ongoing functioning, but also for their continued existence in future generations. In essence, 

caring for the sustainable growth of these businesses, families should be equally careful about 

preserving family and emotional relationships, which, if not nurtured, can have lasting and fatal 

consequences, disrupting all three circles: family, business and property. 
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Figure 1. The model of the three circles for family businesses 

 

 
 

Source: Michail Harvey, Rodney E. Evans: Family business and multiple levels of conflict 

Family business review, Vol.7, No.4, Winter 1994, p. 335. 

 

FAMILY AND BUSINESS 

 

The data that 85% of companies in Europe are family businesses, as well as the fact that they 

account for 70% of GDP in Europe and employ up to 60% of the workforce in Europe, presents 

that special interest should still be shown in creating guidelines on how to manage family 

businesses (adapted according to Vadnjal, 2020). 

 

The main feature of family businesses is the close relations between the employees. When it 

comes to family businesses, for the most part it seems that these are small businesses that start 

modestly and very often remain so. Nonetheless, it is not uncommon for family businesses to 

grow into real business empires, among which we can mention: Motorola, Koch industries, 

Bechtel, Facebook. 

 

The main advantages of running a family business are: strong family ties, knowing each other 

and good communication, respect for family values, commitment to success for the good of 

the whole family, long-term goals. One of the major drawbacks of this business is that some 

personal disagreements can reflect on the harmony in the business. Sometimes people are 

overwhelmed with each other because they spend a lot of time together, both at work and at 

home (https://biznisinfo.mk/semeen-biznis-koi-se-prednosti-i-nedostatoci/ ). 

 

Given this set-up, it is more than clear that these businesses need to nurture the long-term 

dimension much more, at the expense of short-term effects that are unfavourable both to the 

family and to the society. That is, family businesses tend to focus on the long-term 

sustainability of the company, the realization of generational changes in ownership and 

management, rather than making short-term profits and are considered one of the driving forces 

of post-industrial growth. Furthermore, they are credited with nurturing generational 

entrepreneurial talent, sense of loyalty and success in business and long-term strategic 

commitment (Poposka, Stanceva Gigov, 2018). 

 

Research and theory suggest that there are, however, certain related components that need to 

be managed interchangeably if the family business tends to successfully adapt to the family on 

the one hand and the demands of the business on the other. 

According to Shuklev (Shuklev. 2006) there are four components to successful family and 

business coordination. 

Property Business

Family

https://biznisinfo.mk/semeen-biznis-koi-se-prednosti-i-nedostatoci/
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 Maintaining an adequate border between the emotional issues of the family and the 

tasks necessary for successful development and operation of the business; 

 Developing a justified structure that supports organizational cohesion; 

 Developing a process and mechanisms that enable the family to resolve their own 

emotional issues; 

 Developing a structure of tasks and processes that are tailored to the requirements of 

the business environment and are not dependent on unresolved family issues. 

 

INHERITANCE AND ENSUING CONFLICTS  

 

Inheriting a family business is an inevitable activity that raises many questions, but also many 

opportunities. In this context, it can be emphasized that the next generation inherits not only 

the business, but also countless opportunities for its development. It is not uncommon for many 

of the heirs to change the way of doing business after inheriting the business, and some of them 

to completely change the direction of the business. 

 

Practice shows that there are positive and negative aspects to inheriting a family business. 

Namely, according to Vadnjal (training materials, 2020), there are numerous negative aspects 

of inheriting family businesses such as: 

 Pressure from parents (implicit and explicit) to inherit the business in a leadership 

position at any cost; 

 Very often the choice of the firstborn from the family to inherit the family business; 

 Recommendation from parents to complete business studies; 

 

By analyzing the stories of successful family business inheritance, it can be emphasized that 

the successful ones do it in a different way: 

 Work with their children from an early age (stories from the family tradition); 

 Give them the opportunity to decide on their own future plans; 

 Develop a strong motivational approach: gradual introduction to the family business 

and presentation of the fact of its importance for the family and employees; 

 Where there is no interest, there is no beauty. 

 

However, in order for a successful family business inheritance (succession) to occur, it is 

necessary to open and resolve the issue before serious reasons for it appear. Nevertheless, this 

is often not a top priority to address, primarily because of a lack of belief in the possibility of 

premature death or that the day of retirement or physical and mental inability to run the business 

will come. According to a report by IMD's Global Family Business Center, "the generational 

transition is statistically proven to be the highest risk for continuity and most families fail to 

cope with this effectively." (Schwass, Family Businesses: Successes and Failures). 

 

The lack of interest of family members, their incompetence and lack of managerial knowledge 

greatly reduce the space for maneuver of the founder and narrow the options when thinking 

and making the decision to inherit the family business. If the family does not find an adequate 

person among its members to hold senior management positions, the owner can opt for a person 

who is not a member of the family, and with such a choice the family tradition is lost. Then, 

the best and most efficient way is for the heir of the family business to be a person who was 

positioned by the founder at higher executive levels and thus, together with him, that person 

was developing his/her business abilities and gained work habits and experiences. The family 

can recognize the heir of the family business and entrust him/her with corporate governance, 



 

204 

but it can also happen to recognize only a leader of the business and leave the management to 

someone who is not a family member. (Kruzhich, Bulog, 2012) 

 

RESEARCH DATA  

 

Based on the research conducted in the period May-July 2017 by the National Youth Council 

of Macedonia and CEFE Macedonia and in which most of the respondents or 85% were from 

the second generation of heirs, most of them stated that they need business strategy skills, 

effective communication and consensual decision-making skills on key family business issues. 

The survey confirmed that about 74% of businesses are small and medium enterprises and 

about 3% have more than 100 employees, which tells us that family businesses are mostly of 

micro and small size. This research included organizations from eight planning regions in the 

Republic of North Macedonia. 

 

It is a surprising fact that 44% of the 500 largest family-owned companies worldwide are run 

by the fourth generation or more. "But, in general, less than four percent of all family 

businesses manage to reach a similar stage. In fact, with each new generation, one third of the 

family companies disappear. At the latest, there are many failed family businesses at the 

transition point towards the third generation of heirs. (https://faktor.mk )  

 

Based on a study conducted by Seidman College of Business (Family owned business survey, 

2014) on a representative sample of 690 family businesses, it is particularly interesting to note 

that these businesses demonstrated an impressive range regarding the youngest generation of 

members working in the business. The concentration of family members in the second, third 

and fourth (and further) generations working in these businesses, provides an opportunity to 

continue and to maintain the business under the family leadership of future generations. 

The research showed that the highest percentage of the top position of family businesses, i.e. 

35% of the surveyed organizations are from the first generation and are founders, 26% of the 

organizations are from the second generation, 16% the third generation, 12% of the fourth 

generation or further and the first generation but not founder 11% of the surveyed 

organizations. 

 

Figure 2. Distribution of generations to the top positions in family businesses  

 

 
 

Source: Family owned business survey, (2014), Family Owned Business Institute, Seidman 

College of Business, pp.7 

 

It is interesting to note that the average term of the top positions in family businesses is just 

over 17 years, and 15% of them are women. The survey has also shown that 79% of the 

surveyed family businesses are owned by one family. Other businesses are owned by more 

than one family with unequal representation (12%), while 9% had equal ownership by more 

than one family. 

https://faktor.mk/
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Regarding the planning of the succession, the respondents were asked to point out the 

importance of certain factors. The first three in order of importance are shown in the figure 

below. 

 

Figure 3. Factors influencing succession planning in family businesses 

 
 

Source: Family owned business survey, (2014), Family Owned Business Institute, Seidman 

College of Business, pp.22 

 

From the picture above it can be concluded that in the process of succession the researched 

organizations from a significant representative sample indicate the existence of three factors, 

such as: stability of the organization, the presence of a competent successor and the best person 

for the job, regardless of family. 

 

Research has also shown that the problems that often occur in family businesses are due to lack 

of communication. In this sense, the surveyed organizations most frequently address the family 

members for certain problems, and more than half of the surveyed organizations, i.e. 52% of 

them stated that they have not established specific procedures for this. A quarter of the surveyed 

organizations stated that they use family meetings for conflict resolution, 15% use an external 

consultant or mediator, while the other organizations use other measures such as advisory board 

and so on. 

 

CONCLUSION 

 

Undoubtedly, family businesses are the main and important driver for the development of the 

economy not only in a country but also in the world. However, they have certain specifics, so 

they face a number of challenges, unlike businesses that do not have the family prefix. 

In this sense, these businesses need to establish certain "rules of the game" much more than it 

is for others, i.e. special attention should be paid when conceptualizing the organizational 
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structure, with clearly defined rights, responsibilities, horizontal and vertical placement. The 

family and its members have a special responsibility to the business they manage, its 

employees, but also a special responsibility to nurture family relationships, i.e. to make a 

significant distinction between business and family relationships, if they want to achieve 

sustainable and long-term success in both fields. In this regard, special attention should be paid 

to family business members in top management positions as well as inheritance mechanisms. 

Determining the strategic direction of the organization will depend on this set-up, which 

requires well-trained staff, which is independent in its decisions, without pressure from the 

family and has the opportunity to realistically control the implementation of the strategy. 
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1.  PRIOR DETERMINANTS 

 

n contemporary business, social and public entities, the financial function (7) must 

necessarily perceive, take care of and monitor the current forms of funding that ever more 

pronouncedly appear in the domestic conditions of doing business profitably. 

 

The capital market is being attributed special significance in the modern epoch. (6) This is the 

point where capital offer and capital demand face and confront each other. Diverse forms of 

financial mechanisms and/or instruments are manifested. A larger number of actors also appear 

(such as, for example, the state, investors, issuers, etc.). The market continuously develops. 

 

Furthermore, conceptually, the market organizer is established as a joint-stock company 

managing and performing activities in connection with the functioning of the regulated market. 

A regulated market means a multilateral system, which is both organized and managed by the 

market organizer and which enables and improves the integration of the interests and goals of 

“third parties” in the domain of the purchase and sale of financial instruments. 

  

The basic jobs on a regulated market are diverse and differentiated: establishing a link between 

entities’ (actors’) aspirations in transactions through financial mechanisms and instruments; the 

collection (concentration), storage and disclosure of information about the offer, demand and 

quotation of and the market prices for financial instruments. Additional jobs are also diverse 

and differentiated: the improvement of the development and promotion of the capital market; 

the licensing and sale of market elements, encompassing the formation, licensing, sale and 

trade of financial instruments; the investor’s education, and so forth. 

 

The “market organizer” and a “regulated market” cannot perform the trade of financial 

instruments. Investment in the financial instruments issued by appropriate factors (the Republic 

of Serbia, the National Bank of Serbia, the units of local self-government, or certain foreign 

institutions) is, however, enabled.  
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An “investment company” (the “market maker”) transacts through the purchase and sale of 

financial instruments (for its own account, using its own property and assets, in accordance 

with the prices it establishes on its own). It is continuously present on financial markets.  

 

The “patron” implies the investment company performing the services of sponsorship 

connected with the offer and sale of financial instruments and a repurchase obligation. On the 

other hand, an “agent” is the investment company performing services in connection with the 

offer and sale of financial instruments and without a repurchase obligation. 

 

“Clearing” includes the procedure of the establishment of the mutual obligations of both the 

seller and the buyer (financial instrumentarium) with the aim and for the purpose of exchanging 

financial instruments and funds. The “settlement of accounts” reflects in achieving transactions 

via the final transfer of financial instruments and monies between the seller and the buyer as 

well. (3; 332-334).  

 

A “multilateral merchant platform” signifies a multilateral system organized and managed by 

an “investment company” or the market organizer, the one which encourages the integral 

interests of “third parties” in the purchase and sale of financial instruments. There is also a 

“secondary market” for trading transactions with financial instruments based upon the buyer-

seller negotiation flow system. The business operations of a regulated market in domestic 

conditions can only be managed by the “stock exchange”, i.e. the market organizer (authorized 

by a competent authority). The organizer of a multilateral merchant platform can be a “broker-

dealer company” or the stock exchange. Furthermore, the stock exchange is obliged to organize 

the “listing” of securities (and at least yet another part, i.e. segment, of the regulated market 

for trading “operations” with owner’s securities). It is about a managed, regulated and 

controlled (supervised), rather than spontaneous, chaotic and anarchic market as is the state of 

the matters on the strong economic-financial collapse in the USA (2007/8). (3; 334).  

 

2.  MODERN FORMS OF FUNDING BUSINESS ENTITIES 

 

Contemporary current (2) market forms and the forms of funding the enterprises that are not 

present in the domicile economic and systemic conditions are being developed, built and 

upgraded. The panoply of these relevant forms is broad, and it is simultaneously both rational 

and purposeful that certain forms of priority significance should also be crystallized. 

 

Diagram 1. Some contemporary forms of funding business entities, i.e. enterprises: 

 

 

Factoring 

Forfeiting   

FranchisingLeasing 
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Leasing implies both an economic transaction and a legal transaction between two or more 

business entities that ensure the procurement of necessary business (basic and working) assets 

in a faster, dynamic, economic, and cost-effective manner through their contractual 

relationship. An enterprise (or an entrepreneur) is the lessee of the assets received from a lessor, 

who still remains the owner. 

  

Factoring is a form of a loan placement and the “servicing” of the collection of receivables 

from buyers in the country. Business factors (enterprises) may assign and/or sell their own 

receivables from their buyers to a “factoring” firm at a discount (generating cash as well).  

  

Forfeiting denotes a form of funding export loan arrangements, which is performed by selling 

an export receivable to a bank. It is about the sale of such receivables abroad. These receivables 

are of a long-term character. Capital turnover is also dynamized. The securities secondary 

market is also formed. 

  

Franchising presupposes the sale of goods in a retail system/network to consumers based upon 

contractual and practical relationships between franchisors and franchisees. We may speak 

about manufacturing, transactional and (potentially) related franchising. Transactional 

(business, economic) franchising implies the sale of goods to end consumers. Apart from rights 

to the products of the franchisor, manufacturing (industrial) franchising also includes a right to 

the production of that product. (3; 333). 

 

Diagram 2. The differentiated modalities (types) of indicative financial instruments: 

 

 
 

(Note: All the diagrams in the paper are the author’s individual and independent creation.) 

 

To be more concrete, the money market instruments consist of the instrumentarium used to 

perform trading activities (transactions) on the money market (treasury bills and notes, and 

commercial papers and certificates of deposit, except for payment instruments). 

 

There are options, futures, interest forwards and other derived financial instruments, which 

encompass securities, monetary units (currencies), interest rates, returns, financial indices and 

measures which are related to goods and which are possible to settle in cash (i.e. in value) or 

physically (i.e. in kind), loan risk transfer instruments, contracts (for differences), as well as 

other inflation elements (i.e. inflation rates), costs of transport, issued quotes, which further 

also relate to property, rights, obligations and so forth. There are broader financial instruments 

(not included in the previous concept) which are issued in connection with the sale of goods 

and/or services (a cheque, a bill, a written instruction (i.e. assignment), a bill of lading, a 

consignment note, or a warehouse warrant and so on). (3; 334-336).  

 

Money market 
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Transferable 
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The capital market instruments (long-term financial instruments) imply instruments with a 

longer maturity period (i.e. a period exceeding one year). Long-term securities encompass a) 

the owner’s securities (stocks and shares) and b) the debtor’s securities (liabilities). They 

denote a right to the issuer’s future return. Return from shares (a dividend) is not certain and 

the owner of a share does not have legal protection, either (unless such dividend is paid out by 

the issuer). Contrary to that, return from a bill (interest) is certain and the owner of such bill 

may request that the principal amount and/or interest should be paid out. 

 

A share (of any type) gives the owner the right to control the operations of the enterprise, the 

right to a share in a potential profit, the right of “prior purchase” in the issuance of new shares, 

the right to the “residual” part of the liquidation estate of the enterprise and to a transfer of 

shares and so on. The (investor’s return) capitalization rate expresses the temporal value of 

money and the riskiness of expected dividends. 

 

When speaking about bonds (of the issuer type), the following bonds are possible to 

differentiate, namely state (public) bonds, the bonds of local and republic authorities, 

corporative bonds, mortgage bonds, and so forth. The return capitalization model is the method 

for valuing bonds. The model is based on discounting the monetary flows which the investor 

predicts he will achieve in the future based upon his ownership of a specific property. Market 

interest rates (inversely affecting prices) are given a role and they differ depending on a 

different term to maturity. State bonds are (especially) discount instruments realized as per 

prices lower than the nominal one. A discount (interest) rate is the return rate to maturity and 

represents an opportunity cost of capital, i.e. an internal rate of capital return. Future returns 

are reduced to the present, zero moment. 

 

When making investment decisions, investors apply the “rating lists” of the issuer subjects, i.e. 

securities (published by specialized rating agencies), or the sectors for and departments of loan 

analysis in big investors. Securities of an investment character are higher-ranked corporate 

bonds, and securities of a speculative character are lower-ranked. (3; 337-338) The objectivity 

of a rank is often a fiction as well. 

  

Diagram 3. The main financial and developmental concepts, strategies and managerial 

structure 

 

  
 

The financial function is effectuated by primarily bearing in mind the fact of the timely rational 

funding of the economic growth and development (5; 195-211) of business entities; the 

minimization of financial risks; the maximization (optimization) of the utilization of financial 
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possibilities on the capital market; the adaptability and ability to react in the cases of monetary 

deformations, fluctuations (oscillations), disturbances, recessions, depressions and crises, the 

maintenance of the ability to valorize (payments) and creditworthiness (financial reliability), 

as well as the efficient and effective financial business operations; business reputation (i.e. 

rating), and so on. Apart from said, the important goals and tasks on the part of financial 

managers inside the financial target function in a business entity (i.e. an enterprise) are as 

follows: adherence to the provisions and rules of the science of finance and/or the financial 

profession; the legislative normative regulations in the domains of the management, directing 

and coordination of cash and other assets, net business (basic and working) assets, inventories, 

buyers and suppliers and investments, (uncollected, suspicious and disputable) receivables, and 

so on. Besides, it is necessary that financial visions, ideas and leading ideas (“guiding stars”), 

projections, concepts and longer- and long-term strategies, as well as the tactical-operational 

activities of a shorter and short term should be established with respect to realistic possibilities, 

as well as the requirements of other business functions (in the domain of work in progress, 

finished products, inventories, credit conditions, “sponsorship”, distribution channels, the 

maintenance of the threshold and level of cost-effectiveness, the economical quality, tangible, 

intangible and combined instructions to employees and so on. It is also necessary that the 

external conditions of closer and/or more distanced environment and contemporary processes, 

procedures and/or techniques of transformation and restructuring (of funds, assets, securities, 

shares and stocks, the sale of a part of the enterprise or the division of the enterprise and the 

establishment of new ones; the purchase of such shares and stocks by the management, 

employees and groups; buying an enterprise by exchanging shares and stocks, and so on) 

should be perceived. (3; 339-340). 

 

Contemporary financial conditions are characterized by virtual, parallel and fictitious or, also, 

realistically nonexistent finance (funds). Financial and speculative “bubbles” and pyramidal 

structures deprived of any cover at all are formed. (1). 

 

Financial markets require regulation and state (public) management, control and supervision. 

Otherwise, in conditions to the contrary, there will be an unavoidable fall in and collapse of 

financial markets, which objectively is the condition in the case of the mortgage and economic-

financial crisis generated in the USA (2007/2008), which overflowed into both western and 

other countries. (1).  

 

3.  SOME MONETARY INDICATORS IN SERBIA  

 

Observing the structure of the sources of the assets of the banking entities in Serbia, it is 

possible to see the prevailing share, i.e. the formative share, of lent assets (85.6% at the end of 

June 2020). In comparison with the very same period last year, and in relation to the previous 

month as well, the lent sources of assets have increased 1.6% and 0.3%, respectively. There is 

a rational orientation towards the growth of the structural share of own assets in total assets. 

Other more favorable tendencies (such as the growth of bank deposits of various types) are 

being crystallized as well.  

 

The foreign exchange indicators of the institution of the National Bank of Serbia are achieving 

more favorable trends (they are achieving the growth of the foreign exchange reserve and the 

foreign exchange savings in the retail sector as well). 

 

The NBS has reached the reference interest rate at a certain level (1.25% in June 2020). The 

comparable trends are lower in the institutions of ECB (0.00%) and FED (0.00-0.25%). 
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Certain inflationary trends have been achieved (1.6% at the interannual level in June 2020 and 

a significant impact of the oil derivative price descending trend). Inflationary tendencies in the 

indicative territory of the EU are pronounced (being 0.8% at the annual level). 

 

When speaking about the Belgrade Stock Exchange, securities (bonds and stocks and shares) 

trading has substantially been reduced (June 2020) in comparison with the identical period last 

year (by 82.4%), which is partly also explained by the unfavorable conditions (caused by the 

epidemic). 

 

To repeat once again, the special significance of state (issued) securities and investors 

(individual investors are the most pronounced bank factors) are indicative. 

 

The economic-financial policy is undertaking measures (to mitigate the epidemic). 

 

Table 1. The volumes of the movement of the foreign exchange reserves of the NBS and the 

foreign exchange savings (in million euros) 

 Elements 2001 2007 2013 2019. Growth (%) 

Reserves 1,325 9,634 11,189 13,779 13.89 

Savings 330 4,903 8,118 10,801 34.06 

Source: Ministry of Finance of the Republic of Serbia (June 2020), Belgrade Public Finance 

Bulletin, pp. 12 – 14 

 

Note: According to the observed temporal semiannual interval (i.e. the period from January to 

June 2020), the foreign exchange reserves of the NBS are in the amount of 13,956 mill. euros, 

and the foreign exchange savings are 10,988 million euros.  

 

Graph 1. The volume of the available foreign exchange funds on a long-term time horizon: 

 
 

Table 2. The tendencies of the movement of the level of the reference interest rate of the 

NBS in a long-term period 

Elements 2006 2013 2019 Growth (%) 

Interest rate 14.00 9.50 2.25 -13.15 
Note: The reference interest rate of the NBS is 1.25% in the semiannual period (from January to June 2020).  

Source: Ibid, pp. 12 – 14 
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Graph 2. The characteristic trend of the volume of the reference interest rate in a longer 

interval: 

 
 

Table 3. The tendencies of the level of the foreign exchange rate, i.e. the ratio between the 

Euro Zone currency and the domicile currency: 

Elements 2001 2007 2013 2019 Growth (%) 

Euro : Dinar 59.71 79.24 111.61 117.59 3.84 

Average  60.69 79.96 113.11 117.85 3.75 
Note: In the semiannual period from January to June 2020, the value of the Euro Zone currency in relation to the 

domicile currency was 117.58, whereas the average level during this period was 117.59. 

Source: Ibid, pp. 12 – 14 

 

Graph 3. The crystallized long-term statistical relations of the movement of the euro and the 

domestic currency: 
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4.  CONCLUSIVE STATEMENTS 

  

From the practical credit-monetary standpoint, foreign exchange sources (50.6%, the same 

being reduced by 1.8% in comparison with the period in June 2019) have a predominant share 

in the currency structure of the asset (capital) sources in Serbia. The increased level of the 

foreign exchange reserves of the NBS is sufficient to cover the money supply (M1, 147%) and 

to cover more than the semiannual imports of goods and services. In comparison with the very 

same period last year, the foreign exchange rate has achieved a nominal appreciation and a real 

appreciation of 0.3% and 1.6%, respectively. With the aim of amortizing the enormous current 

fluctuations, the NBS intervened on the interbank foreign exchange market by the net sale of 

foreign exchange (in a volume of 155 million euros during June). The total market 

capitalization is significant (the same being 479.7 billion dinars at the end of June, reduced by 

3.2% in comparison with the identical period in the year 2019). The price for oil (of the Urals 

type) has been reduced (since the beginning of the year 2020, in comparison with the very same 

period in the year 2019 by 40.2%). (4; 8-10). 
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Abstract: The agri-food industry plays an important role in the manufacturing industry in the 

Autonomous Community of Extremadura (Spain). The objective of this research is to identify 

which factors influence the success of the innovative performance in this regional industry. 

For this, a case study methodology was designed to analyze, from an organizational point of 

view, which elements contribute to the ability of various companies to develop an innovative 

strategy. This study validates the proposed model in which Management, Strategy, Structure, 

Culture, Climate and Market Orientation are factors that determine innovative Performance. 

 

Keywords: Agri-food industry, Innovative performance, Extremadura. 

 

 

INTRODUCTION 

 

he agri-food industry groups a set of very heterogeneous activities, ranging from the 

first transformation of animal and vegetable raw materials to the production of 

sophisticated products such as functional foods. The importance of the agri-food sector 

goes beyond the quantitative indicators of economic activity and job creation. 

 

The agricultural and food industry is one of the main economic activities in the region of 

Extremadura (Spain) and plays a key role in the regional economy. The weight of the 

agricultural sector and its associated industries is substantially higher than the national average. 

Nevertheless its importance, the agri-food industry is undergoing substantial changes and needs 

to include innovation within its strategies, in addition to changing its products. On the one 

hand, the companies must adapt their products to the new consumers and the markets' food 

demands, in order to be more competitive and differentiate themselves from other producers. 

On the other hand, they must adapt their organizational structure, and especially their 

marketing strategies, to gain competitiveness and adapt to the international markets, which 

implies changes in non-technological innovation. As in other industries, innovation gives agri-

food companies the possibility of generating higher incomes and increasing their productivity 

and competitiveness. 

 

Based on this framework, the main objective of this study is to identify which business factors 

influence the success of the innovative performance in this industry. To do this, a multiple case 

study methodology was used to analyze, from an organizational point of view, which elements 

contribute to the ability of companies to develop an innovative strategy. The study validates 
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the premises of the proposed model in which Management, Strategy, Structure, Organization, 

Culture, Climate and Market Orientation are factors that determine Innovative Performance. 

 

This study aims to contribute to the existing literature by analyzing innovation in the agri-food 

industry, especially in a regional setting. Its main novelty and interest lie in the methodology 

used (multiple case study), the proposed model, and the fact that few studies have analyzed 

this issue. The main contribution of the study is oriented, on the one hand, at the promotion of 

the capacities and competences of the managers of the agri-food companies for the 

development of innovative activities favoring the knowledge, the external visibility and the 

competitiveness of the companies. On the other hand, it is useful for Public Administrations 

when developing policies to promote and encourage innovation in a sector of vital importance 

in rural and regional development. 

 

THE CONCEPTUAL MODEL  

 

Both the economic and the organizational analysis coincide in highlighting the importance of 

innovation in the complex and changing world that organizations are currently faced with. On 

the one hand, innovation is a way of avoiding obsolescence, responding to changing market 

expectations, and is a source of competitive advantage. On the other hand, innovation takes 

different forms, each one as part of a multidimensional, multidisciplinary, and multifactorial 

process, as the product of interaction within the organization and with its environment, in a 

permanent and non-linear way. 

 

In effect, innovation is a complex activity in an organization, in which multiple variables 

intervene both internally and externally. Therefore, there is a set of variables that intervene to 

make all of this possible. i) A Culture that drives an adequate mindset (Dabic et al., 2018; 

Padilha & Gomes, 2016) ii) A Structure that organizes work in a way that enhances human 

capital (Miles et al, 1978). iii) A Strategy that sets a course and establishes the "how to do" 

(Prajogo, 2016; Wei et al., 2019). iv) A Management that acts proactively, not only creating 

appropriate internal conditions but also external ones, in the management of complementary 

resources  (Cabello-Medina et al., 2011; García-Morales et al., 2012; Hullova et al., 2019). v) 

A Market Orientation that establishes the environment-organization relationship as a source of 

ideas, recommendations, adjustments, and benchmarks (Ozkaya, 2015; Ho et al., 2018). vi) 

And, finally, a Climate capable of creating the enthusiasm and commitment necessary to 

achieve the objectives (Popa et al., 2017). 

 

Based on these variables, the following research premises are established (Corchuelo et al., 

2020): 

1º There is a positive relationship between Management and Innovative Performance. 

2º There is a positive relationship between Strategy and Innovative Performance. 

3º There is a positive relationship between Culture and Innovative Performance. 

4º There is a positive relationship between Structure and Innovative Performance. 

5º There is a positive relationship between Climate and Innovative Performance. 

6º There is a positive relationship between Market Orientation and Innovative Performance. 

 

METHODOLOGY 

 

In order to validate the established premises, the present study uses a qualitative methodology 

based on a multiple case study. In accordance with Ruiz (2007: 57), a qualitative research 
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strategy “imposes a context of discovery and exploration”, a circumstance that fits our 

objective. 

 

According to Yin (1989), this approach is appropriate because it fosters a broad understanding 

of the researched issue. Through case studies, an issue such as the factors that influence 

innovative performance can be fully appreciated, and its attributes can then be widely 

understood through a simultaneous analysis of all its aspects. There are several categories of 

case studies. Yin (1989) defines three categories: descriptive, exploratory, and explanatory. 

For this study, the exploratory approach was adopted. 

 

Before carrying out an investigation using the case analysis methodology, the theoretical 

framework of the investigation must be defined, and an exhaustive compilation and review of 

the literature related to the topic must be done. Background from other researches, hypotheses, 

and experimentations were reviewed, which will facilitate the interpretation and analysis of the 

data at the end of the study. 

 

A fundamental element of the design of this methodology is the elaboration of the semi-

structured interview. To do this, a script (or protocol) was prepared, including the aspects 

related to the selected variables previously analyzed. 

 

Another fundamental element of the design is the type of sampling to be carried out. In our 

case, the sample was selected in order to identify notable agri-food companies according to 

their management and performance in terms of innovation. The aim is to look for relevant 

examples of good practices to later extend the generalization to any type of company. Given 

the exploratory nature of the qualitative studies, neither the researchers nor the interviewees 

knew the totality of the type of information that they had to provide and collect. For this reason, 

the protocol was sent to the selected companies before the interviews.  

 

Once the cases to be studied were selected, the interview was carried out and the relevant 

information obtained in the responses was collected. We also used other secondary information 

that would allow the study to be completed (date on which the interview takes place, the 

position of the interviewed person, organization address, duration, and method to do it). 

 

Five Extremaduran agri-food companies of different sizes and branches of activity were 

contacted. Based on the diversity of the situation (age, size, with or without a formal R&D 

department), we prepared for different eventualities in order to validate the proposed model. 

The contact with the companies and the interviews started in late February 2020.  

 

Finally, to analyze and interpret the information, an initial coding framework for the interview 

transcripts was developed. The data obtained through the literature and the interviews allowed 

the coding and analysis of the cases. Finally, the functional-structural analysis was carried out 

after revisiting the literature again. 

 

RESULTS: CROSS ANALYSIS OF THE CASES AND VARIABLES OF THE 

PROPOSED MODEL 

 

Regarding innovative performance 

COMPANY A, a large company, develops process and management innovation, a product of 

the expansion dynamics that began in 2014. In addition, it started another process in its products 

by expanding its lines, in response to its customers in the development of sauces. 
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COMPANY B, a small young company, develops and patents new products, as well as 

innovation in marketing through the packaging of its products and its online marketing and 

management system. 

 

COMPANY C, one of the most dynamic, develops through open innovation with the academic, 

public, and private business sectors, a new raw material for the cosmetics sector, in addition to 

products such as olive leaf tea. It also innovates in marketing, catering, wine tourism and 

strategic marketing mechanisms for its products. 

 

COMPANY D, another small company, a relatively young wine producer, develops product 

innovations, differentiating itself with unique products in the market and by innovating in 

marketing through “virtual tastings” with its clients, achieving the positioning of its products 

both nationally and internationally. 

 

COMPANY E, with a great position in the Extremadura wine sector, is initiating a process of 

innovation in its business model and product, entering the Cava sector. 

 

Regarding the variables of the model 

The variables proposed in the research model have been validated formally, or informally in 

the case of the relatively smaller organizations. This is how all the premises have been 

positively valued as determinants of innovative performance, by all the participants in the 

multiple case study. 

 

P1. There is a positive relationship between management and innovative performance: 

validated. Management that acts proactively, not only creating appropriate internal conditions, 

but also external ones, in the handling of complementary resources. 

 

P2. There is a positive relationship between strategy and innovative performance: validated. A 

strategy that sets a course and establishes the "how-to". 

 

P3. There is a positive relationship between culture and innovative performance: validated. A 

culture that encourages the right mindset. 

 

P4. There is a positive relationship between structure and innovative performance: validated. 

A structure that organizes work in a way that enhances human capital. 

 

P5. There is a positive relationship between climate and innovative performance: validated. A 

climate capable of creating the enthusiasm and commitment necessary to achieve the 

objectives. 

 

P6. There is a positive relationship between market orientation and innovative performance: 

validated. A market orientation that establishes the environment-organization relationship as a 

source of ideas, recommendations, adjustments and benchmarks. 

 

DISCUSSION 

 

Innovative Culture, Organizational Climate, Strategy and Structure   

Our findings are in line of the studies of Padilha and Gomez (2016) and Dabic et al (2018). In 

both of them, a multivariate model was proposed to explain the innovative performance in 

companies. Dabic et al (2018) outlined that the contextual factors related to the Organizational 
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Climate and the Innovative Culture are vital for the success of the company, adding that the 

biggest performance is positively related to higher levels of innovative culture.   

 

Culture, Organizational Climate, Strategy and Structure are variables of vital importance for 

the achievement of innovative performance. The first one (Culture), is the driver of the action 

oriented at innovating. It is fed by a clear definition of the vision and the mission of the 

company (Strategy), the way the work is organized inside the firm (Structure-flexibility), and 

the establishment of support mechanisms (rewarding the success and the recognition). This 

combination of factors is contained in the model proposed by Padilha and Gomez (2016), and 

validated through a quantitative study in the textile sector, with a sample of 287 companies, 

demonstrating the influence of its model's variables on innovation.   

 

Another important issue is that the level of formalization of the strategic process was higher in 

the bigger companies than in the smaller ones, although these maintained a similar approach 

in general. The most important difference might be the way the reference documents are treated 

on a day-to-day basis. Nevertheless, although the processes are not formalized within the 

organization, they are considered key in the projection of actions to reach the proposed 

objectives, considering the importance of flexibility and the appropriate adaptation to the 

characteristics of the environment. 

 

This finding coincides with the studies of Prajogo (2016) and Wei et al (2019). Prajogo (2016) 

compared this aspect to the contingent character of the strategy. Wei et al (2019) contemplated 

the necessity of structuring a cooperative dynamic and a flexible strategy. In our case, both 

recommendations are present in the interviewed companies.   

 

Management and Market Orientation (MO)   

Management is the driver, the catalyst, and the guide of the action, as well as being the center 

of the decision-making process. It is also the center of coordination both inside and outside the 

organization, assigning resources, giving guidance, and balancing the flows of resources in the 

ecosystem of which the organization is a part.   

 

Management plays an important role in the identification and impulse/support of the product 

and process innovation complementarities (Hullova et al, 2019). Management not only 

responds to contingencies because of the dynamism of environmental or competitive intensity, 

but within its multiple responsibilities are also the management and coordination of the 

alliances and knowledge acquired from these (Cabello-Medina et al, 2019). Success mostly 

resides in the ability to manage these alliances; without a complete understanding of how they 

should be managed, companies could lose the opportunity offered by this kind of cooperation. 

 

Regarding the innovation ecosystem, its complexity is due to the diversity of agents and 

geographical diversity. In this sense, Mei et al. (2019) found a positive correlation between the 

different types of linked organizations and the innovative performance, explaining that the role 

of the manager is important, not only regarding the solidification of the links, but in creating 

the necessary absorptive capacity in open innovation. García-Morales et al (2012) refer to 

another important function of management, highlighting its importance through the validation 

of the hypothesis that a positive association exists between transformational leadership 

exercised by management and organizational innovation. This management style emphasizes 

emotions, values, and it stimulates creativity in employees, establishing participative and 

collaborative management.   
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If Management is the action that orders all processes inside the organization, Market 

Orientation (MO) is the source that maintains the internal and external dynamics of the 

organization. MO facilitates the interaction with the buyer, the competition, the information 

administration, and the internal coordination (cross-functional coordination), focusing on 

solving problems and opportunities that are perceived in the environment. 

 

The importance and positive relationship of MO with the innovative performance was 

perceived through the interviews of this study, coinciding with the findings of Ho et al. (2018), 

who used a sample of 190 actors in the value chain of the cattle raising to measure the 

relationship between MO and innovation (the innovative performance). This study showed that 

there is no positive relationship between OM and financial performance. But, if there were a 

positive relationship between OM and cross-functional coordination and, in turn, a positive 

relationship between the cross-functional coordination with innovation (innovative 

performance), then there would also be a positive relationship between innovative performance 

and financial performance.  

 

On the other hand, Ozkaya et al. (2015), when referring to the importance of the variable MO 

in the firm’s performance, concentrates only on two factors: The Client orientation and the 

Competitors orientation, as a source they called Market-based Innovation. This is a better 

criterion for small business and its dominant informality since it ignores the coordination 

between functional areas, and rather emphasizes the development of competencies based on 

Customer Knowledge and Competitor Knowledge, resulting in an innovation adjusted to the 

market reality. The authors concluded that the ability to generate and use knowledge about 

your customers and competitors increases the performance through market-based innovations. 

 

Lastly, our study found that the level of formalization of the variables responds to the size of 

the organization. Neither the process informality nor the design diminishes the key role that all 

the variables play in the achievement of innovative performance. 

 

CONCLUSION  

 

The multiple case study carried out has shown that there is a positive relationship between the 

factors proposed by the research model and innovative performance. The level of clarity and 

formalization of each of the factors is manifested as a function of the size and level of 

formalization and professionalization of the different companies. 

 

The research, by expanding into other aspects, discovered the criteria of the interviewees. They 

considered that other variables should be taken into account to enhance innovative 

performance, especially the variables “training” and “attitude”, to contribute to greater solidity 

and dynamism in the generation of results. 

 

Finally, several aspects were also highlighted as possible obstacles to innovative performance, 

such as: failure to choose a correct market-oriented idea; more innovative competitors; lack of 

profitability in the project; too long development times; having a limited view of your client; 

lack of coordination; marketing and communication; a risk-averse culture; lack of support from 

public administrations; lack of funding or lack of staff training. 

 

Likewise, aspects related to the dynamics of the public sector in its role of supporting the 

innovation of companies were pointed out, demanding the reduction of bureaucratic procedures 

and increasing public financial aid. 
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Abstract: In the organizations and their management, an important fundamental role is played 

by the "leadership style", since administrating the working relationships in complex 

organizations, influences their final results. 

The decision-making process, in fact, within the organization is influenced by managerial 

leadership.  

Before going into the analysis of the various models through which we can propose to read the 

phenomenal complexity of leadership within business management, this research aims to 

identify what is leadership and also the roles and dimensions within an organization.  

The goal of the analysis is to explore the study of leadership styles, from the more formal and 

authoritarian to the more participative, and to demonstrate the situational leadership 

approach, which does not presume a unique approach to every situation in order to be 

successful. 

 

Keywords: Leadership, Organizational behaviour, Management. 

 

 

INTRODUCTION 

 

orking in a team is part of that skillset that students, practitioners, workers and 

managers should have when it comes to creating value for the company. Group 

experiences are daily occurrences since human beings are social animals, and those 

interactions with elements of the same species are normal. Diving more deeply into what our 

society is nowadays, it is possible to see that teamwork is omnipresent within a company’s 

boundaries. The natural consequence in a team very often is the emersion of a leader and 

consequently, the success of a team is determined by good leadership. 

 

It is not an easy task neither defining leadership, nor identify the various approach to leadership 

that it is possible to have. Over the years, academics have tried to study leadership in general 

and the winning model of the perfect leader, trying to determine the leader’s features and the 

behaviours for the success of the organisation. 

 

METHODOLOGY 

 

In the organizations' management, a fundamental role is played by the "leadership style", from 

the most authoritarian to the most participative, since administrating the working relationships 

in complex organizations, influence their final results. For this reason, the investigation of 

leadership, its approaches and its consequences cannot disregard a clear definition of 

organizational dynamics, structurally linked to the mission. 
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The research approach and the discussion, in order to facilitate understanding of the 

aforementioned dynamics and dimensions, follows a division by sections of the article in 

sections one, two… that identify organizational units, almost from a holistic point of view.  

 

Through that methodology,  it will be possible to explore the study of leadership styles, from 

the more formal and authoritarian to the more participative, and to demonstrate the situational 

leadership approach, which does not presume a unique approach to every situation. 

 

DISCUSSION 

 

a. The team 

 

People’s working life revolves mostly around the capacity to work in team, and managers are 

asked to control and understand teams’ trends to better use them and achieve higher goals.  

 

In today’s world, companies tend more often to include their employees in the decision-making 

process, asking them to take responsibilities. These responsibilities are then translated into a 

group or a team.  

 

By definition a group is composed of two or more people that identify themselves in a common 

identity, interacting using their rules and aiming at a common goal. 

 

Each member of the group has the same goal and cooperates with the others in order to achieve 

it. 

 

A group can exist only when people in the group recognise the existence of the group itself, 

hence, the presence of the leader – which will be seen later in the paper – can be made by 

everyone’s agreement on the role of the leader. The mere physical presence in a small space 

does not make a group as one unless everyone recognise it.  

 

A group can be spontaneously made based on people’s interests such as political reasons, 

religion, ethnicity since the interaction within the members is easier if not imposed from above.  

 

Therefore, in a working team values and opinions shall be shared. Setting a common goal is 

the main reason for group formation. The words group and team are frequently used 

interchangeably, although, they do not mean the same thing. A team is a limited number of 

people who have complementary capabilities, used for a shared goal, aiming objectives that 

have a similar approach (Spencer, 1993).  

 

Due to internal conflicts between the members, and unstable relationships, many groups may 

not succeed and will not become teams. 

 

b. Teams typology 

 

In general, groups can be divided into two macro-categories: 

 Primary groups, at the beginning of everyone’s life, individuals enter in on group 

(involuntarily) which is generally family, relatives, the neighbourhood, and the first 

friendships given by the circumstances. 
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 Secondary groups, entering adult life, individuals select in which group they want to 

belong, and it is then started a rigid and more accurate selection usually basing our 

preferences on as shared interests or common ideas. 

 

Moreover, groups can be further divided into formal and informal organisations: 

 Formal if the organisation was born to perform a specific activity within fixed deadlines 

(e.g., content creators, marketing campaigns, etc.)  

 Informal if it is initially created by a personal need of the individual who connects and 

group peoples and engaging them for a shared goal. 

 

Before the group is created, various phases are performed (Tuckman, 1965). Five well defined  

and phases are present (from the model of Tuckman of 1965 one more phase was added in 

1977): 

 Forming, the orienteering phase. In this phase, the group has not been created yet, but a 

defined amount of people is taking part in the organisation. Roles, scopes, and goals are 

defined as a first draft. At this moment members are trying to understand what their roles 

will be and where they can be in the hierarchy (if one there will be). The first leader is 

being identified, however, in this phase roles shift very easily. 

 Storming, in this phase politics and argumentation of the leader are on a testing field. 

This is a turning point, within a group multiple sub-groups could take place in this phase 

which decrees whether the group will still be alive for the following phases or not. 

 Norming, in this phase the cohesion is pursued. This phase is characterised by internal 

confrontation, this is a phase in which members are now mature and able to disengage 

any conflict, if not able to manage this phase again the group can hardly make it to the 

next one. 

 Performing, in this phase, the group has a solid structure. Members are now part of a 

well- established group. Everyone has a specific role to perform and individuals are well 

synchronised. In this phase it is important to make wise use of feedback, in fact the group 

can only improve its performances if constructive comments are delivered. 

 

c. Group size 

 

To create a group, it is important to select the appropriate number of group members. A work 

team, project team or task force are usually composed of a small number of people. Generally, 

four people create six relationships within the members of the team. In this way, cognitive 

processes are pursued, such as group think.  

 

The maximum number of members is not well-defined; however, a cap of ten people is 

reasonable to think to be the maximum acceptable. A higher number would create unbalanced 

situations and too many people to express their thoughts and ideas.  

 

On the one hand, people can be a resource but on the other hand, people are so precious that 

treating them shallowly would be degrading. 

 

d. Roles in a group 

 

The roles and functions performed by the members are part of the organisation structure. By 

functions, it is intended the activities that are performed in the group, whilst roles are 

expectative that members build and develop while communicating with each other. 
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The decision-making process within the organisation is the main role of the management, 

which through proper leadership – authoritarian, or laissez-faire –handles work relationships 

within the organisation and influencing the result driven by the proper leadership style.  

 

Therefore, the leadership within a group or organisation has the main purpose of serving the 

needs of a single person in order to reach the shared goal.  

 

Members are a resource and using properly the resources the organisation can aim at increasing 

and improving the richness delivered to the stakeholders – via moving the resources, better 

allocating and changing them – so that the organisation can have a successful future. Moreover, 

the creating of value becomes the main goal that through the adequate management and 

inspiration of the team it is possible to achieve, if the management declares the strategies and 

the objective to reach, the leader decides how and in which way to achieve it respecting the 

boundaries set by the management. 

 

e. Conflicts 

 

Within a group, it is understandable that conflicts arise, and conflict resolution is surely another 

skill that team members and leaders must have in their skillset.  

 

As above-mentioned providing feedback can be the key to success for a team. This can be 

translated into conflict resolution, which besides avoiding useless waste of resources, it can be 

constructive or disruptive. 

 

The disruptive nature of a conflict can be seen when the efficacy of the team is affected by 

competitive behaviours within the group boundaries, which would divert the focus of the team 

from the main goal. 

 

The constructive nature of the conflict takes place when members are aware that conflicts are 

naturally part of the group and for this reason, these moments can be seen and an enriching 

situation for all the members. This can be translated into recommended practices such as 

communication, attention to other’s interests, ideas proposal and development, sharing points 

of views. 

 

Areas in which there are most of the conflicts are: 

- Project priorities, 

- Management procedures of the group, 

- New members implantation, 

- Costs, 

- Planning, 

- Members’ personality, 

- Deadlines. 

 

To reduce conflicts and manage better the members it is important to create a social 

environment without stress – or trying to reduce it to the minimum –one way of doing so can 

be entertainment. The entertainment must not be undervalued, it represents the first barrier 

against stress and consequently conflicts. 

 

Working in a team is seen as something positive, although, it hides difficulties and crises that 

besides the conflicts a team must face.  
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Many teams fail and where those teams fail one succeeds. Usually, frustration is the reason 

why members leave the team, and most of the time frustration is caused by bad management. 

 

Typical mistakes made by managers emerge when: 

- When the team cannot overtake poor management plans; 

- The work environment is hostile, and it presents a strong hierarchical structure of 

command; 

- The team lacks communication; 

- The training is poorly performed, and the personnel selection is inadequate. 

 

Moreover, a common mistake is to consider teamwork as something that can easily tackle any 

issues, overloading the members with multiple tasks and missions to complete, with unrealistic 

expectations. For a successful team three basic ingredients are necessary: 

- Cooperativity, 

- Trust, 

- Cohesion. 

 

For this reason, it is important to build the “dream team” and when not available, members of 

the team must be well-synchronised with each other.  

 

Therefore, we introduce the team building process, which defines the process of training and 

learning through the use of methods and multidisciplinary teaching aimed at improving 

cooperation, communication and lowers conflicts. 

 

The team building scope is to obtain from the team the best performance, to do so, simulations 

are performed, and analysis are then discussed to identify the main issues. 

 

We then propose based on papers review a few characteristics that a team should have to have 

high performance: 

- Participative leadership, 

- Shared responsibility, 

- Strong communication skills, 

- Goal-driven, 

- Creativity, 

- Nimbleness. 

 

To perform the best, managers must include team-building sessions in their training process 

(Mollo et al., 2005). By the years the leaderships shifted from the leader instructing the single 

individual to instruct the group as a whole.  

 

It was then coined the expression “group leadership”, it was created after the necessity to 

distinguish “leading a group” and “leading people”. Dynamics are quite different and for this 

reason, express a different concept was necessary since also the dynamics within the group 

boundaries are different.  The leadership is different. 

 

Leadership is the guiding role in the team, the leader manages the other individuals – led or 

followers – inspiring them to trust and instructing them towards the goal. Holding the 

leadership role is not an easy task. It means leading the followers through a journey in which 

not only one approach is valid. The leader must be able to detect and understand whether to 
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apply one leadership style or the other, how to modulate it and how to adjust one specific style 

to the situation. 

 

f. Leadership 

 

In the previous sections, it has been extensively explained how effective teambuilding can 

remarkably improve the team’s performances.  

 

Applying an effective, versatile, flexible and understanding leadership can enlarge the scope 

of the group and ease the dynamics within the organisation itself. 

 

The use of proper leadership is not optional. It is needed in a team; it is an organisational 

requirement and one of the fundamental yet effective forms of social control over the members. 

Leadership is defined as a process through which a subject influences a group of individuals in 

order to reach a common goal (Running et al., 1999), therefore, during this process, the leader 

influences his/her collaborators to pursue voluntarily pre-set objectives. 

 

This takes into account some aspects: 

- It is a process between leader and followers, 

- It is strictly bonded to social influences, 

- It is manifested throughout a different level of the organization, 

- It revolves around the goal achievement. 

 

However, it is difficult to simply define leadership with these four aspects and a few words as 

a conceptual definition. Leadership is something very broad. It was the beginning of the past 

century academics started to make research in the field of management. The researchers were 

mostly focused on defining the peculiar traits of the leader. In the 1950s and 1960s, more 

careful and in-depth studies on leadership styles were tackled. Finally, in the 1960s and 1970s, 

finding it difficult to analyse and precisely define specific leadership styles, academics focused 

on contingent studies, aiming at identifying the most effective leadership behaviours. 

 

Nonetheless, it is important to properly distinguish between management and leadership, these 

two concepts do not overlap. In fact, managers handle situations and leaders guide the situation 

and the two activities are not synonyms (Mollo et al., 2005). In general, management involves 

functions related to planning, whilst leaders inspire the members and find the motivation to 

pursue the plan designed by the management. 

 

Tracing back the first study about leadership, the theory of traits defines the “trait” of a leader 

as the characteristics physical or of the personality that can be developed by training or with 

experience (Rosenbach & Robert J., 2018). Furthermore, we define the traits of “bad 

leadership”: 

- Incompetence, 

- Lack of nimbleness, 

- Insensible, 

- Narrowminded, 

- Malice. 

 

We now introduce the leadership styles that are effective in influencing the followers. Firstly, 

contingency leadership in which the efficacy of a particular style can be adjusted according to 

the situation, there are not universal valuable styles that fit any situation. Situational control 
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and control over the relationships between members of the group is fundamental when it comes 

to a “good leader”. A leader in order to have good situational control should master the 

following three variables(Tuckman, 1965): 

- Relationships between leader and followers; 

- Clarity in roles; 

- Who has the authority. 

 

Usually, different styles of leadership are the outcome of the fusion of different styles, using 

authority and involving the members. 

 

Leadership approaches: 

- Full range, in this approach the leadership can vary a lot from a laissez-faire approach to 

a transitional leadership and even transformational leadership; 

- Laissez-faire, it is intended those behaviours that let the members of the group take 

responsibility, providing precise indications but leaving the individuals to process the 

information and act consequently; 

- Transitional leadership, it is based on rewards and penalties in order to promote 

motivation and performance; 

- Transformational leadership, it is the kind of leadership with more involvement of the 

members with trust, loyalty and effort between all the levels of the organisation. The 

transformational leader is very intelligent, and they can inspire, give attention to the 

single entity, and stimulate intellectually each member of the group. 

- Leader-collaborator exchange, it is an approach based on a quality- relationship between 

leader and follower. There are different grades within the group, and they are treated 

differently according to the relationship built with the leader. 

- Servant leadership, it was theorised in the 1970s. the idea was that when a leader has a 

position of service towards his/her collaborators, taking care of their needs before of 

his/her. A servant leader is capable of empowerment, hence, to work on himself/herself 

in order to make the others work better. This type of leadership involves understanding, 

listening and working together as a very interwoven team. 

 

Various studies have proved that followers respect more leaders that promote respect and have 

some sort of empathy towards the team. 

 

Emotional intelligence 

A respectful leader must have in his/her skillset emotional intelligence. A leader that is firstly 

able to control himself/herself and then the other can provide a shared and mutual respect in 

the group and the organisation. For emotional intelligence is intended the ability to manage 

relationships in order to ease the process of goal achievement. 

 

Resilience 

Resilience is another capability that is defined as the ability to adapt positively to different 

contexts and facing disruptions, to find solutions and design plans that are then put into practice 

successfully. 

 

Empathy 

The capacity to detect and analyse the mood of the group members, establishing a connection 

with the other person. It is developed by actively listening. 
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CONCLUSIONS AND SUGGESTIONS FOR FUTURE RESEARCH 

 

To conclude, situational leadership is not easy to achieve, nonetheless, it is a mixture of 

different types of leadership since there is not one unique valid style. 

 

After we discussed what a group is and how it is created, what are the characteristics of a group 

and what are the roles of the leader within the organisational structure, we can conclude and 

provide suggestions for future research. 

 

The success of a leader is strictly related to personal skills which are possible to develop – 

mostly the leader is born with those skills, he/she just need to develop more- managing the 

group. 

 

Thus, we can state that in the organizations management of a business, a fundamental role is 

played by the "leadership style", from the most authoritarian to the most participative, since 

administrating the working relationships in complex organizations, influence their final results.  

 

In fact, within an organization, the leadership has, as demonstrated, therefore the function of 

uniting the needs of the individual to the needs of the group and vice versa, to achieve the final 

objective of the organizational mission. The leadership approach does not presume a unique 

approach to every situation, but it must be calibrated in time and space, taking into account 

interpersonal relationships, the internal environment, the external environment, the personality 

of the members, their attitudes, etc. 

 

The person or those who hold the leadership, but also the organization itself,  must in fact be 

able to know and understand how and when to modulate their managerial style to achieve the 

desired results, always bearing in mind that leadership is a complex phenomenon and that the 

behavior of its members, therefore, depends very much on the leadership attitude that guides 

them. 

 

We focused on the leader features and leadership styles, future research can focus on the inner 

structure of an organisation or what the forces are within an organization. 
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Abstract: The business of organizations, in the conditions of globalization, radically changes 

the market, conditions, and strength of competition, requiring managers to change the way 

they react and solve problems using quality. The most successful business entities become those 

who continuously encourage creativity and create new knowledge. In order to be competitive 

in an uncertain and unpredictable market, high-performance organizations must be innovative, 

generating new knowledge and new technologies. These are organizations that, by managing 

quality, have the ability and skills of continuous recognition of challenges and changes. 

The paper is based on showing how an organization needs to manage change and apply 

concepts, methods, and techniques that can pave the way for us to design OVP. The concept of 

a synergistic approach to the design of OVP organizations is necessary for an unpredictable 

and uncertain global environment. 
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he concept of "organizational transformation" gained importance in the theory and 

practice of management during the eighties and nineties of the XX centuries. 

Accelerated changes affect discontinuities in many industries. Faced with such 

challenges, organizations cannot be successful if they use incremental change. Organizations 

need major, radical - transformational changes. This is the way to create and design OVP 

organizations. (Ansof, 1990.p.384) 

 

Figure 1. Organizational learning and changes in the environment 

 

                                                           
3  School of Engineering management, Bulevar Vojvode Mišića 43, Belgrade, Serbia  
4  School of Engineering management, Bulevar Vojvode Mišića 43, Belgrade, Serbia 

T 

mailto:srdjan.tomic@fim.rs
https://orcid.org/0000-0002-6145-6947
https://orcid.org/0000-0002-3862-0681


 

232 

Figure 2. Examining the philosophy of the organization 

 

 
 

Transformational change must be supported by appropriate change processes (Bennis, 1997.p. 

223). 

 

Figure 3. Transformational changes 

 

 
 

In a discontinuous, turbulent environment, it is not always easy to recognize the driving forces 

of change identify important strategic issues, and use the right critical success factors in 

decision-making. The characteristics of a turbulent environment are: growth is impossible to 

extrapolate, earlier strategies become unreliable, profitability is not accompanied by an 

increase in business activity, and the future becomes uncertain. (Certo, 2000, p. 128) A planned 

approach to such a situation is necessary to assess the effects of the enterprise. Based on that, 

it is possible to define a planned response and choose a way that has a positive effect on the 

achievement of the company's business goals (Deming, 1996, p. 254). 
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Figure 4. Breakdown into linking organizational tasks 

 

 
 

The causes of transformation processes in the literature are most often stated: 

- increasing the globalization of business, 

- acceleration of the rhythm of change, 

- increasing the level of competition, 

- variability of technologies (especially information), 

- an increasingly diverse workforce, 

- the transition from industrial to the knowledge society, 

- market instability and economic conditions, 

- quality and innovation as a managerial imperative, 

- increase in demand by stakeholders, 

- an increasingly complex managerial environment (Drucker, 1993, p. 198). 

 

It is quite certain that the business of a company in conditions of discontinuity requires a re-

examination of the current theory of business. P. Drucker states that business theory has three 

essential parts that must be at the heart of management: 

- Assumptions about the company's environment, 

- Assumptions about the specific mission of the company, 

- Assumptions about the core (essence) of competence needed to accomplish an 

organizational mission (Kotter, 1998, p. 214). 

 

The organization must continuously create new ways of competitive advantage. Therefore, 

incremental changes are insufficient, and changes of a transformational character are required. 

 

Figure 5. Competitive advantage 
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Figure 6. Discontinuous change 
 

 
 

"Cotter suggests new rules that companies that want to be successful should follow. First, not 

relying on conventions, how profits were made in the twentieth century do not yield more 

results. Secondly, it is necessary to monitor globalization and its effects; everything is 

changing, offering new opportunities and gambling. Third, move towards a smaller and 

entrepreneurial, and away from a large and bureaucratic company. Speed and flexibility bring 

success in a changing world. Fourth, help large businesses outside the company, using 

consultants and others who offer new opportunities. Fifth, it is not enough just to have 

management, but also leadership to achieve success. Sixth, many jobs allow companies to show 

their willingness. Seventh, it is necessary to increase the ability to compete; to have high 

standards, as well as the desire to win is important both now and in the future. Eighth, never 

stop trying to ensure growth, and lifelong learning becomes increasingly important for business 

success.” (Cotter, 2001, p. 256) 

 

Organizations that want to be successful must be so-called "Innovative organizations" and 

"learning organizations". 

 

Figure 7. Innovative organizations 

 
 

Figure 8. Adaptive changes 
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Changes are not welcome and they are avoided, and when a reaction is necessary, the action is 

aimed at preserving the existing situation. The solution to the problem is fragmentary and the 

first satisfactory solution is accepted. These changes do not change the key components of the 

company. They have a low level of innovation in the organization because they change the 

peripheral components of the organization that are not crucial for its identity, survival, and 

development. 

 

The discontinuous equilibrium model is based on the assumption that changes in the 

environment in their frequency, extent, and level of turbulence exceed a framework that can be 

filled by adaptation through constant incremental changes (Stoner, 2002, p. 251). 

 

This model of change does not include cumulative change. Radical changes are independent 

of incremental ones. The assumption of equivalence does not apply here. In terms of 

organizational learning, the broken balance model includes both adaptive and generative 

learning. 
 

TRANSFORMATIONAL LEADERSHIP VS CHARISMATIC LEADERSHIP 

 

"A charismatic leader transforms the needs, values, and aspirations of followers from personal 

interests to common interests. They enable followers to become very willing to personally 

commit and sacrifice for the realization of the leader's mission and to work beyond what is 

their obligation. The assessment is that charismatic leadership differs from other types of 

leadership based on the following factors by a set of behaviors, a set of personal traits, specific 

perceptions and attributes attributed by followers, and specific effects on followers (Williams, 

2010, p. 362). 

 

Charismatic leadership is possible under certain conditions: 

- the beliefs of the followers must be similar to those of the leader, 

- unconditional acceptance and commitment to the leader, 

- members of the group or organization must be willing to listen to the leader, 

- the emotional involvement of the group or organization in the mission of the charismatic 

leader and their own goals, 

- the strong desire of followers to identify with the leader, 

- leaders must use personal power and successful persuasion, 

- followers attribute charisma to leaders who possess self-confidence, self-confidence, and 

enthusiasm. 

 

Transformational leaders arouse interest in company transformation, inspire and encourage 

employees to focus on change. All employees must understand that incremental improvements 

will not lead to the desired state and that transformation as a basic qualitative change is of great 

importance for increasing the competitiveness of the company. 

 

Resistance to change in many cases is not ignorance and misunderstanding of the need for 

change. This is a normal reaction of employees who want to protect some of their interests that 

they assume are threatened by change. It is often considered that change is not necessary or 

necessary; but that the situation is not favorable to start changes and that the costs of change 

are too high to the possible effects. 
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Figure 9. Transformational leadership - types of leaders 

 

 
 

The process of transformation is the change of the company from what it is to what the leader 

wants to be. Transformational leadership is a complex and difficult task. A transformation 

leader has a clear vision of the future state of his organization. He is a kind of social architect 

of his organization, he creates trust among associates by making his position clear and 

maintaining it throughout the entire transformation process. He is a strong role model for his 

associates. He not only creates a vision but is also an actor of change (Živković, 2008, p. 278). 

 

CONCLUSION 

 

In a changing environment, an organization cannot achieve a competitive advantage if it relies 

solely on market strategy or strategic management of available resources. DSNA organizations 

must necessarily accept the importance of innovations creating ideas and knowledge and 

expand it through situational strategy, as part of the company's strategy. They also need to 

gather and develop new knowledge through creative methods and thus build new skills in order 

to achieve sustainable competitive advantage. 

 

The situational approach or as many authors still call it the “contingent approach” or the 

uncertainty approach occurs in parallel with the growing changes in the organization 

environment. The contingent approach emphasizes that there is no "best way", but the way of 

organizing depends on the specific situation. 

 

In the comparison of the systemic and situational approach, certain differences can be noticed. 

The system approach has developed a model of the organization as an open, complex, dynamic, 

and organic system, which contains general frameworks for understanding all organizations. A 

systems approach is a way of thinking about organizational variables and relationships. The 

situational approach concretizes the application of the system concept in specific conditions. 
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Abstract: Ever since the onset of the Internet and the rapid development in communications, 

a paradigm shift has been occurring between the human resources and the management 

systems in place. That shift has already rendered plenty of legacy management systems 

obsolete and ineffective. Evidently, the acceleration of data transfer speeds has produced a 

side effect in decreasing the location dependency of the average worker in certain industries, 

which in turn created a new challenge for the contemporary manager especially when dealing 

with remote teams and time-management of the same. This work-location decoupling meant 

that new systems had to be created, new studies to be introduced and plenty of modernization 

to the legacy control systems had to be implemented. And fast! 

This paper contains a systematic review of available software solutions for time management, 

location independency, virtual work and work teams and will provide analytic insight. 

 

Keywords: Time-management, Software solution, Remote work. 

 

 

INTRODUCTION 
 

ime itself represents a substantial resource in the deliverance of goals and objectives. 

As a resource, it cannot be archived, contained or changed but it can only be used 

productively and effectively. To manage time is to have developed competences in 

setting and achieving goals in a given time frame. Efficient time management directly corelates 

to the health and personal effectiveness on oneself. When control over the time is lost, then it 

becomes a source of stress, anxiety, depression, worsened results, behavioural changes and so 

on.  

 

Time management in business terms represents the competency to determine priorities, 

function effectively and properly delegate (Karadakov & Tasevska, 2021). A proper time 

management will enable increased productivity and efficacy, will show professionalism, will 

lower stress, increase improvement opportunities and in turn will support achievement of 

personal and professional goals. 

 

The ever-developing technology have so far surpassed all expectations in every field. Smart 

phones, smart watches, tablets, social media, etc., have dramatically changed the personal and 

the work environment. If utilized properly, the technology undoubtedly improves all functions, 

which in turn improves time-management (Karadakov & Tasevska, 2021). 

 

There are plenty of available applications and software solutions on the market today which 

assists the time-management effectiveness. With their help one can drastically lower the effort 
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put in to time planning, to monitor task fulfillment dynamic, to create schedules and priorities, 

do notify and remind for important tasks, etc. (Karadakov & Tasevska, 2021). 

 

An individual is able to improve time management competence through the use of technology. 

He or she will need to utilize the power of technology while also taking care not to became “a 

slave” of it.3  

 

There is an increasing number of managers that recognize the benefits and the advancements 

gained with the utilization of personal digital assistants. Those may come as a small form 

devices or software solutions and applications that enable the archiving, exporting, importing 

and creating data, extrapolating information, create calendar appointments, lists, tasks, etc. At 

the same time, the aforementioned solutions enable collaboration between stakeholders 

(employees, clients, partners, managers, etc.), and collaboration on certain tasks, activities or 

locations. Such solutions will enable time measurement, monitoring and control over tasks, 

archive information and data, scheduling, reporting and improving communication. 

 

Although there are plenty of benefits (pros) on using the technology and the technological 

solutions to effectively and efficiently manage time, certain shortcomings (cons) can emerge 

as well. The table below contains a short overview of pros and cons. 

 

Pros Cons 

Simplicity of use Possible data-loss or data-leak 

Compactness A solution can become expensive 

Scheduling and monitoring functionality Can become cumbersome to use 

Archiving and extrapolating information May come with a steep learning curve 

Search and find information functionality 
Technology advancement can render it 

obsolete 

Flexibility and reporting 
May not be accepted by older generation 

workers 

 

SYSTEMATIC OVERVIEW OF SOFTWARE SOLUTIONS 

 

The process of digitalization, especially accented during these pandemic times, for some 

organizations meant significant restructuring of certain business processes, where some 

managers noted that the paradigm of distrust in technology is slowly fading away. This has 

become apparent mostly in the field of time management and replacing human efforts with 

digital solutions. As stated previously, the market offers a plethora of software solutions for 

time management and monitoring, and as such, this paper will contain their research on the 10 

most developed and recognized software solutions in 2020. All of the software solutions will 

be assessed in accordance with the aforementioned pros and cons and graded on the provided 

scale. The authors concur that all software solutions have the core functionalities implemented 

such as:  

 Scheduling, monitoring and control of projects, activities, processes and tasks, 

 Time-monitoring per task, user, location and project, 

 User creation and administration, 

                                                           
3  Karadakov, D., & Tasevska, G. (2021). Personal management (In publishing). Skopje: Business Accademy 

Smilevski - BAS. 
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 Calendar attachments, 

 Data storage and archiving functionalities, 

 Reporting capabilities. 

 

A table of criteria that stem from the pros and cons mentioned previously is created and will 

be use as a measuring tool. The assembly of software solutions will be assessed in accordance 

with the criteria and rated on a scale of compliance. The established measuring criteria is as 

follows: 

 Simplicity of use (UX/UI design, intuitiveness, etc.), 

 Wearables applicability (Feature that enables use with smartwatches and other wearable 

tech), 

 Flexibility (Adjusting the software interface to look and work as per needs or wants), 

 Collaborative functionality (Messaging or chat between stake holders, ability to create 

teams and combine tasks/activities/projects, etc), 

 Price of use or purchase, 

 Data security and GDRP compliance, 

 Reporting. 

 

All of the software solutions will be graded by the scale below in accordance to the established 

criteria. The scale is as follows: 

 FC – Full compliance (+2 points), 

 PC – Partial compliance (+1 point), 

 N/A – Not available or not applicable (-1 point), 

 X – No data (No points). 

 

According to one of the leading IT industry web authorities PCMAG, the best software 

solutions on the market are as follows: 

 

Table 4. Best software solutions on the market 

Software solution Price (lowest price option) 
PC MAG 

Score 

BQE Core 27.90$/month/user 4.5 

TSheets 10$/month/user 4.5 

Zoho Projects 5$/month/user 4.5 

HubStaff 7$/month/user 4.0 

Time Doctor 10$/month/user 4.0 

VeriClock 15$/month 4.0 

Wrike 24.8$/month/user 4.0 

MavenLink 39$/month/user 3.5 

FunctionFox 
35$/month initial payment + 

5$/month/additional users 
3.0 

TimeSolv 19.95$/month/user 3.0 

Source: (Martinez & Horowitz, 2020) 
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The matrix table correlating the given criteria with assessments per software solution is as 

follows: 

 

Software 

Criteria 
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BQE Core FC PC  PC FC FC FC 10 

TSheets FC PC FC PC FC FC 9 

Zoho Projects FC FC* FC FC FC FC 12 

HubStaff FC PC PC PC FC PC 8 

Time Doctor PC PC PC PC FC FC 8 

VeriClock PC PC FC PC FC FC 9 

Wrike FC PC FC FC FC FC 11 

MavenLink PC N/A PC PC FC FC 6 

FunctionFox FC PC PC PC FC FC 9 

TimeSolv PC PC PC PC FC FC 8 

Legend: 

FC – Full compliance (+2 points) 

PC – Partial compliance (+1 point) 

N/A – Not available or not 

applicable (-1 point) 

X – No data (No points) 

*through separate application. 

 

The results show that most of the solutions comply more-or-less with the given criteria and at 

the beginning a credit is due in the cyber security and the GDPR compliance criteria of all the 

solutions. According to the table, more than half of the solutions (6/10) are compliant with our 

assessment of simplicity of use. A certain degree of obsolete and unintuitive interfaces were 

monitored at the rest of the solutions. 

 

Wearable application was noted only through a specific, additional solution for only one of 

the solutions, yet all solutions (except one) offer a smartphone integration of some kind. 

Additionally, it was noted that all of the solutions offer a certain degree of integration within 

popular calendar applications which in turn can be utilized by the majority of the wearable 

technology. 

 

Flexibility as criteria assesses the software capabilities and options for adjusting the interface, 

reports, templates, etc., in accordance to the needs of the business, manager, process, project 

or task. It is noted that all of the software solutions measured, are having this functionality 

within the core, however certain number of them (6/10) require knowledge of higher computer 

skills such as programming or UI/UX competences. Additionally, the majority of the software 

solutions required higher tier subscriptions to enable the full flexibility options which may in 

turn become costly and expensive for a small to mid size business. 
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Only a small percentage (3/10) of the software solutions were featuring means of direct 

communication (chat tools, message boards, task messages and comments, etc.). The rest of 

them (6/10) were offering either communication within rigid structures (task or period 

comments only or logs) or no communication between stakeholders whatsoever (1/10). Yet, as 

these solutions are intended for lessening the impact of planning, organization and monitoring 

on the time itself, they all offer a specific frame of collaboration within a project, activity, 

task, function or location, therefore it can be concluded that all satisfy the criteria either 

partially or fully. 

 

It is commendable that 10/10 of the software solutions have fully implemented cyber and data 

security and GDPR protocols compliance.  

 

Reporting is a key feature for the core of all the software solutions of this kind, as in the end, 

a manager would like to be able to monitor, control and extrapolate conclusions on the data 

provided and generated by the completion of tasks, time frame compliance and expected 

results. There is an easily noticed focus on the reporting features which lead to increased 

requirements for flexibility, yet some of the solutions offer reporting flexibility as part of higher 

tier subscriptions and others require certain degree of programming skills. Yet there is a 9/10 

compliance with this criteria. 

 

The table shows that one of the solutions that have been assessed is one of the most criteria 

compliant software solutions.  

 

FUTURE RESEARCH DIRECTIONS 
 

Core management functions are planning, organization, control and leadership of people, teams 

and processes. As with any organizational changes, the pandemic has accented the 

development and digital restructuring of the business processes, which in turn resulted in 

increased popularity of software solutions. The market offers a huge spectrum of software 

solutions that can aid the contemporary manager, however the organizational wisdom cautions: 

Even the most expensive and extravagant software solution will prove cumbersome and an 

obstacle instead of assistance or lessening the work if not utilized properly.  

 

With the rapid development of technology, the need for future research in aspects of bridging 

the work and software is further accentuated. One of the key filters within the research and 

implementation in the business processes should be the management team. As noted in the 

book Operations Management, 7th Ed by (Slack, Brandon-Jones, & Johnston, 2013) all 

managers need to be able to comprehend and implement the technology in three stages as 

follows: 

Stage 1: Understand the process technology, 

Stage 2: Evaluate the process technology, 

Stage 3: Implement the process technology. 

 

Therefore, all managers need to be able to understand how a software solution will work, will 

help or will optimize and streamline the processes. Next, the managers ought to be able to 

evaluate the impact the software solution is or will be creating by its utilization and at the end, 

it requires them to be able to implement it within the business processes, people, teams and 

projects.  

 

 



 

244 

CONCLUSION 

 

A key factor in achieving organizational goals is the time itself. Efficient time management is 

done by the utilization of the contemporary technology advancements and solutions that exist 

on the market. The use of devices or software solutions bring certain pros and cons which were 

touched upon on the pages of this paper. What is important for the modern organizations is to 

be able to evaluate its needs and find or create a software solution to comply with their 

organizational goals or objectives. Based on the results and the discussion in this paper, a 

conclusion can be extrapolated. 

 

This paper offers a systemic overview on the digital tools present and established on the market 

for time-management assistance and improvement. The overview should be able to assist any 

organization in their decision making efforts on which software solution would work best, what 

to look for in such a tool and what is there to be understood and expected by utilizing such a 

technology. The overview is expanded further in the final paragraphs by a notice on what 

should the modern managers understand, do and do not do when dealing with these 

technologies.  
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Abstract: This publication presents an experimental model for assessing the competence of 

production managers, which is based on classical management and modern mathematical 

tools. The research was done in response to a real practical need set as a research task by the 

business. As a result, a model for selection of specialists and experts for solving complex 

management problems related to production management in industrial enterprises and an 

algorithm for application of this model is proposed. Key indicators for assessing the 

competence of production managers have been identified. To create the model, surveys 

conducted among functional experts in the field of production management were used. The 

model can be successfully applied in other functional areas of management, modifying the key 

indicators so that they are applicable in these areas. 

 

Keywords: Competency assessment, Competency assessment model, System of indicators, 

Main indicators, Secondary indicators, Delphi method. 

 

 

INTRODUCTION 

 

he present study is provoked by a specific need in production management, related to the 

analysis and planning of production capacity in industrial enterprises and the solution of 

complex problems and crisis situations. In the course of the research some summaries and 

conclusions were made regarding the universal applicability of the obtained results.  

 

Production capacity is a key complex economic parameter of the enterprise and its effective 

planning and management is the basis of success and competitiveness of any production 

organization. This raises the need to put on a scientific basis the selection of specialists who 

will make important management decisions. 

 

The study aims to develop a model for determining the competence of a team of specialists to 

make management decisions related to the identification, analysis and evaluation of key factors 

influencing the capacity of industrial enterprises. The model treats the selection and assessment 

of the competence of experts in forming teams to solve specific production problems related to 

the management of the production capacity of enterprises. The model provides the definition, 

selection and ranking of factors influencing the interaction and relationships between them, as 
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well as their influence and role in decision-making related to the management of production 

capacity.  

 

Various indicators, tools and methods are analyzed to identify trends, problems and challenges 

in the formation of expert teams. Current data and various methods for analysis of the generated 

information are used. 

 

RESEARCH RESULTS 

 

Based on an in-depth literature review and personal interviews with various functional 

managers from industrial enterprises, the need to determine an index of competence of experts 

in the field of production management has been established. In order to obtain real and 

objective results of the study, 15 experts from 10 production and research organizations were 

involved to propose criteria for evaluation of experts who must form a team to solve complex 

problems in the field of production management.  

 

The study was conducted in three stages. The Delphi method, widely used in management, is 

applied as a method for making decisions based on a certain amount of information collected 

and analyzed (Rao J., Anderson L., Sukumar B., Beauchesne D., Stein T., Frankel R. (2010), 

pp. 5-7). Geng Y, Zhao L, Wang Y, Jiang Y, Meng, K, Zheng D (2018) used Delphi method 

to construct a competency model for dentists in China. Their idea is used in this study, but it is 

adopted and applied for the purpose of forming an expert team for decision making in the field 

of Production management. (pp. 9-11) 

 

Figure 1. Flowchart of the study 

 

 
 

Stage 1. Determination of the primary indicators for assessment of the competence of the 

specialists, which should be included in the team for solving production problems. 

 

The received expert opinions from the respondents are processed and systematized. At the first 

level, nine primary indicators are defined: 

1. Professional skills, 

2. Prevention of production risks, 

3. Management skills and skills for collecting and processing information, 

4. Professional knowledge and ability to learn throughout life, 

5. Interpersonal communication skills, 

6. Team work skills, 
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7. Research opportunities, 

8. Basic values of managers. 

9. Professionalism of managers. 

 

The defined primary indicators are decomposed into secondary ones, which will guarantee 

objectivity in the assessment and selection of the specialists in the future team. Secondary 

indicators are the further development of primary indicators. The aim is to select the really 

important criteria and indicators for assessing the competence of the experts who will be 

selected to solve important management tasks and problems. The indicators have been adjusted 

and supplemented according to the comments of the experts participating in the study. A 

different number of secondary indicators are defined for each main indicator (Table 1). 

 

Table 1. System of indicators - main and secondary indicators for assessment of the 

competence of experts in the field of production management 

Basic indicators  Secondary indicators 

1. Professional skills 

1.1 Knowledge of management theory. 

1.2 
Knowledge and experience in applying theoretical management 

methods in practice. 

1.3 Ability to properly select appropriate process monitoring tools. 

1.4 
Ability to report to a senior manager on standard production problems 

encountered and ability to analyze and explain problems. 

1.5 Ability to make management decisions based on facts. 

1.6 Ability to identify potential risks. 

1.7 
Independence and objectivity in making decisions related to direct 

responsibilities. 

1.8 Ability for multidisciplinary comprehensive analysis. 

1.9 Ability to combine theoretical knowledge with production practice. 

1.10 Proper use of production equipment and resources. 

1.11 Ability to standardize basic operations. 

1.12 Ability to handle heavy loads. 

1.13 
Ability to perform independent analysis in special circumstances 

(difficult cases). 

1.14 Possession of skills and knowledge of basic technologies. 

1.15 
Ability to predict the results of its decisions, risks, benefits and the 

expected effect of various actions aimed at a specific goal. 

1.16 
Skills in using professional terminology, developing and discussing 

production plans, cost estimates, time requirements and responsibilities. 

1.17 Ability to deal with crisis situations. 

1.18 
Using management methods and techniques to deal with current 

problems and their consequences. 

1.19 

Ability to identify the psychological and social factors of the work 

environment and the ability to properly deal with the adverse effects of 

psychological and behavioral factors. 

2.  Prevention of 

production risks 

2.1 
Identification and timely response and reporting of problematic 

situations 

2.2 Ability to take preventive action. 

2.3 
Understanding of their responsibilities and ability to cooperate with 

other functional areas of management. 
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2.4 Understanding the structure and function of the management system. 

2.5 Rational use of resources. 

2.6 Ability to actively participate in educational and training programs. 

2.7 
Abilities for planning and implementation of maintenance of 

production equipment. 

2.8 
Objective assessment of the short-term and long-term effects of the 

policy and strategy of the production organization. 

2.9 Ability to assess risk factors. 

3. Management 

skills and skills for 

collecting and 

processing 

information 

3.1 
Use of various databases and other means to extract, collect and analyze 

information. 

3.2 
Effective use of information technology for communication with 

managers, employees. 

3.3 Ability to control production costs. 

3.4 
Effective organization of own work and good planning of work of 

production units. 

3.5 Skills to self-manage and deal wisely with their own activities. 

3.6 
Continuous improvement of organizational coherence and leadership in 

practice 

3.7 Possession of certain professional skills in a foreign language. 

3.8 
Skills to create and use accurate, consistent and clear production 

management documentation. 

3.9 Reasonable and efficient management of the production process. 

3.10 Skills to use modern information technologies. 

4. Professional 

knowledge and 

ability to learn 

throughout life 

4.1 Basic knowledge in other functional areas as well. 

4.2 
Knowledge of behavioral and social sciences, professional ethics and 

laws. 

4.3 Knowledge and application of basic professional knowledge. 

4.4 Constant updating of knowledge and professional skills 

4.5 Active participation in continuing education. 

5. Interpersonal 

communication 

skills 

5.1 
Careful collection of information related to the analysis and synthesis 

of various problems. 

5.2 Understanding, trust and respect for colleagues and their families. 

5.3 Protection and observance of confidentiality. 

5.4 Ability to work with confidential information. 

5.5 Dealing with ethical issues that arise in the process of work. 

5.6 Conflict management skills. 

5.7 Active conflict prevention and resolution. 

5.8 Ability to create a friendly work environment. 

5.9 Creating safe working conditions. 

5.10 
Opportunities for effective communication, transmission of 

information when assigning tasks. 

5.11 
Opportunities for effective communication with representatives of 

external organizations and other stakeholders. 

6. Team work skills 

6.1 
Skills to work with colleagues and respect their abilities and 

contribution. 

6.2 Skills to develop action plans. 

6.3 Care for colleagues willing to help colleagues. 

6.4 Understanding the roles and responsibilities of others in the team. 

6.5 Good coordination with team members to avoid conflict. 

6.6 Ability to establish good relations of cooperation with other teams. 

6.7 Ability to train and be trained. 
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7. Research 

opportunities 

  

7.1 
Possessing skills for critical thinking in professional activities and 

decision making. 

7.2 
Understanding the complexity and uncertainty of activities in 

conditions of uncertainty. 

7.3 
Ability to review specific (required) literature and ability to apply and 

share knowledge. 

7.4 
Abilities for conscious development of one's own creative thinking and 

innovations. 

7.5 Active participation in research activities. 

7.6 Commitment to the goals of the organization 

8. Basic values of 

managers 

8.1 Protecting the interests of the organization. 

8.2 Self-discipline to achieve sustainable development of the organization. 

8.3 Ability to predict. 

8.4 Good psychological setting. 

8.5 High capacity for emergency response. 

8.6 Discipline 

8.7 Ability to negotiate, prove and defend a personal position. 

9. Professionalism of 

managers 

9.1 Care for subordinates. 

9.2 Cultivation and empathy for basic organizational values. 

9.3 
Strong sense of responsibility, with a positive attitude to work and 

professionalism. 

9.4 Fair and prudent use of resources 

9.5 
Awareness of health and safety at work and professional protection, to 

actually reduce hazards at work. 

9.6 Professional competence and self-assessment. 

9.7 Validation of assessments and expertise. 

Source: Geng Y, Zhao L, Wang Y, Jiang Y, Meng, K, Zheng D, 2018 

 

Stage 2. After the systematization of the primary and secondary indicators, a system for overall 

assessment of their importance and severity has been developed (Table 2). 

 

The assessment is made for all primary and secondary indicators in three aspects: importance, 

feasibility and sensitivity. A scale of 1 to 10 is used, with 1 being the lowest grade and 10 being 

the highest. The ability of the specific expert to understand problems and problematic situations 

is also assessed, using a scale from 1 to 5, where 1 is the minimum grade and 5 is the maximum. 

The assessment of the ability of experts for objective assessment is based on four aspects: 

practical experience, ability for theoretical analysis, logical thinking and ability to understand 

the situation, ability for objective assessment and intuition. A scale of 1 to 3 is used for these 

scores, where 1 is the lowest score and 3 is the highest. 

 

As a result, a scientifically based and working system of indicators is formed, so that a model 

for assessing the competence of production managers can be built, which will ensure the 

formation of objective expert opinion in decision-making related to the management of the 

production process in any production organization. 

 

The model has been tested in real conditions. 
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Table 2. Expert evaluation of the indicators 
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Source: Geng Y, Zhao L, Wang Y, Jiang Y, Meng, K, Zheng D, 2018 

 

Stage 3. Creating a model for assessing the competence of each expert and an algorithm for 

applying the model. 

 

Figure 2. Block diagram of model A for assessment of the competence of production 

managers 
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FUTURE RESEARCH DIRECTIONS 

 

The present study is the first stage of a larger-scale research study in another research project 

related to the analysis and assessment of the factors influencing the effective planning and 

management of production capacity. It is related to the need to redefine policies and priorities 

in business development strategies - in particular on the planning and management of 

production capacity, so that industrial enterprises can successfully adapt to the dynamically 

changing conditions of the global environment and increasing competition. The competence of 

production managers is also having an increasing influence on the achievement of this goal. 

The project aims to expand the range of scientific results achieved in this study by developing 

a model for assessing the impact of various factors on the effective planning and management 

of production capacity.  

 

CONCLUSION 

 

In the current economic, financial, communication and social environment, there is the pressure 

on markets and consumers from the dynamic growth of business, the interdependence between 

resources and processes, the oversupply of uniform goods and services, the economic 

leadership of high-tech companies and their strategic impact on national economies and 

business practices. In this extremely dynamic environment, businesses must not only maintain 

their competitive advantages, but balance them according to societal expectations and needs, 

express a positive attitude to change and take concrete long-term action to adapt and withstand 

the challenges around them. In the ages of globalization, the need for a new model for assessing 

the competence of production managers is growing, which determines the relevance and 

importance of the research and the practical benefits it brings to business. 
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Abstract: The development and modernization of societies define new approaches in 

managing human resources and, in particular, their characteristic - human capital. There is a 

growing need for its study and characterization and analysis of the extent to which it is crucial 

for the economic development of European regions, particularly Bulgaria. Human capital is a 

specific public resource phenomenon that creates added value based on education, knowledge, 

skills, intelligence, acquired professional experience, and many other components. The object 

of study is the targeted promotion of these components through public policies, programs, and 

initiatives, which creates prerequisites for improving the regions' overall economic 

performance. The authors set the task to analyze the stated public policies presented in the 

integrated territorial strategies to develop the planning regions, emphasizing the specific 

dimensions of human capital management in the different territories. 
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INTRODUCTION 

 

uman capital formation is a complex and lengthy process that must be managed 

following public policy principles aimed at human resources. People must be able to 

withstand the challenges of the present and, at the same time, become a decisive factor 

for the economic prosperity of the country. The need to define the terms "human capital" and 

"human resources" is dictated by their particular importance for socio-economic development. 

In the process of integration and membership of Bulgaria in the European Union, in the 

conditions of globalization, these circumstances become more and more critical for the 

realization of strategy and policy of catching up economic development (Angelov, 2003).  

 

The relationship between human capital, human resources, and economic development is 

complex and interdependent. Investments in human capital are fundamental and decisive for 

the directions and dynamics of human resources development. Investments in human capital 

should be the subject of a long-term government policy that reflects the government's economic 

growth intentions in the medium and long term.  

 

An essential condition is that the interventions focus on education, healthcare, science, culture, 

and personal development, which have the most direct participation in human capital 

formation. 
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The policy for stimulating human capital must be continuously updated, given the growing 

challenges affecting the living and business environment in different countries' regions. Given 

the focus of government policy on overcoming harmful disparities in regional development, 

issues related to the development of appropriate mechanisms and tools to support regional 

human capital improvement are becoming part of society's current agenda. 

 

Human capital is a specific public resource phenomenon that creates added value based on 

education, knowledge, skills, intelligence, acquired professional experience, and several other 

components. The object of study is the targeted promotion of these components through public 

policies, programs, and initiatives, which creates prerequisites for improving the regions' 

overall economic performance. The authors set the task to analyze the stated public policies 

presented in the integrated territorial strategies to develop the planning regions, emphasizing 

the specific dimensions of human capital management in the different territories. The research's 

methodological tools include using a systematic method, a formal-logical and deductive 

method, and an analysis of the content of publicly available literature. Their integrated usage 

analyzes and evaluates the human capital defining components following the general 

theoretical, methodological, and normative statement. 

 

1.  THEORETICAL DEFINITION OF HUMAN CAPITAL IN THE CONTEXT OF 

REGIONAL DEVELOPMENT 

 

The category “human capital” is the subject of study by various scientific fields and schools. 

With the complication of social and economic reality, globalization, the transition to industrial 

and digital development, the interest in its utilization and improvement will continue to grow. 

In scientific theory, many definitions of the category “human capital” are protected, which, 

depending on their conceptual task, emphasize one or another of its essential characteristics. 

 

Despite historical sources that the origin of the theory of human capital must be sought in the 

emergence of classical economic theory in the seventeenth and eighteenth centuries, the idea 

that we support is that “human capital appeared long before knowledge was has ruled for him.” 

 

For the present study, the authors perceive Kazakov’s (2010) definition of human capital as 

“an economic category that is related to a living human person and is the result of investment 

in knowledge, qualifications and production experience, skills building and other acquisitive 

properties, which increases the opportunities for work as a factoring service and enriches the 

properties of the person holding the job function.” 

 

Schultz (1961) was the first among economists to define human capital as an additional income 

source provided by the knowledge, skills, and abilities of the human person, and education as 

one of the forms of human capital. In this sense, the funds invested by people in education, 

increasing their professional productivity in working life, in the long run, are treated not as 

costs but as an investment, the rate of return of which is expressed in more significant 

employment opportunities and future income. To provide an adequate response to future ever-

modernizing societies' needs, some human capital development planning is needed. This 

planning should take place at both the regional and national levels. However, it is impossible 

to fully anticipate the need for the qualities, skills, and knowledge applicable and needed, even 

in the nearest future.  

 

As part of human activity, cultural heritage creates real notions of value systems, beliefs, 

traditions, and lifestyles. The role of state institutions is to develop and implement public 
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investment projects to promote regional Culture, build an overall favorable environment and 

conditions on encouraging private investment, and develop successful public-private 

partnerships for the country’s sector’s sustainability (Botseva, Tsolov&Vasileva, 2020, p.180). 

 

The human capital theory development presupposes the concept’s renewal and its connection 

with many scientific disciplines and categories. One of the strict guidelines for measuring this 

capital is its manifestation as an individual, company, regional or national and assesses its 

return in a future moment or period. As a result of the differences in the natural conditions and 

the degree of development of the human activity in different parts of the countries, they have 

formed regions with different economic development levels (Tanakov&Kazakova, 2018, 

p.515). This calls for the need for regional policy to overcome regional economic imbalances. 

 

2.  CONTEMPORARY ASPECTS OF REGIONAL HUMAN CAPITAL 

MANAGEMENT 

 

Significant structural changes in the world economy due to the growing role of scientific and 

technological progress for economic growth lead to a new approach to human capital analysis. 

 

The focus of developed countries' socio-economic policy at the beginning of the XXI century 

is increasingly shifting to investing and promoting human capital development. This fact is due 

to many factors, the main one being the increasingly important role that knowledge and 

technology play in economies' competitiveness. The investment in human capital itself affects 

several public sectors, mainly education, training, and science. They largely determine the 

competitiveness of the workforce and the achievement of sustainable economic growth. Thus, 

the elucidation of the role of education, health status, and lifestyle in the current permanent 

trend of globalization of the economy and the decisive penetration of information and 

communication technologies is usually argued with human capital theory. 

 

The opportunities and challenges for enhanced territorial governance in Bulgaria come to the 

fore. It is essential to define and understand the government's broader goals for regionalization 

and the country's path in the long run. Adopting a mechanism to ensure increased involvement 

at the regional level in the planning and implementation of regional policy actions can 

strengthen the regional dimension of development efforts. It can also lead to the creation of a 

critical mass of experts and administrative and technical capacity at the NUTS 2 level, which 

could pave the way for successful decentralization efforts in the foreseeable future 

(Nikolov&Lyubomirova, 2019).  

 

Human capital is a major driving force for the promotion of cultural heritage. Population 

policies are prepared in the interest of the public good and are designed to mitigate and, if 

possible, regulate perceived population problems by adapting population size and age structure 

to people's rights, needs, and aspirations. Good population policies require awareness of the 

issues involved and a consensus on the actions to be taken (Botseva, 2019, p.612). 

 

The workforce's educational and professional level determines the potential for regional growth 

regional development management, and it is essential to formulate goals and priorities 

following each of the region's specific needs and internal potential. A fundamental issue is how 

the state policy for regional development would support human capital's competitive 

advantages, a key sector for the regional economy. 
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Public institutions need to respond to current and future challenges by building competencies 

in the following way: hiring new workers, signing temporary services contracts with 

organizations or individuals, or training the current employees. Human Resource Management 

in public institutions should rely on human resource practices that provide efficient and 

effective working. Organizational success and overall work performance depend on employee 

engagement and discretionary effort. The employees are the most productive when they 

possess competencies, have access to available resources, proper organizational conditions, 

and career development opportunities (Chatleska, 2018, p.284). 

 

3.  ANALYSIS OF THE STRATEGIC FRAMEWORK FOR HUMAN CAPITAL 

DEVELOPMENT IN THE PLANNING REGIONS 

 

The complex strategic framework, through which the main priorities of the public policies for 

human capital development are implemented, comprises a package of political documents 

developed for the period 2021-2027. This paragraph aims to present how the government’s 

intentions to formulate precise mechanisms and tools to support human capital elements are 

inscribed in its specific regional dimension. 

 

The National Development Program: Bulgaria 2030 occupies a fundamental place, which 

defines the vision and general goals of development policies in all government sectors, 

including their territorial dimensions. One of the program’s key priorities is to increase the 

quality of human capital (National Development Program: Bulgaria 2030, p.9) through the 

formation of highly educated, innovative, and active individuals, able to realize themselves 

successfully as professionals and citizens. In this way, they are expected to contribute to their 

well-being and the sustainable development of all social spheres.  

 

Emphasis is placed on improving the health status of the population as a critical determinant 

of quality of life and as a necessary condition for its inclusion in employment and social activity 

(National Development Program: Bulgaria 2030, p.38). 

 

In the current planning period for strategic documents, Spatial and Regional Development 

strongly emphasizes their focus oriented towards “achieving balanced spatial development 

based on local potential and cohesion of the regions in territorial, economic and social aspects.” 

In this regard, the framework for strategic planning is the Updated National Concept for Spatial 

Development (2013-2025) and the Integrated Territorial Strategies for Development of 

Planning Regions (2021-2027) [1]. 

 

The National Concept for Spatial Development of Bulgaria, updated in March 2020, retains its 

role of spatial coordinator of the territory and sectoral policies’ processes but pays more 

attention to the planning regions, to the higher degree of manageability of their development. 

Through targeted, integrated investments, responding in line with the tendencies to strengthen 

European policies is regional and territorial dimension.  

 

The document’s analysis as opposing challenges highlighted “demographic stagnation and 

depopulation, expressed through prolonged population decline and depopulation, depopulation 

of peripheral areas, the emigration of mostly young and qualified personnel” (Updated National 

Concept for Spatial Development, 2019, p.55). This conclusion undoubtedly justifies the 

formulation of goals and priorities, focused directly on more effective support of human capital 

and human resources management. 
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The integrated territorial strategies for developing the planning regions in the period 2021-

2027 are strategic documents that define medium-term goals, priorities, and perspectives for 

sustainable integrated regional and local development on the territory of the respective 

planning region. These documents coordinate the sectoral strategies and documents at the 

regional level in economic development, health, education, science, social services, transport, 

water sector, energy, broadband communications, tourism, and environment and take into 

account their regional specifics and territorial dimensions. 

 

The author’s study showed that each integrated territorial strategy is directly related to 

activating and stimulating human capital development. The specifics and nuances arise from 

the peculiarities of the available demographic potential and needs of the respective territory 

population. 

 

For example, in the highest economic and social development of the South-West Planning 

region, the priority orientation is towards “preservation and development of human capital by 

ensuring access to quality services” (Integrated Territorial Strategy for Development of the 

South-West Planning Region, 2020, p. 151).  

 

The specific characteristics and significant differences between the areas in terms of human 

capital reproduction in the South-West region determine this priority’s important role. 

Improved quality and access to public services of paramount importance - health care, social 

services, active social inclusion of vulnerable groups, and effective implementation of the 

labor market lead to the preservation of regional demographic resources and improve the 

quality of life, social cohesion, and attractiveness for the residence of each territorial 

community. Highlights of the priority are: 

 education and training for a highly qualified workforce, 

 promotion of employment, 

 ensuring equal access to quality health services, 

 improving social services and social inclusion, 

 protection, 

 development and promotion of cultural heritage, 

 provision of quality public services. 

 

In contrast to the South-West region is the least developed North-West Planning region. 

However, the priority supporting the improvement of human resources is present by defining 

“preservation and development of human capital” (Integrated Territorial Strategy for 

Development of the North-West Planning Region, 2020, p.136). This priority is fundamental 

for the North-West region, which is characterized by some of the most unfavorable 

demographic trends and migration processes, and characteristics of human capital. Well-

planned investments in human resources are a powerful stimulator of growth, becoming 

increasingly important in national policy. The concentration of policies, activities, and 

measures for implementing this goal in the field of human resources development is justified 

by the need to address the identified, persistent problems in demographic and social 

development, which put the region at a disadvantage compared to other regions in the country. 

The priority activities are oriented towards expanding the access to quality education; 

achieving greater flexibility of the education system in response to changes in the labor market; 

creating conditions for quality employment, guaranteeing social inclusion; construction of 

adequate infrastructure for education and healthcare, sports, and cultural infrastructure; 

ensuring better health and cultural status of the population and improving social inclusion.  
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The focus of the second priority of the Integrated Territorial Strategy for Development of 

the North Central Planning Region is placed on developing human resources as the most 

important for the vitality and prosperity of the region. The emphasis is twofold: “development 

of human potential and achievement of social growth” (Integrated Territorial Strategy for 

Development of the North Central Region, 2020, p.139). Significant problems for the region 

are the negative demographic processes, especially in certain parts of its territory, the 

educational characteristics of a significant part of the population, the degree of satisfaction of 

the social needs of the population, the presence of pronounced interregional and intraregional 

differences in the conditions for human resources development. The priority activities are 

oriented towards expanding the access to quality education; achieving greater flexibility of the 

education system in response to changes in the labor market; construction of adequate 

infrastructure for education and healthcare, sports and cultural infrastructure; ensuring better 

health and cultural status of the population and improving social inclusion. 

 

The Integrated Territorial Strategy for the development of the North-East Planning 

Region states (2020, p.133) that “A key factor for the integrated development of the region is 

the preservation and optimal use of human potential by improving education, improving skills, 

ensuring equal access to quality health care and social services, and by raising the general 

cultural level, leading to the formation of an active, enterprising and well-educated civil 

society, with a clear vision and aware of its mission for the development of the region”. This 

argument again justifies the formulation of a priority aimed at improving human capital and 

ensuring equal access to education, healthcare, social services, labor market, as well as 

improving the quality of public services of paramount importance - health care, social services, 

and effective implementation of the labor market.  

 

The Integrated Territorial Strategy for Development of the South-East Planning Region (2020, 

p.153) also highlights a priority factor for the region's integrated development to improve the 

quality of human capital through improved education, health and social, cultural, and sports 

services. These pillars of regional prosperity are accompanied by increased attention to the 

territorial balance in their development and actions to improve the quality of the economic and 

social environment and the material living environment in the settlements and throughout the 

region.  

 

The measures envisaged in this priority aim to lead to better educational outcomes for learners; 

reducing early school leaving and raising the educational level of the population; increasing 

employment, especially youth employment, respectively reducing unemployment; better 

health care and a healthier lifestyle; improved educational, qualification and health 

characteristics of the workforce; higher productivity; poverty reduction, meeting the cultural 

and spiritual needs of the population. 

 

The overall goal of improving the quality of human capital has found its place in priorities 

given in The Integrated Territorial Strategy for Development of the South Central Planning 

Region (2020, p.139). Analyzes report problems with the shortage of qualified staff and 

entrepreneurial skills, which have different territorial intensities, as well as deficits in terms of 

the use of growth and competitiveness factors - research, technology and innovation, high 

value-added products, internationalization, and regional specialization according to the 

specifics of local potentials in the South Central region. To overcome these weaknesses to 

improve the quality of human potential, several specific goals can be identified, including good 

education, professional development and new knowledge; creating opportunities for 

professional employment; ensuring equal access to quality health services; equal access to 
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specialized long-term care and social inclusion; support for local cultural centers and protection 

of cultural heritage; improved access to sports and sports services. 

 

CONCLUSION 

 

The comparative analysis of the 6th Integrated Territorial Strategies for Development of each 

of the planning regions of Bulgaria allows to deduce several regularities: 

Firstly, one of the most critical factors in terms of their role in economic growth is the high 

quality of human capital. Unfortunately, the analyses consider the presence of specific alarming 

trends in the development of human potential in the country's regions. Not only is its number 

declining, but there are severe deficits in educational characteristics and skills. 

Secondly, the integrated territorial strategies for developing the planning regions address 

critical challenges related to the dynamics of global and regional processes and phenomena, 

which are the basis for the functioning of the respective region's natural and social system. 

Thirdly, human capital's most essential characteristics that increase its efficiency are 

knowledge, qualifications, and professional skills. In various forms, they are subject to future 

interventions in all planning regions. 

Fourthly, strengthening human capital and improving the quality of life lead to social cohesion 

and increase of the attractiveness for living in any territorial community. 

 

NOTE 

 

[1]  The Territorial Classification adopted by Bulgaria introduces three-level zoning 

corresponding to the NUTS 1, NUTS 2 and NUTS 3 territorial units’ requirements under 

Regulation (EC) No 176/2008. of 20th February 2008 amending Regulation (EU) No 

1059/2003 on the common classification of territorial units for statistics (NUTS- French 

origin: Nomenclature des unités territoriales statistiques) applied by EUROSTAT for the 

regions of the European Union. The 6th Planning Regions are NUTS 2 level territorial 

units. 
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Abstract: Unpredictable, complex and ambiguous business environments compel local and 

multinational companies to be more flexible and innovative in managerial practices. 

Nowadays managerial innovations (MI) are becoming a prevailing research area in 

management worldwide. This study investigates the key aspects of MI implementation in Russia 

from theoretical and empirical perspectives. The empirical study involved 1 025 employees 

from 791 companies operating in Moscow and the Moscow region as the major business 

centers of Russia. The results showed that companies operating in the Russian market base 

their decision to implement MI mostly on “proprietary investigation” (29% respondents). It 

was revealed that the major areas of MI implementation for such companies are “motivation” 

and “effective communication”, which are part of the “soft managerial practices”. Finally, 

the results of the study showed that in the majority of companies operating in the Russian 

market, the implementations of MI are made occasionally, without a systematic approach (39% 

respondents). 

 

Keywords: Implementation of managerial innovations, Key aspects of managerial innovations 

Implementation process, Management innovations, Managerial innovations process, Russian 

companies, Multinational companies. 

 

 
Introduction 

 

owadays the academic community devotes close attention to the research of 

managerial innovations’ implementation process (Khosravi, Newton, Rezvani, 2019; 

Zhang, Khan, 2019; Guzman, Espejo, 2019, etc.). Heij and Volberda state that 

management innovations are “a key moderator in explaining firms’ effectiveness in 

transforming R&D into successful product innovation” (Heij, Volberda, 2019, p. 277).  

 

The analysis of literature on managerial innovations based on the Scopus database showed a 

significant publication increase throughout the last decade (fig. 1). This increase is mainly 

driven by publications based research done in the US, China and the UK - the most dynamic 

economies in the world. 
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Figure 1. Number of publications on the topic of managerial innovations: SCOPUS database, 

2000-2019 

 
 

The definition of “managerial innovation” was firstly proposed by Kimberly as “any program, 

product or technique, which represents a significant departure from the state of the art of 

management at the time it first appears and which affects the nature, location, quality, or 

quantity of information that is available in the decision-making process” (Kimberly, 1981, p. 

86). Hamel proposed a simple but precise definition: “management innovation changes how 

managers do what they do” (Hamel, 2006, p. 75). 

 

A theoretical overview of related studies published during the last five decades allows to 

highlight two main processes of managerial innovations: 

1. The process of MI generation (Burns, Stalker, 1961; Duncan, 1976; Van de Ven, 1986; 

Roberts, 1988; Miron, Erez, Naveh, 2004; Damanpour, Schneider, 2006; Damanpour, 

Aravind 2011; Batkovskiy, Kalachikhin, Semenova, Telnov, Fomina, 2016; 

Omelchenko, 2017; Khosravi, Newton, Rezvani, 2019), 

2. The process of MI implementation (Van de Ven, 1986; Roberts, 1988; Damanpour, 

1991; Miron, Erez, Naveh, 2004; Damanpour, Aravind, 2011; Batkovskiy, Kalachikhin, 

Semenova, Telnov, Fomina, 2016; Omelchenko, 2017; Khosravi, Newton, Rezvani, 

2019). 

 

Within the framework of this paper, the authors investigate the process of MI 

implementation through its key aspects such as: decision’s background and major areas 

and frequency of MI implementation. The object of the study are MNCs and domestic 

companies operating in Russia. 

 

The article is structured in five sections. The first section presents the theoretical background 

of MI implementation process. In the second section, methodology and empirical databased 

are described. Key aspects of the MI implementation process analysis among multinational and 

domestic companies operating in Russia are given within the third section. The fourth part 

shows research strengths and further directions for MI implementation. The last section 

describes the most significant peculiarities of the MI implementation process among 

companies operating in the Russian market, showing the major outcomes of conducted 

research. 

 

Theoretical background 

 

The theoretical framework of this study is based on the three-stage bibliographic analysis of 

scientific literature: 

 

Step 1. By using keywords such as “Innovation”, “Management innovation”, “Managerial 

Innovation”, articles with the highest citation index within databases “Web of Science” and 
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“Scopus” were selected. The sampling period was not restricted. Key words have been selected 

based on the authors’ perception. 

Step 2. By using keywords “Organizational innovation”, “Administrative innovation”, 

“Innovation diffusion”, “Innovation Implementation” articles with the highest citation index 

within databases “Web of Science” and “Scopus” were selected. The sampling period was not 

restricted as well. Keywords have been selected based on the analysis of the articles from stage 

1. 

Step 3. By using keywords from stages 1 and 2, articles throughout period from 2014 to 2019 

with the highest citation index within databases “Web of Science” and “Scopus” were selected. 

As a result, 140 scientific publications were identified and analyzed for the period from 1975 

to 2019, covering citation indexes from 0 to 12 476 within the “Web of Science” citation 

database and from 4 to 2 185 within the “Scopus” database (fig. 2). 

 

Figure 2. Distribution of identified scientific publications by year 

 
 

The conducted theoretical research has revealed two main components of MI term definitions 

detected in scientific sources: 

 New managerial practices, processes, structures or techniques for the organization 
(Kimberly, 1981; Damanpour, Evan, 1984; Grebnev, 1985; Abrahamson, 1996; Titov, 

1998; McCabe, 2002; Birkinshaw, Mol, 2006; Hamel, 2006; Hamel, Breen, 2007; 

Birkinshaw, Hamel, Mol, 2008; Walker, Damanpour, Aravind, 2011; Damanpour, 

Devece, 2011; Evans, 2013; Volberda, Van den Bosch, Heij, 2013; Zhang, Khan, 2019; 

Ceptureanu 2019; Khosravi, Newton, Rezvani, 2019; Wang, Zatzick, 2019; Janka, 

Heinicke, Guenther. 2019), 

 Further organizational goals (Hamel, Breen, 2007; Birkinshaw, Hamel, Mol, 2008; 

Chechurina, 2010; Damanpour, Aravind, 2011; Safiulin, Maratkanova, 2011; Vaccaro, 

Jansen, Van Den Bosch, Frans, 2012; Volberda, Van den Bosch, Heij, 2013; Evans, 2013; 

Fartash, Davoudi, Baklashova, 2018; Zhang, Khan, 2019; Cho, Lee, Shin, 2019). 

 

Within the framework of this research, it is proposed to use the latest definition of managerial 

innovations as the process of implementation of management practices, processes, structures 

and techniques, which are new to the subject of implementation, defined by the level of 

analysis. The peculiarities of the developed definition in comparison to the existing 

understanding of managerial innovations are based on the exclusion of the two following 

components:  

 creation of something new to the state of the art, 

 advancement of organizational targets. 
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The first exclusion is based on the understanding that the newness of MI is a subjective 

characteristic of the innovation itself, depending on the level of analysis. A similar position is 

presented by Guzman and Espejo, who distinguished the managerial innovation process on 

business units’ (BU) level and pointed out that newness was the MI characteristic towards a 

specific BU (Guzman, Espejo, 2019). 

 

The argument for the second exclusion is that the advancement or the underachievement of 

organizational targets is the result of the MI implementation processes, which depends not only 

on MI per se but also on numerous other factors such as the external environment, motivation 

of employees, current priorities in organizational objectives etc. In this regard, including this 

component in the MI definition would associate the concept of managerial innovations with 

results of its implementation, which appears wrong. This position is related to the opinion 

mentioned in certain articles where the complexity of the MI implementation process and 

ambiguousness of its results are highlighted (Teece, 1980; Birkinshaw, Hamel, Mol, 2008). 

The conducted theoretical overview allows emphasizing two consequential sub-processes of 

the MI implementation process: 

1. The process of decision-making for the use of MI (Zaltman, Duncan, Holbek, 1973; 

Daft, 1978, Angle, Van de Ven, 2000; Damanpour, Schneider, 2006; Damanpour, 

Aravind, 2011; Omelchenko, 2017; Chung, Choi, 2018), 

2. Implementation of MI per se (Daft, 1978; Klein, Sorra, 1996; Angle, Van de Ven, 2000; 

Damanpour, Schneider, 2006; Damanpour, Aravind, 2011; Omelchenko, 2017; Chung, 

Choi, 2018). 

 

The second sub-process of MI implementation per se is the major research interest for this 

paper. Damanpour and Schneider state that decision making for MI implementation is finished 

when top managers decide to go ahead with the new idea and allocate resources to it 

(Damanpour, Schneider, 2006, p. 219). Conversely, the implementation in their opinion 

requires cooperation and commitment from non-managers (Damanpour, Schneider, 2006). 

Such position seems to be a development of the innovation implementation process described 

by Daft, who states that freedom and exposure of employees at lower organizational levels 

enable innovative ideas to enter the organization and be put forward. The leader role is to set 

innovation goals, encourage innovation initiatives from lower-level employees, and approve 

or disapprove innovation proposals (Daft, 1978, p. 194). 

 

Methodology and database of the empirical research 

 

Based on the results of the theoretical research, the authors consider the implementation of MI 

as a decision-making process for the adaptation and direct application of new management 

practices, approaches, processes and techniques within the organization. As the key aspects of 

MI implementation, the authors highlight the background for decision-making, areas of its 

implementation and frequency of MI implementation. These aspects characterize the major 

peculiarities of MI implementation process for companies operating in the Russian market.  

 

Three research questions have been developed: 

RQ 1: What is the background for decision-making of managerial innovations’ 

implementation? 

RQ 2: What are the major areas of managerial innovations’ implementation? 

RQ 3: What is the frequency of managerial innovations’ implementation? 
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In order to answer these research questions, the empirical study has been conducted in 2019-

2020 involving 791 companies operating in Moscow and the Moscow region being the major 

business centers in Russia (fig 3). Quantitative methods such as employee surveys have been 

used to gather the data (fig 4). 

 

Figure 3. Companies’ profile involved in the research 

 

 

 

 

 

 

 

 

 

 

 

Figure 4. Employees’ profile by job position and age 

 

 

 

 

 

 

 

 

 

 

 

Research findings 

 

The first part of the empirical research was focused on the background for decision-making 

of managerial innovations implementation (RQ1). The results obtained revealed that global 

and domestic companies operating in the Russian market base their decision to implement MI 

on “proprietary investigation”- 29% respondents, “benchmarking of best management 

practices”- 22% and “consulting services advice”- 20% (fig. 5). “Pilot usage” appears as the 

least significant reason for MI implementation decision-making among companies operating 

on the Russian market (12% respondents). Obtained data demonstrates that in the decision-

making process related to MI implementation global and domestic companies rely mostly on 

their own experience and resources. As for the interaction with the external business 

environment, it is mostly limited to local companies’ cooperation and usage of consulting 

services. Lack of widespread practices of interaction between Russian and multinational 

companies limits the understanding of world’s best practices in terms of MI implementation, 

which slows down the development of modern managerial practices in Russia. Very low 

significance of pilot usage as a background for MI implementation decision-making could be 

explained by the observation that Russian companies are more likely to implement the entire 

innovation or not to implement it at all. Such “all or nothing” approach increases the risks and 

impedes the process of MI implementation. Decisions made in this way affect the whole 

company or at least its significant part, which forces managers to perform a comprehensive 

analysis of MI implementation outcomes. 
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Figure 5. Background for decision-making of MI implementation for global and domestic 

companies operating in the Russian market 

 
 

Based on the gathered data an inverse correlation between grounding the decision for MI 

implementation on “consulting services advice” and on “pilot usage” was observed (Pearson’s 

index -0,72). This finding shows that pilot-usage reduces the necessity for external validation 

of decisions made, forming individual understanding of new managerial approaches and 

practices being implemented. In this respect pilot-usage as a background for MI 

implementation decision-making can not only leverage the risks of this process, but decrease 

requirements for external validation as well, which could be directly reflected on costs 

reduction. 

 

Areas of managerial innovations implementation (RQ2) were the focus of the second part 

of the conducted empirical research. Motivation (20%) and efficient communication (18%) 

were found to be the major areas for MI implementation (fig. 6). 

One of the main findings of this section was that companies operating in the Russian market 

focus more on motivation and internal communications, which belong to “soft managerial 

practices”. In this regard, two special aspects could be highlighted: 

1. Customer experience and process management are important, but not the most significant 

areas of MI implementation for companies operating in the Russian market, 

2. There is a lack of attention to managerial innovations in the negotiation process among 

companies, operating in the Russian market. 

 

Figure 6. Areas of managerial innovations implementation for global and domestic 

companies operating in the Russian market 
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These arguments highlight the finding that managers in Russian companies remain uninterested 

in the use of modern management technologies in commercial processes, such as customer 

experience and negotiations. This situation can generate significant obstacles for business 

development within competitive markets and business segments. 

 

Frequency of managerial innovations implementation (RQ3) was analyzed in the third part 

of the empirical research. 

Analysis of acquired data revealed that for majority of companies operating in the Russian 

market implementations of MI are made occasionally and “without systematic approach”- 39% 

respondents (fig. 7).  

 

Figure 7. Frequency of managerial innovations implementation in global and domestic 

companies operating in the Russian market 

 

 
 

Despite of the majority of Russian companies implementing MI without a systematic approach, 

a significant part of respondents mentioned the implementation being done on a systematic 

basis (28% of respondents) and nearly the same importance was shown for the answer “rare 

implementation of new practices” (24% of respondents). This data demonstrates contradictory 

trends in implementation of managerial innovations among companies operating in the Russian 

market, where the share of companies implementing new practices on a regular basis and the 

one with rare implementation are nearly identical. It is also worth mentioning that the lowest 

significance was observed for the answer “almost no implementation of new practices” (9% of 

respondents), which confirms the readiness of the overwhelming majority of companies 

operating in Russia to implement new managerial approaches and practices., However, 

implementations are mostly made occasionally and without a systematic approach for the time 

being. 

 

Future research  

 

The conducted research has some limitations that present opportunities for future studies on 

the MI implementation topic. The first research trajectory is the comparison of decision-

making backgrounds, areas and frequency of managerial innovations implementation between 

different types of companies. The second trajectory is related to the application of the case-

study method for best MI implementation practices. 

 

The study also entails practical implications. Global and domestic companies operating in the 

Russian market can compare their approach to MI implementations in terms of decision’s 

background, major areas and frequency. Such comparison can provide insights for the 

development of strategic capabilities for successful operation in Russian market. 
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Conclusion 

 

This research focuses on the key aspects of MI implementations in Russia from theoretical and 

empirical perspectives.  

 

The theoretical framework was based on the analysis of 140 scientific publications for the past 

45 years with high citation indexes within “Web of Science” and “Scopus” databases. The 

authors considered the implementation of MI as a decision-making process for the adaptation 

and direct application of new management practices, approaches, processes and techniques 

within the organization. The decision background, areas and frequency of MI implementation 

were selected as key research questions for the MI implementation study.  

 

Seven interesting findings emerge from the empirical part of the research, which was based on 

the survey of 1,025 employees from 791 companies operating in Moscow and the Moscow 

region: 

 Companies operating in the Russian market base their decisions related to managerial 

innovations implementation mostly on proprietary investigation (29% of the 

respondents); 

 The absence of widespread interaction practices between Russian and multinational 

companies limits the understanding of world’s best practices in terms of MI 

implementation, which impedes development of modern managerial practices in Russia. 

 Very low significance of pilot usage as a background for MI implementation decision-

making (12% of the respondents) shows that Russian companies are more likely to 

implement the innovation entirely or not to implement it at all. Such approach increases 

the risks and slows down the process of MI implementation. Decisions made in this way 

affect the whole company or at least its significant part, which forces managers to make 

a comprehensive analysis of MI implementation outcomes. 

 Pilot-usage requires less external validation for the decision-making. In this respect pilot-

usage as a background for MI implementation decision-making can not only leverage the 

risks of this process, but also decrease a necessity for external validation, which could be 

directly reflected on costs reduction. 

 The major areas of MI implementation among companies operating in the Russian market 

are motivation and effective communication (20% and 18% of the respondents 

respectively), which belongs to the “soft managerial practices” category. 

 Managers of Russian companies remain uninterested in the use of modern management 

skills such as negotiations (8% of the respondents), which could create significant 

problems for business development within competitive markets and business segments. 

 The majority of companies implement new managerial approaches and practices 

occasionally, without a systematic approach. 

 Finally, managers could use key findings and practical implications presented in this 

article to gain new insights on the strategic capabilities’ development. 
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Abstract: Golden parachutes represent one of the preventive defence antitakeover measures 

based on which contracts are concluded with the engagement of team of managers of the target 

company, promising them the payment of profitable compensation in case of occurrence of 

transactions related to takeover of control (purchase of a certain percentage of shares or direct 

offer to shareholders for a certain percentage of company shares). Contract rights called the 

golden parachutes are activated by the creation of one or more alternative events, or 

"triggers." 

(Un)intentional incorrect application of the golden parachutes may have not only significant 

negative consequences on the future performance of companies, but it can also deter potential 

investors from the decision to invest their capital in companies that have entered into such 

agreements with the engaged team of managers. Numerous cases of incorrect application of 

the golden parachutes can be found in the former socialist countries, as well as in the countries 

that emerged from the dissolution of Yugoslavia. 

 

Keywords: Antitakeover defences, Preventive measures, Golden parachutes, (Ab)use. 

 

 

INTRODUCTION 

 

he ‘hostile takeovers’ term was introduced during the 1980s, to explain the merger and 

acquisition processes in which there is no consent of the shareholders and/or the 

management of the prospective target corporations with the transaction proposed by the 

acquirer. On one hand, such situations forced the acquirers to develop certain takeover tactics, 

whereas, on the other hand, the target corporations were forced to develop measures to help 

them maintain their independence. The golden parachute represents one of the relatively 

broadly implemented measures, both in corporations in the countries with the developed 

market economy, and in corporations in the countries formed after the dissolution of the so-

called Socialist Bloc and/or countries formed after the dissolution of the former SFRY. The 

essence and characteristics of this antitakeover defence, and some of its (ab)uses typical for 

our region will be further discussed in this paper. 

 

ANTITAKEOVER DEFENCES 

 

Many antitakeover defences were developed by the US investment banks in the 1970s and 

1980s. The defences were used even by the companies in Germany and France that are wary 

of belligerent corporations. For example, together with J. P. Morgan, Deutsche Bank, the 

Daimler-Chrysler investment bank, took part in the development of the defence strategy of the 

aforementioned company at the beginning of 2001 (Sudarsanam, 2003, p. 466). 
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The dilemma whether the corporation managers actually act as true agents of the owner, trying 

to generate satisfactory revenue for the shareholders, or they manage the corporation in order 

to realize their own interests (target function) is fully expressed when it comes to the adoption 

and implementation of antitakeover defence measures.3 On one hand, supporters of 

implementation of antitakeover defence measures by the target corporation management point 

out that the resistance to takeover will increase the amounts of compensation the acquirer offers 

to the target corporation shareholders, which de facto is in the interest of the (co)owners 

(hypothesis on protecting the interest of shareholders).4 On the other hand, the opponents of 

adoption and implementation of antitakeover defence measures emphasize the protection of 

interests of target corporation management and their status, position and privileges they have 

(hypothesis on preservation of managerial chairs) (Bragg, 2014, p. 122).5 

 

The fact that the managers not only manage, but frequently (co)own the companies they are 

tasked with managing impacts their conduct with hostile offers, as the intensity of their 

resistance to takeover is significantly lower in the situations when their share in the target 

corporation capital is significant. This happens because the managers expect that they will be 

able to cover the negative consequences occurring after takeover of the company they manage 

(loss of job and/or loss of status and privileges) with the premium paid by the acquirer above 

the prevailing market price of the target company shares. Contrary to that, the intensity of the 

resistance will be higher in the situations of a lower ownership share of the existing target 

corporation management, so the loss caused by the loss of job and status cannot be completely 

covered by the premiums obtained in case of a takeover (Ruback, 1988, p. 53). 

 

From the point of view of the shareholders of both companies engaged in a transaction, 

particularly the target corporation shareholders, the managers need to try “to resists the offer 

to the point where the premium will be increased to the maximum, without endangering the 

chance to realize a successful transaction.“ (Sudarsanam, 200, p. 507) 

 

There are numerous antitakeover defence measures, and different authors classify them in 

different ways.6 For example, the most frequently used one is the division of all measures 

                                                           
3  For more details on agency issues, see: Predić, B., Ivanović-Đukić, M., “Metod za rešavanje agencijskog 

problema,“ Ekonomske teme, 1/10, Ekonomski fakultet, Niš, str. 1-12, Radović, V., “Uticaj agencijskih 

problema na pravo akcionarskih društava i korporativno upravljanje,“ u: Vasiljević, M., Radović, V., 

(urednici), Korporativno upravljanje, Zbornik radova, Pravni fakultet, Beograd, 2008., str. 235-65.  
4  Apart from the assumption that the resistance to takeover will increase the price the prospective acquirer 

offers to the target corporation shareholders for their ownership shares, the frequent argument for the 

implementation of antitakeover measures is the existence of the hidden values that the target corporation 

owns, that are not available to the public (plans, strategies, ideas, patents, etc.), as well as the perception of 

managers that the company they manage is underestimated by the securities market. According to Ruback, 

R. S., “An Overview of Takeover Defenses,“ in Auerbach, A. J. (ed.), Mergers and Acquisitions, National 

Bureau of Economic Research, The University of Chicago Press, Ltd., London, 1988., p. 51. 
5  The author emphasizes two basic reasons to oppose the takeover bids: valuation, or sale of target company 

shares at higher price, or generating higher revenues in future by implementing the strategy to be developed 

by the existing management; and the power, reflected in the desire to defend the position held by the 

existing management in the attacked target company. 
6  For more details on antitakeover defence measures, see: Bragg, S. M., op. cit., p. 122-9; DePamphilis, D. 

M., Mergers, Acquisitions, and Other Restructuring Activities, Eighth edition, Academic Press, San Diego, 

2015., p. 108-23; Đorđević, S. M., Poslovne kombinacije – Računovodstveni aspekt, monografija, 

Ekonomski fakultet Priština-Kosovska Mitrovica, 2007., str. 93-107; Gaughan, P. A., Mergers, 

Acquisitions, and Corporate Restructurings, Sixth edition, John Wiley & Sons, Inc., New Jersey, 2015., p. 

189-247; Ruback, R. S., op. cit. 53-65; Sudarsanam, S., op. cit., p. 507-23. 
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depending on whether they have been adopted in order to defend the target company from a 

takeover attempt, the target company has already been attacked, or it has already received a 

takeover offer, and it is forced to defend through the implementation of appropriate measures. 

In this regard, all the defence measures can be divided into: 

 Preventive, preparatory, strategic, pre-bid or pre-offer defences – the essence of which is 

reflected in attempts to deter the prospective acquirers from attempting to attack the target 

corporation. The most frequently mentioned antitakeover defences are the following: 

corporate charter amendments, poison pill, golden parachutes, and many others, and 

 Active, reactive, tactical, post-bid or post-offer defences – a reaction of target corporation 

management and shareholders to the already sent takeover bid. The most significant 

active measures are: greenmail or targeted share repurchase, white knight, capital 

structure changes, litigation, and counter-tender offer or Pac-Man defence.  

 

We will try to explain the essence of the golden parachutes in more detail below, as we believe 

it is one of the most significant preventive measures of antitakeover defence. We will then 

present certain specificities of the (un)intentional abuse of the golden parachutes in the 

Republic of Serbia, and the neighbouring countries (the Republic of Croatia). 

 

PREVENTIVE ANTITAKEOVER DEFENCE MEASURES  

 

The prospective target corporation attempts to deter possible acquirers from a possible takeover 

in many ways. Different authors usually use the same names, although they classify them in 

different ways, but there are attempts to rename certain preventive defence measures.7 For 

example, Sudarsanam divides the preventive defence measures into internal and external 

(Sudarsanam, 2003, p. 507-8). Internal defence measures are the actions or decisions resulting 

in the change of internal structure or nature of business of the prospective target corporation. 

External defence measures are the actions aimed at impacting the perception of possible 

acquirers on the adopting company, as well as providing early warning signals on prospective 

acquirers. On the other hand, Bragg classifies all preparatory or preventive measures into four 

separate groups, depending on whether they impact certain integrative processes of the target 

corporations (preparatory defences - acquisitions), they are focused on installing or complying 

with certain legal regulations (preparatory defences - legal), they impact a significant change 

of the target corporation financial structure (preparatory defences - financial) or they are 

focused on changes in the production process (preparatory defences - operational) (Bragg, 

2014, p. 123-6). Gaughan mentions an interesting observation, stating that the adoption and 

implementation of defences seems like “building the walls of a house, as higher and more 

resistant ramparts need to be built time after time, as the attackers (the acquirers – authors’ 

note) ... dedicate a lot of time to overcoming these obstacles.“ (Gaughan, 2015, p. 189-247) 

Without trying to accept any of the aforementioned divisions of antitakeover preventive or 

preparatory measures, we will further elaborate only on the golden parachutes, noting that the 

companies simultaneously use several measures to make their attempts of defence as successful 

as possible (Brealey, Myers, & Marcus, 2007, p. 586-8).8 

                                                           
7  For example, some authors consider all preventive antitakeover defences aimed at making the target 

company shark repellent, whereas others believe that the adoption of the amendments to the corporate 

articles of association actually represents the defence measure to make the company shark repellent and 

help deter the sharks from attempting to attack attempts.  
8  There are numerous examples to support the aforementioned statement on the implementation of several 

defence measures that would lead to withdrawal of bidder, or sending an offer to target corporation 

shareholders and management to meet their interests. One of them is the example of Oracle that managed 

to gain control over PeopleSoft only after struggling for 18 months (6 June 2003 -13 December 2004). 
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GOLDEN PARACHUTES 

 

The essence of a preventive antitakeover defence called the golden parachute is concluding the 

contracts stipulating the rights of an engaged team of managers of the prospective target 

company and guaranteeing the payment of profitable compensation in case of occurrence of 

transactions related to takeover of control (buyoff of a certain percentage of shares or direct 

offer to shareholders for a certain percentage company shares). The fact that there are 

alternative events that may cause the implementation of this agreement made the difference 

between the golden parachutes that may be caused by a single “trigger”, and those that may be 

caused by a double “trigger.” The parachutes that may be caused by a double “trigger” are 

more efficient, whereas those caused by a single “trigger” are thought to be related to the rights 

that the employees and/or the members of the board of directors and the engaged team of 

managers grant themselves, without the shareholders’ consent, representing one of the most 

flagrant examples of unlawful acts in a modern takeover age (Gaughan, 2015, p. 488). 

As well as all other defences, that apart from being illegitimate are also considered to be 

designed to protect the interests of the engaged team of managers, the golden parachutes have 

their own supporters and critics. The pro et contra attitudes about the adoption of agreements 

called the golden parachutes can be summarized in the following manner (Radović, 2008, p. 

42-5). 

 

The author specifies the following reasons justifying the introduction of the golden parachutes: 

 Promising high compensation in case of control change represents a wish to attract and 

retain qualified and competent individuals, able to lead a company in the most preferable 

direction; 

 High compensation in case of control takeover represents a way of equalization of 

interests of shareholders and board members after the takeover procedure initiation; 

 The golden parachutes increase the negotiating power of the management, leading, as a 

rule, to higher premiums of the target company shareholders, and  

 The results of several empirical researches confirm the justification of the introduction of 

golden parachutes because of the following reasons: there is a positive correlation 

between the golden parachutes and takeover activity; the market price of shares of the 

corporations that adopted this kind of plan increases by an average of 3% after the 

disclosure, and the amount of compensation promised to the engaged team of managers 

is in direct proportion to the amount of the takeover premium.9 

 

The opponents of the implementation of golden parachutes as an antitakeover defence present 

the following arguments: 

 High compensation promised encourage board members to initiate takeover of the 

company they manage, even in cases when it is not economically justified, or in the best 

interest of shareholders. As the right to compensation arises from the control takeover, 

the management will be interested to enable the takeover, particularly in cases when the 

compensation earned on the basis of golden parachutes is higher that the difference of the 

anticipated compensation in the target corporation and the compensation on the basis of 

future earnings in another corporate entity; 

                                                           
9  For more details on the impact of golden parachutes on share price see: Lambert, R. A., Larker, D. F., 

“Golden Parachutes, Executive Decission Making an Shareholders Wealth,“ Journal of Accounting 

Economics 7, 1985., p. 179-203; Machlin, J., Choe, H., Miles, J., “The Effects of Golden Parachutes on 

Takeover Activity,“ Journal of Law and Economics 36, 1993., p. 861-76. 
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 Introduction of golden parachutes is counterproductive, as it mostly includes rewarding 

the poor management (Lukić, 2020.).10 That is why there are suggestions that, in case of 

control takeover, the condition for payment of compensation to the engaged team of 

managers should be that over the past several years the corporation has not operated 

below that industry’s average; 

 Instead of giving the total amount of takeover premium to the target corporation 

shareholders, one of its parts would thus be redirected to the golden parachute holders, 

and  

 High compensation to the golden parachute holders exclusively serves the interest of the 

management and board members (hypothesis on preservation of managerial chairs), 

making the position of the director untouchable and inviolable. That is why the opponents 

frequently call this defence measure ’golden handcuffs’, as it ties the hands of a company, 

giving a great freedom to their holders. 

 

The dissolution of Yugoslavia and the transition of the so-called Socialist Bloc of Eastern 

European countries from the planned and controlled to the market economy resulted in the 

development of the corporate forms of company organizing, and use of experience related to 

takeover tactics and/or antitakeover measures implemented by the corporations in the countries 

with the developed market economy. The lack of experience, or the intent to acquire certain 

unlawful benefits enabled conclusion and activation of the arrangements with an engaged team 

of managers even in the situations that, to say the least, had no relation with the intent to acquire 

or takeover the control over such companies, as those companies were mostly owned by the 

state. The following examples of the (un)intentional incorrect application support the critics of 

the golden parachutes, as there are several sources11 of texts claiming that some discharged 

directors and/or board members of both corporations and state-owned companies secured the 

mentioned rights for themselves, and in the developed market economy countries, those rights 

are usually granted to the directors of world-renowned corporations.  

 

The first two mentioned texts refer to the application of the golden parachutes in NIS. The first 

text “Not employed, but earning EUR 5,000!“ emphasizes that the “golden parachute 

managerial contract is usual in the largest and most successful global companies. These 

contracts protect the interests of managers on the highest positions even after the termination 

of their employment. At the same time they are protecting interests of the companies, as the 

managers may not transfer to another competitor in that period.“ Regardless of the fact that 

NIS is basically a state-owned company that almost holds a monopoly in the Republic of 

Serbia, its directors provided golden parachutes for themselves, so that “for two years after 

leaving their positions they will earn huge salaries on the basis of managerial contracts equal 

to the contracts of the directors of the largest global corporations like Sony, Toyota,...“12 

 

The “Managerial contracts: “Golden parachutes“ in a state-owned company, too“ article deals 

with the “case“ of the former director of the Novi Sad Fair, Dragan Lukač. His managerial 

contract specified that his salary would be “the fantastic EUR 2,600 in RSD equivalent 

                                                           
10  “These are the multimillion-dollar severance pays to managers leaving the companies after destroying 

them. The bosses do not want to accept the failure and therefore scare the shareholders, so they bribe the 

managers to leave because of “personal reasons”.” 
11  For more details, see the following articles: “Ne radi, a zarađuje po 5.000 evra,“ (www.pressonline.rs, 

accessed on 10 November 2020), “Šeik od NIS-a,“ (www.politika.rs, accessed on 10 November 2020),  

“Menadžerski ugovori: “Zlatni padobran“ i u državnoj firmi,“ (www.bizlife.rs, accessed on 10 November 

2020).   
12  www.pressonline.rs, accessed on 10 November 2020  

http://www.pressonline.rs/
http://www.politika.rs/
http://www.bizlife.rs/
http://www.pressonline.rs/
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according to the middle exchange rate of NBS, and the “golden parachute“ will be “activated“ 

if the Supervisory Board discharges the director out of any reason.“ In case of discharge, the 

director would be entitled to the compensation in the amount of 12 gross salaries, to be paid in 

full to the discharged director within no more than 30 days from the date of termination of the 

directorial office. It would be interesting to mention that the director provided such benefits for 

38 working hours a week, less than full-time working hours, as he simultaneously performed 

the function of the president of the Regional Chamber of Commerce.13 

 

We found similar examples in the Republic of Croatia, too. Last year, the Croatian Association 

of Journalists (HND) protested against the fact that Goran Radman, former director of the 

Croatian Radio Television (HRT), prepared the golden parachutes for the selected managers 

and editors, ensuring a preferential status. The statement of HND claimed, among other, that 

the “special agreements for the selected editors and managers of HRT are unacceptable, as no 

criteria were published, and the agreements were made before the announced systematization 

of the jobs entered into force“ and invited the colleagues who were granted golden parachutes 

in accordance with the director’s criteria not to sign such agreements, and that such a move 

would be the only “moral and ethical act, not only to the colleagues, but more importantly, to 

the public.“14 There is also an interesting text about the discharges of the president and two 

board members of the Hrvatske autoceste road company. The discharged managers will cost 

this company more than one million HRK, on the basis of rights arising from their contracts, 

although their discharge is not related to takeover, but to the unlawful acts (adverse contracts 

on tunnel painting; fictive employment; purchase of luxury cars for the company, etc.) 

(Pandžić, 2020.). 

 

We would like to conclude the discussion about the golden parachutes with the statement that 

“they do not represent efficient means against takeovers, and that together with other measures, 

they may play a deterrent role.“ (Gaughan, 2015, p. 490) 

 

CONCLUSION 

 

The development of measures against the takeover implemented by the prospective target 

companies is the consequence of the development of new and more sophisticated takeover 

tactics used by the acquirers. The preventive takeover defence called the golden parachute 

represents one of the most significant, efficient and frequently used measures, even in the 

companies operating in the countries that do not have sufficiently regulated and developed 

corporate control markets. Establishing and complying with the system of values characterized 

by ability and competence, and not only political party affiliation, nepotism and other 

anomalies, will probably contribute to overcoming of issues occurring in the implementation 

of this measure in the companies and state-owned enterprises in former SFRY countries. 

Regardless of all deficiencies in the implementation of the golden parachute method in our 

conditions, we believe that the inclusion of this corporate governance mechanism is positive, 

and that the mentioned irregularities and (ab)uses in its implementation will be eliminated over 

time. 

 

  

                                                           
13   www.bizlife.rs, accessed on 10 November 2020 
14  According to “Nedopustivi su „zlatni padobrani,“ posebni ugovori za odabrane urednike i rukovoditelje na 

HRT-u,“ (ezadar.rtl.hr, accessed on 10 November 2020). 
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Abstract: Digital marketing enables companies to be virtual, in relation to customers. Modern 

working conditions require skillful and knowledgeable digital managers, developed 

competence, as well as great motivation for lifelong learning. 

Digital marketing managers collect potential customers’ data, conduct online research and 

direct development, implementation and management of online campaigns that promote a 

particular company and its products or services.  

This paper will give a deep insight into the competence of digital managers as a result of an 

acquired degree in this field or as a result of additional courses, training and online activities 

of a determined person.  

The combination of both alternatives is a third option that contributes to the goal of the 

scientific proof in the paper. 

 

Keywords: Competence, Digital marketing, Manager. 

 

 

INTRODUCTION 

 

he transfer of theoretical working knowledge into practical knowledge stresses the need 

for a workforce that not only possesses specialized knowledge relevant to the work post 

but will also possess developed generic knowledge and skills in order to adapt to new 

technologies and change the reality into which it manifests itself. Today, within the frames of 

digital age, more than ever, it is of crucial importance for all employees in organization to 

receive high quality education and training in order to be equipped with key competencies 

needed to be virtual in relation to users. Digital marketing is a form of marketing promotion 

and sales of goods and services on the Internet. It represents a process of utilizing a range of 

network marketing channels such as search engines, social media networks and e-mail to reach 

the target audience. 

 

Digital marketing managers collect details for potential clients, conduct online research, are 

responsible for the development, implementation and management of online campaigns that 

promote a particular company and its products or services. 

 

The contemporary working conditions require digital managers to have considerable 

knowledge and skills, developed competencies, as well as great motivation for lifelong 

learning. In the Key Competencies For Lifelong Learning - A European Reference Framework 

(2007), competencies are defined as “a combination of knowledge, skills and attitudes relevant 
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to the context. Key competencies are those that each individual needs for personal fulfilment 

and development, active citizenship, social inclusion and employment." 

 

DEVELOPMENT OF KEY COMPETENCIES THROUGH NON-FORMAL AND 

FORMAL EDUCATION 

 

In accordance with a large number of international studies, "competencies" are most often 

defined as a combination of knowledge, skills and attitudes that will be the basis for personal 

development and fulfillment, for active citizenship and inclusion, as well as for employment.3 

People should develop their competencies throughout their lives. The foundations of lifelong 

learning will be laid during the basic upbringing and education which should help the students 

to acquire the key competencies and to enable them to live in the modern society. The 

competencies framework should be observed from a long-term perspective. At the European 

level, it will move towards identifying a balanced list of key competencies that will be 

necessary for: 

1. Self-realization and development throughout life (cult capital). Key competencies must 

enable individuals to realize individual goals based on personal interests and aspirations 

and with a desire to continue lifelong learning,  

2. Active civic awareness and involvement i.e. social inclusion (social capital). Key 

competencies should enable each individual to participate in society as an active citizen,  

3. The ability for employment (human capital). Capacity building of each person to find a 

decent job in the labor market.4   

 

Key competencies are a transferable, multifunctional package of knowledge, skills and 

attitudes that are necessary for all, for personal realization and development, inclusion and 

employment. They should be developed by the time compulsory education or training ends and 

should be the basis for further learning as part of lifelong learning.5  

 

When we talk about learning, without exception, we concentrate on the processes that take 

place in schools and universities. However, a significant part of the process of acquiring 

knowledge takes place outside the classrooms, i.e. outside the formal education system. 

UNESCO defines the term education as any deliberate and systematic activity designed to meet 

the learning needs, including what in some countries is referred to as cultural activity or 

training.6 The main goal of this education/learning is to acquire competencies for a job.  

 

Formal education is a systematic, organized educational process based on a defined educational 

model and established educational levels and subsystems. This type of education is structured 

and administered according to a given set of laws and norms, based on the presentation of a 

rather inflexible program in relation to the goals, contents and methodology, which must 

include the teacher, the student and the institution. For the completion of levels of formal 

education, one receives a certificate as a document that ensures continuing the education at 

higher education level (certificate for completed primary education and enrollment in 

                                                           
3  Rizova, E. (2015), Lifelong learning (internal material), Skopje: Faculty of Philosophy, p.17 
4  European Commision.(2004). Key competences for lifelong learning, European reference framework, 

implementation of "Education and training 2010" work programme, Brussels, p.3. 
5  Pandilovska, S. (2011), Key Competences for Lifelong Learning in the Context of Secondary Education 

(doctoral thesis), Skopje: Faculty of Philosophy, p.16 
6  https://nfoaktiv.wordpress.com/2010/06/10/ 
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secondary education), i.e. a diploma for completed education which enables entry into the labor 

market or continuation at higher levels of education.7 

 

Informal education was defined by UNESCO in 1972 as "educational activity, outside the 

formal system, which aims to meet the needs of users, but also the goals of learning." Today, 

informal education and learning become a necessity as it enables adults and young people to 

keep up with the development of society and compensates for what lacks in formal education 

and learning. 

 

Lately, the importance of recognition and validation of competencies in a larger number of 

European countries has been increasingly emphasized. People often start a certain learning 

process and then abandon it. During that time, they acquire certain knowledge and skills, which 

are lost in the space of educational abstinence. Young people and adults acquire knowledge 

and skills in a formal, informal and non-formal way. Significant funds, energy and time are 

invested in this process, which are not evaluated and which do not enable meeting of the formal 

conditions for employment and/or work. Such a reality, that knowledge and skills are created 

outside formal education and training, has caused almost all countries in Europe to develop 

legal provisions for their recognition, regardless of whether they are acquired in formal, 

informal or non-formal ways. Such a policy encourages employment and inclusion, while 

strengthening the self-confidence of individual users. On the other hand, the new framework 

for the recognition of informal learning requires reforms to introduce a quality assurance 

system and strengthen the necessary trust: to build new forms of competency-based assessment 

and flexible and modularized training, and to empower individuals and institutions who are 

prepared to participate in and benefit from this new paradigm. 

 

COMPETENCIES OF MARKETING MANAGERS IN THE DIGITAL AGE 

 

One of the most dynamic fields within the management arena in which the market continuously 

presents new challenges, and to which companies must respond, is strategic marketing. 

Therefore, it is not surprising that new market ideas are constantly on the surface to meet new 

market challenges. The marketing strategy is a long-term plan to achieve the goals of the 

organization. 

 

The evolution of strategic marketing as a field of study over the past few decades can be seen 

as a set of perspectives, paradigms, theories, concepts, frameworks, principles, methods, 

models and parameters of a number of related study areas. Until today, this field is expanding. 

A digital marketing strategy provides the owners of organizations with the best chances for 

competition, survival and even business growth. Digital marketing encompasses all marketing 

efforts using electronic devices or the Internet. Businesses use digital channels such as search 

engines, social media, e-mail and other websites to connect with current and potential clients. 

 

Within each organization, there should be a management team that will work effectively on the 

way of developing and implementing and realizing functional digital marketing strategies. 

 

A team that will be responsible for developing, implementing and overseeing long-term digital 

marketing campaigns, as well as short-term advertising techniques. Being skilled in improving 

brand awareness, increasing website traffic and generating sales leaders is just some of the 
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knowledge that must be possessed. The digital marketing manager oversees the marketing team 

and provides support in several areas, such as: 

 Identifying and testing new digital platforms and tools; 

 Using web analytics tools to track site traffic; 

 Optimizing marketing campaigns, including e-mail marketing, social media marketing 

and digital advertising; 

 Monitoring consumer behavior. 

 

Today, in this dynamic labor market society, apart from diplomas, certificates and 

qualifications are an important reference for digital marketing managers. Knowledge, skills, 

abilities are the most important thread they need. In terms of soft skills, digital marketing 

managers need to: 

Think strategically - This skill involves understanding customers, i.e. directing, advertising 

and optimizing campaigns. 

Manage time - Digital marketing managers need to create a system for timely task completion. 

Communicate - Digital marketing managers must possess powerful, clear and concise 

communication skills to succeed in their field. A qualified communicator uses features such as 

active listening, positivity and patience, as well as verbal and written communication skills. 

Possess interpersonal skills - These skills are often a combination of written and verbal 

communication aimed at facilitating clear, respectful communication with the media, sales 

leaders, colleagues and customers. 

Acquire technical skills - Digital marketing managers must keep pace with the forms of 

technology they use in a daily set of tasks. They must acquire the technical skills to use the 

equipment, software and online platforms needed to carry out their work effectively. 

 

Digital managers need to be adaptable, interested in learning new digital techniques, innovative 

in their work and following trends, be leaders, take initiatives, be creative problem solvers and 

be focused on doing business. 

 

CONDUCTED RESEARCH  

 

For the purposes of the research, the test method has been used. That is, as a technique, a survey 

has been conducted with a structured questionnaire. 30 managers in organizations from 

different industries and sectors in the Republic of North Macedonia have been surveyed in 

order to determine how formal and informal education affect the competencies of digital 

marketing managers. The analysis of the obtained data from the questionnaires has been 

processed in the statistical software package SPSS Statistic and a discriminatory non-

parametric procedure has been used, i.e. χ2 test to determine the quality of eligibility 

(deviations from the expected and observed statements frequencies). 

 

According to the results obtained from the conducted research on the attributive indicators, 

deviations have been determined, i.e. statistically significant differences in three indicators, 

and they have not been observed only in one, indicated by the obtained values: 

 

 Formal education, with Sig. = .001; 

 Informal education, with Sig. = .000; 

 Digital trends, with Sig. = .000; 

 Digital platforms and tools, with Sig. = .238; 
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Table 1. Formal education VAR00001 

 Observed N Expected N Residual  VAR00001 

1,00 29 18,6 10,4 Chi-Square 18,129a 

2,00 20 18,6 1,4   

3,00 15 18,6 -3,6   

4,00 5 18,6 -13,6 df 4 

5,00 24 18,6 5,4   

Total 93   Asymp. Sig. ,001 

 

Table 2. Non-formal education VAR00002 

 Observed N Expected N Residual  VAR00002 

1,00 10 13,0 -3,0 Chi-Square 20,462b 

2,00 9 13,0 -4,0   

3,00 17 13,0 4,0   

4,00 25 13,0 12,0 df 4 

5,00 4 13,0 -9,0   

Total 65   Asymp. Sig. ,000 

 

Table 3. Digital trends VAR00003 

 Observed N Expected N Residual  VAR00003 

1,00 1 10,3 -9,3 Chi-Square 36,065a 

2,00 4 10,3 -6,3   

3,00 25 10,3 15,7 Df 2 

Total 30   Asymp. Sig. ,000 

 

Table 4. Digital platforms and tools  VAR00004 

 Observed N Expected N Residual  VAR00004 

1,00 8 13,5 -5,5 Chi-Square 4,222b 

2,00 17 13,5 3,5   

3,00 17 13,5 3,5 df 3 

4,00 12 13,5 -1,5   

Total 54   Asymp. Sig. ,238 

 

CONCLUSION 

 

The significance of this research can be seen through several theoretical and practical aspects. 

The theoretical significance can be seen precisely through the research so far that emphasizes 

the importance of the competency building process itself with digital marketing managers. 

 

The direct application of the data from the research gives us the opportunity to conclude that 

digital marketing managers, in addition to formal education, acquire skills and competencies 

for digital trends mostly in informal education. The majority attend digital training, and some 

need to attend it more actively to acquire greater competencies in using equipment, software 

and online platforms and tools needed for effective work performance. 

 

Digital marketing is an innovative concept of the 21st century. Through this form of marketing, 

many products and services are promoted through the use of distribution data base driven 
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network channels to reach customers in an appropriate, relevant, individual and profitable 

manner. 

 

The competencies of a digital manager are not only a result of the degree obtained in this field 

but also a result of additional courses, training, internet optimization activities, analytics, 

advertising, business practices, social media, e-mail marketing, web development and writing 

texts. 

 

Digital marketing managers are responsible for developing and overseeing Internet marketing 

strategies, ranging from small startups to large organizations. They are responsible for 

overseeing projects and ensuring that digital marketing campaigns run smoothly from start to 

finish, and are a key point of contact for customers. 
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Abstract: Given the fact that we are in a time of uncertainty, when we cannot predict how a 

coronavirus-induced pandemic will affect community life, socially responsible behaviour as 

well as the impact of socially responsible marketing come to the fore in particular. The goal of 

socially responsible marketing is to educate and take actions that will positively affect the 

change of behaviour, and all participants from business entities to individuals must be aware 

of their responsible behaviour towards themselves and others in order to improve well-being 

and benefit the society we live in. 

The paper presents models of socially responsible marketing communication in the "new 

normal" as well as their impact on raising awareness of responsible behaviour and the 

adoption of new habits among consumers. 

 

Keywords: Responsible behaviour, Social responsibility, Marketing communication, “New 

normal”. 

 

 

1.  INTRODUCTION  

 

t the beginning of the year, no one could have imagined that a pandemic of COVID-

19 disease caused by coronavirus would completely change the way of doing business, 

as well as the lifestyle people were used to. We followed what was happening in the 

world and thought it was happening to someone else so it will bypass us. But then everything 

stopped one day, people started working from home, business was being done online, and the 

digital environment quickly became "the new normal" for work, studying, socializing, 

business, etc. The whole situation caused changes in all business segments as well as it affected 

the change in our lifestyle. The influence of socially responsible marketing on the development 

of awareness of socially responsible behaviour in the "new normal" in these circumstances is 

especially evident in all forms of marketing communication aimed at education and action that 

will positively affect behaviour change of all stakeholders and adopt some new habits to 

improve the quality of life in “the new normal”. This is one of the most difficult tasks of socially 

responsible marketing - changing and creating new habits because people do not like to change 

their habits when they already have built attitudes and lifestyle, and behaviour change requires 

a great sacrifice in terms of the usual lifestyle. And no matter how much the importance of 

responsible behaviour is pointed out, no matter how much the dangers of irresponsible 

behaviour are pointed out, there will always be those who are against that, those who will go 

against everyone and endanger themselves, and thus others. 

 

The paper discusses the communication models of socially responsible marketing in the "new 

normal" through marketing communication, and the research shows how much the messages 

of socially responsible marketing have influenced the raising of awareness of responsible 

behaviour, creating some new habits and lifestyle changes. 
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2.  CHARACTERISTICS OF MARKETING COMMUNICATION  

 

Social marketing is a discipline that improves life in the community (Kotler, Lee, 2007, p. 189), 

and implies the application of marketing in the process of realization of social goals which as 

a basic or derived starting point do not prioritize profit, but meets the needs of society, i.e. 

social character (Meler, 1994, p.42). Ultimately, the goal of social marketing is to influence 

the behaviour and development of individuals and targeted groups to benefit them, which are 

related to health, education, general social well-being and more (Guzovski, 2018). In 

communication with the society stakeholders through social marketing, we try to change the 

disbelief to belief, change the opinion, attitude, values and everything that has an impact on 

behaviour and will ultimately result in a positive change in behaviour for the benefit of society 

as a whole. This is exactly the most difficult marketing task because people are asked: to give 

up pleasure, to get out of their comfort zone, to give up aesthetics, to change their routine, to 

resist the pressure of the environment, to spend more time and money, to hear bad news, to 

establish new habits, to give up old habits, to change a comfortable lifestyle, risk rejection, 

learn new skills and more. It is a real problem and the big difference is that one cannot give, 

show or promise the user something tangible in return - especially in the short term (Kotler, 

Lee, 2007, pp. 190 -191). 

 

The coronavirus disease pandemic COVID-19 affects not only individuals and does not require 

responsible behaviour only from individuals but also from business entities, and also includes 

all business segments. The usual ways of doing business have changed, more and more people 

are doing business online and business is being transferred to the digital environment, which 

will leave consequences and affect the business in the future as well. Developing a digital 

marketing strategy to attract customers in the online market, gaining market share, positioning, 

increasing brand value, meeting customers and determining segments according to the 

principles of privacy, measurability, availability, profitability and operability, achieving 

business goals and shaping marketing mix strategy with planned activities, goals and ways of 

advertising become an indispensable part of marketing planning (Smoljić, Guzovski, Rudančić, 

2020, p. 427). Marketing communication in a "new way" more than ever must be creative and 

innovative, appropriate to the situation, flexible but customer-oriented, authentic and 

optimistic. The emphasis of communication is on security and responsibility for both customers 

and employees with the application of all measures and recommendations in force in the fight 

against the virus: from the use of masks, social distance, number of customers in stores, 

contactless payment options, business through web store and other. Communication with 

consumers is realized through social networks and other forms of communication in the digital 

environment, and is aimed at targeted advertising, connecting with others, but also connecting 

companies and products as a brand. Databases on consumers and their characteristics as well 

as data processing in digital form are becoming an important business segment for 

communication with end users (interactive two-way communication) and transmission of 

socially responsible marketing messages with emphasis on connectivity, compassion, timely 

and accurate information, availability (responsiveness to consumer requirements), topicality of 

information and more.   

 

Only those who are flexible, agile, visible online (SEO optimization and native advertising, 

social media marketing), who monitor and develop their business in both real and online 

environment, know who and what their users want and can overcome the situation in which we 

currently are, hence can plan the future activities. 
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1. THE INFLUENCE OF HEALTH INFORMATION ON HEALTH CARE 

AWARENESS - HEALTH PREVENTION AND PROMOTION 

 

Health information to help consumers protect their health is more important than ever, as is 

developing awareness of preventative health care activities such as boosting immunity, 

physical activity, hand washing, keeping your distance, healthy diet, and other activities we 

can protect ourselves with. Self - healthy behaviour and consumer’s decisions about such 

behaviour are influenced by information and knowledge gained by consumers through media 

campaigns, portals of health institutions, website koronavirus.hr and other verified sources with 

health-based content, in which emphasis is placed on the benefits of such behaviour or 

consequences of the opposite behaviour. All these activities are an incentive for a certain 

action, or in other words, the motivation to make a positive change in person’s behaviour in 

order to protect themselves and others. Positive changes depend on the degree of motivation 

and the very understanding and processing of the message. In cases of low motivation or 

inability of an individual to accept the message, the peripheral way of elaboration is used, the 

impact of which is much smaller (Kesić, 2006, p.270). 

 

According to the model of health assurance, it is necessary to understand the conditions 

necessary for a change in behaviour to occur. An individual will take measures to prevent, 

investigate, or control a disease or particular condition based on the following perceived 

factors: vulnerability, severity, benefit, barrier, action, and self-efficacy (Guzovski, 2018). 

Health promotion includes measures and messages of health education and upbringing aimed 

at health, and allows individuals and communities greater control over the factors that condition 

health, highlighting the positive potentials and abilities of individuals and communities to 

influence people's attitudes to health care and behaviour change in lifestyle. Health promotion 

is carried out through health actions (campaigns) that affect the spread of health messages in 

the community and encourage people to carry out certain health tasks (Guzovski, 2013). 

 

The goal of marketing communication is to inform, persuade and remind, where persuasion 

aims to change attitudes or behaviours as a result of the action of communication appeals on 

the cognitive or affective part of consumer consciousness through influences via 

communication sources and message content. Attitudes arise as a result of the socialization of 

the individual where the concepts are thought structures, knowledge, beliefs, values, etc. and 

maintain a positive or negative tendency, a feeling to take action for or against in relation to 

different situations or objects. The degree of emotional involvement is enhanced by emotional 

appeals that are processed on a general level or a holistic approach. It is feelings that play a 

key role in changing attitudes in certain situations. The theory of the learning process explains 

the influences of persuasion on the behaviour of consumers (service users) (Kesić, 2003, 

p.146). In the educational function, the mass media appear as an additional component of 

educational institutions. The messages of this communication are based on social experience 

interpreted in accordance with scientific achievements, i.e. the principles of moral and political 

practice or socio-economic heritage (Kesić, 2003, p. 20).  

 

Disease prevention means all procedures by which the disease is prevented, i.e. it is impossible 

to timely identify the disease and carry out treatment that prevents death, disability, impairment 

and reduced quality of life. The common goal of disease prevention and health promotion is 

the preservation and improvement of health, which is related to positive human and life values 

(Bočina, 2018). 
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4. RESEARCH - THE IMPACT OF MARKETING COMMUNICATIONS AND 

MESSAGES OF SOCIALLY RESPONSIBLE MARKETING ON CONSUMERS 

 

The results of the research on the impact of marketing communication of socially responsible 

marketing on consumers and the change of their habits during the pandemic in the period from 

15th to 25th of November 2020 in the Republic of Croatia on a random sample are presented in 

tabular and graphical form followed by interpretation of results. 76 respondents participated in 

the study, of which 49 were women (64%) and 27 were men (36%). 20 respondents (26%) 

participated in the age group ranging from 20 to 30 year olds, 21 respondents (28%) in the age 

group from 31 to 40 year olds, followed by 25 respondents in the age group from 41 to 50 year 

olds (33%), which is also the largest number of respondents, and in the age group from 51 to 

60 year olds participated 10 respondents or 13%. Considering the level of education, 20 

respondents (26%) have completed secondary education (SSS), 18 respondents (24%) have 

completed higher education (higher education), 25 respondents (33%) have a university degree 

(VSS), and 13 respondents (17%) have a master's degree or doctorate (M.Sc./Dr.Sc.). 52 (68%) 

respondents are employed while 24 (32%) respondents are unemployed. The first question in 

the survey questionnaire concerned the importance of socially responsible marketing 

information related to the safety of the respondents themselves, and others. Out of 76 

respondents, 53 (or 70%) answered that the information was important to them, while for 23 

respondents (or 30%) this information was irrelevant. Furthermore, respondents rated the 

impact of socially responsible marketing messages on them on a scale from 1 to 5 where 1 

indicates no impact and 5 indicates a strong impact on the world and changes in behaviour. 

The table 1. shows that the messages had an impact on most respondents and caused the change 

in their behaviour, related to their safety and the safety of others in combat.  

 

Table 1. The impact of socially responsible marketing messages on the awareness and 

behaviour of respondents 

Message 1 2 3 4 5 

Stay home 7,89% 11,84% 15,79% 18,42% 46,05% 

Stay responsible and keep your social 

distance 
10,53% 13,16% 22,37% 27,63% 26,32% 

Buy from the safety (comfort) of your 

own home 
23,68% 17,11% 13,16% 19,74% 26,32% 

Wear a protective mask 7,89% 10,53% 11,84% 30,26% 39,47% 

Messages about proper hand washing 3,95% 6,58% 14,47% 32,89% 42,11% 

Source: author's work  

The next questions in the questionnaire related to the change in consumer habits. 58% of 

respondents said they had changed their consumer habits, while 42% of respondents had not 

changed their consumer habits. The changed habits were related to the reduced number of 

shopping trips, as well as the transition to online shopping. The largest number of respondents, 

42% of them go shopping once a week, and 34% three to three times a week. 20% of the other 

respondents go shopping every day. The structure of responses is shown in Figure 1. 
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Figure 1. Frequency of shopping trips 

 
Source: author's work 

 

In addition to the reduction of shopping trips, 54% of the respondents also started shopping 

online. The products they buy the most are: clothing, cosmetics, food, technical and IT 

equipment, furniture and other products. The structure of responses is shown in Figure 2. 

 

Figure 2. The products that are most often purchased in the online shop 

 
Source: author's work 

 

Messages of socially responsible marketing influenced the change of behaviour and adoption 

of different consumer habits, as well as the start of online shopping for some respondents. The 

reasons they cited are primarily security and safety (for 54% of respondents), time save (29%) 

and other reasons for 17% of respondents. The structure of responses is shown in Figure 3. 

 

Figure 3. Reasons for online shopping 

 
Source: author's work 
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At the time of the pandemic, the most important to the respondents are health information 

(30%) as well as information on the introduction of new measures and recommendations for 

health and safety (27%) which are transmitted through various media. Among the media 

through which they receive information that is important to them, respondents state: television 

(26%), the official website koronavirus.hr (21%), social networks (17%), websites of health 

institutions and public health (16%), daily newspapers (13%) and others (7%).  

 

The structure of the answers on the importance of certain information as well as the media used 

by the respondents are shown in Figure 4. and Figure 5. 

 

Figure 4. Information which are subjects important during a pandemic 

 
Source: author's work 

 

Figure 5. Media for information transmission 

 
Source: author's work 

 

5.  CONCLUSION 

 

The messages of socially responsible marketing seek to influence the change of behaviour and 

adoption of new habits as well as socially responsible behaviour of all stakeholders during the 

pandemic through education, informing, reminding, persuading, and taking certain actions to 

protect themselves and others or create safer conditions in society we live in. The research 

shows that the messages of socially responsible marketing such as: stay at home, stay 

responsible and maintain a social distance (2m), wash your hands, wear protective masks, buy 

from the safety of your own home, etc. have influenced the change of habits for more than half 

of the respondents who participated in the survey, and the changes relate to the reduced number 
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of shop trips as well as the more frequent use of online stores. Respondents say that the health 

information that is transmitted to them through various media is also very important for 

maintaining health and safety. 

 

The "new normal" is becoming a normal environment for living, working, doing business 

where it is important to maintain health and life safety, and the changed habits we adopted in 

the pandemic are likely to remain in part permanent. 
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Abstract: Each of us processes our own experience in a special way. There is no right or 

wrong way to handle it. Different people have different thinking structures and often do not 

understand each other. But, on the other hand, exactly that complexity of the human being is 

one of the biggest challenges in communication as a universal process. Discovering and 

adapting the identity of individuals becomes the number one priority.  

Consumers are exposed to many stimulants that motivate them to behave positively or 

negatively, react and decide.  

As processes in our mind that clarify the decision-making structure, as well as how individuals 

are motivated to take action, are metaprograms that are unconscious schemes for ordering 

information. They act as filters and allow only what is important to the individual to be taken 

into account.  

The main goal of this paper is to emphasize the knowledge about the existence of 

metaprograms, their understanding, application in terms of motivation to achieve a result by 

recognizing them allows us to become more influential and more able to touch in a way that is 

appropriate for people around us.  

 

Keywords: Meta-programs, Consumer behavior, Buying. 

 

 

INTRODUCTION 

 

euro-linguistic programming is a methodology that is a leading person development 

methodology in the world. It considers the subjective experience of the individual and 

thus explains the way people function. It includes their experience of the world, the 

way they process or memorize information, the way they plan, make decisions and behave both 

towards themselves and towards others. Understanding the way people function and structure 

their experiences increases our empathy potential endlessly, as well as our influence, 

development and change capabilities. The process of discovering the way successful people 

function in order to model their behavior was the primary work motivation of the students, 

Richard Bandler and John Grinder, in the 70s of the 20th century, when they set up the model 

of excellence or success. Since then, the strategies and techniques known in neuro-linguistic 

programming have been growing and developing and, today, they are applied in therapy, 

education, work, sport, supervising, sales, management, etc.  

 

The most modern software in the world exists in the human head, it is our mind. If every 

computer has an operating system that allows it to communicate with the outside world, the 

human mind operates similarly. If by a click of the computer mouse an icon is opened, i.e. any 

program is opened, we can move on toward the interpretation of that operating system without 
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which we could not communicate with the computer. Although this comparison is not the most 

appropriate, it gives a vivid picture of the way the brain works. Leslie Cameron-Bandler, 

Richard Bandler’s wife, one of the "culprits" for the discovery of NLP, in her advisory work 

wondered if there was anything similar to computers in our brains. Namely, she examined 

whether there is a certain set of processes that occur on an unconscious level and are automatic, 

and have a significant impact on the conscious processes. Studying a considerable number of 

people through her work, Cameron had the unique opportunity to find, identify and discover 

the meaning of metaprograms in humans. Her work has been further developed by Roger 

Bailey and Shelly Rose Charvet defining a total of 14 metaprograms, which are currently being 

studied through the standard part of NLP (Neurolinguistic programming) training. 

 

METAPROGRAMS-THE FUNDAMENTAL HUMAN BRAIN SOFTWARE 

 

“Learning to recognize the filters which you and others use is the first step towards 

flexibility development” (Knight 2002/2010) 

 

Metaprograms are the basic "software" of our brain. Regardless of how we consciously process 

information, deep in our subconsciousness, processes occur outside our will and consciousness 

and affect our thoughts, feelings, and decisions. Metaprograms resemble glue between values 

and beliefs, i.e. why something is important and what a person believes about him/herself, 

about life and everything that happens to him/her, consequently they cause subconscious 

emotional reactions to environmental stimuli that affect the overall communication. The 

combination of metaprograms is unique to each person. They provide you with automatic ways 

to sort and organize your experience, your thinking and your behavior. Although you share 

your metaprograms with other people, the combination that each individual possesses is unique 

to that person. That combination influences decision-making and even buying items. 

 

In neurolinguistic programming, metaprograms are the key to the information processing 

method. In essence, NLP metaprograms mean how you form your mental representations and 

direct your behaviour.  

 

The knowledge of metaprograms will help you in:  

Achieving a pleasant relationship: metaprograms are something through which you can make 

the interlocutor feel comfortable with you. 

Self-awareness: if you are aware of your own metaprogram, i.e. if you know your thinking 

preferences, you will have a better idea of how to place and sell a certain product and, at the 

same time, you will use your strengths knowing the interlocutor's meta-program. 

Employment: each job has an ideal metaprogram profile. The sales employee, if the 

metaprograms are known, will be able to better play his role in terms of influencing through 

verbal speech and intriguing the interlocutor. Namely, you will know how to compose a text 

about the features of the products or service that will intrigue the counterpart. 

Sales: You can help the people in the team or yourselves to present a purchase decision by 

following the basic metaprograms in the course of the presentation or the interlocutor’s 

program if it is known to us.  

 

Depending on the specific metaprogram, you can detect them by the words people use, the 

structure of their language patterns and the way they speak, the way they behave, their history, 

the change of job and so on. 
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THE MOST IMPORTANT METAPROGRAMS 

 

EXTERNAL/INTERNAL-Metaprograms explain the decision-making structure and how 

individuals are motivated. If the question arises: "How do you know you did a good job?" some 

people will respond "by inner feeling" while others will say "based on results, on certain 

indicators, according to customer satisfaction, when I see their faces, etc." Or when it comes 

to buying, someone will say, "it is used by everyone around me", while another will state "I 

bought it because I feel good when I use it, and I came across it by chance". According to this 

example, one can conclude that some people have the answer inside them, while others find 

the answer from reactions or indicators from the environment. Those acquiring results outside 

of NLP are called EXTERNAL, while the others are INTERNAL. Those who are internal 

will be guided by the inner feeling when buying a product or service, and this feeling will 

determine their decision, while the external types will ask for feedback, they will give and 

receive feedback, they will look for recommendations from others, statistical indicators, maybe 

certain criteria, etc. When an internal seller and an external buyer meet in the buying and selling 

process, a misunderstanding can occur in the communication, because one of them is satisfied 

with the explanation and his/her inner feeling that will motivate him/her to make a decision, 

while the other searches for feedback. If the buyer is an external type, he/she will need feedback 

and indicators outside of him/her in order to be able to orient and motivate him/herself to make 

a decision. Therefore, primarily, it is good for the seller to be aware that there are metaprograms 

and that by their recognition he/she will be able to harmonize with and motivate the buyer for 

what is offered. It offers the opportunity to those who know them to be more influential and to 

be able to motivate co-workers, employees, the team and the like in the right way.  

 

PRIMARY INTEREST-One of the basic metaprograms is the PRIMARY INTEREST. 

Each person has preferences that reveal the focus of attention. This is essential in team forming, 

especially sales teams, because the knowledge of this metaprogram can aid the creation of a 

compatible team that will be aimed towards the customers, activities, information, products 

and location. 

 

TOWARDS/AWAY FROM-This metaprogram deals with the way people are motivated. 

People with MP-towards are motivated by prizes and aims and they move towards them, while 

people with an MP-away from are motivated by moving away from a problem, difficulty or 

punishment. For example, one salesperson with an MP-AWAY FROM will not motivate by a 

bonus, he/she will express a cold reaction to it. The bonus causes an opposite reaction with the 

salesperson with an MP-TOWARDS, hence it will truly motivate him/her. It is extremely easy 

to recognize this MP in the interlocutor in the course of the conversation-whether they talk 

about what they want to achieve or which problems they want to avoid.  

 

PRIMARY ATTENTION-this MP primarily refers to caring for oneself and caring for others. 

Namely, persons with this metaprogram, self-care first, concentrate on themselves, are aware 

of their needs, can work independently of others. They will strive to find an environment in 

which they can work and do their best. They are quite sensitive to their needs, but they are not 

egotistical. This preference in thinking is often very important in professions where results are 

very important. Individuals with MP-care for others-put other people first. These people are 

perceived by the environment as careful, empathetic and responsive, but often put their needs 

last. The well-being of team members or clients is imperative to them. The desire for 

domination can be found at the core of this MP. Every flight, people learn from the flight 

attendant that first they must put a mask on themselves so that they can help others around 

them. If they help themselves, they can help others. In essence, the client who has this MP, 
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when buying a product or service, will always be guided by what the people he works or 

operates with would say about it. Thus he will make a decision. Basically, salespersons that 

are trained and use NLP in their work, most often recognize this MP, and are focused on what 

the team, organization and so forth gains with what is procured. 

 

SIMILARITIES/DIFFERENCES-this is one of the most important metaprograms and 

represents the most dominant aspect of our personality. Some people need to find similarities, 

for example when buying a new product, with an old item they use and it still serves them, 

while others focus on differences between products. This metaprogram has its advantages and 

disadvantages. People who have MP-only similarities-see only similarities and almost 10% of 

the people primarily use this metaprogram. These are people who have been in the same line 

of work for decades or they have been buying and using a product because "everything is the 

same". They almost never have a good enough reason to change something. They need 

something that does not change or changes only if necessary. If the planned changed, they 

would become nervous or aggressive. 

 

People who use MP-only differences-immediately notice when something is new, they are 

capable of searching all the information, discovering everything that is different. They rarely 

stay in one job post for more than two years. It is very difficult to motivate them to make 

decisions because when you say "I don’t know", they say "I know". If you say "if you do that", 

they will answer "I won’t do that anyway..." People who apply the NLP methodology and 

recognize this metaprogram will often say "I don’t know if you are going to do this or not ”. 

They are aware that this "or not" freezes their system and they may reveal their information 

without much resistance. 

 

REACTION, FOR (CONSENSUS)/AGAINST-this pattern of thinking shows how the 

person will react to external influences and to what extent he/she is ready to confront. People 

who are in the MP-for-react by agreeing often, it is natural for them to agree with other people. 

People with preferences in thinking-against-have a pronounced individuality and 

independence. Usually, if they repeatedly get the same advice, it can cause an opposite reaction 

on their part. This preference rarely occurs in pure form (5 to 10% of the population). 

 

WORK ORIENTATION-RELATIONSHIP/TASK People who are relationship oriented, 

focus their attention on the people around them. The organizational climate and the well-being 

of other people are important to them. On the other hand, with persons having a thinking 

preference-task-their focus is on the goals, tasks. They strive to complete the task, meet all 

deadlines and sometimes put extra pressure on co-workers. Organizational climate is not 

always important to them. 

 

GENERAL OVERVIEW/DETAILER-this program plays a vital role in human 

communication. Everyone has way of processing information. Some prefer a general overview, 

while others go into detail. 

 

ANALYSIS OF THE RESEARCH RESULTS 

 

In the new age, when people deal with changes in the way they work, putting the world to a 

halt due to the pandemic and when confronted with a rush of existential fears managers "run" 

after profit, they often forget the most important ones - human resources. The justification of 

the research arises from the necessity of having adequate support for the employees who need 

to cope with the changes and the accompanying resistance, which would primarily teach them 
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about themselves, and then about the people they work with. The research aims to identify the 

factors that influence the creation of a different approach that will facilitate the decision of the 

buyer and give communication precision and conciseness. This would increase the influence 

of the individual, as well as the competitiveness of the organization. The research has been 

conducted on individuals in our country, as well as in Serbia, Montenegro and Croatia, who 

work in sales and are trained in NLP, regardless of the fact who was financed by-themselves, 

the organization or a training team within the organization who applies this methodology. 

1. A number of the respondents-The total number of respondents is 51. The survey was 

distributed in electronic form.  

2. Gender structure of the respondents-when determining the respondents, the equal gender 

structure was taken into consideration.   

 

Figure 1. number of the respondents 

 
 

ANALYSIS OF THE SURVEY RESPONSES  

 

A) Does your organization support informal education and NLP methodology?-The 

response to this question has shown that 60% of the respondents state that support of this kind 

exists in the organization, 17% of the respondents do not know or have not paid attention to 

that, while 23% of the respondents occasionally face resistance towards informal education.   

 

Figure 2. Does your organization support informal education and NLP methodology? 

 
 

 

B) Which level of NLP have you completed? -The results from the conducted research have 

shown that 73% of the respondents have completed NLP practitioner level, the basic level of 
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neurolinguistic programming, 6% of the respondents have already become NLP trainers and 

have completed all the levels of training, 7% of the respondents have had only one or two short 

introductions to the methodology, 12% of the respondents have completed an advanced, master 

NLP level. Nearly all of them have job posts that include sales and communication with clients.  

 

Figure 3. Which level of NLP have you completed? 

 
 

C) How much do you use metaprograms in your line of work? -The results from the 

conducted research have shown that 76% of the respondents use metaprograms in 

communication with clients, especially in sales, 13% of the respondents stated they use 

metaprograms only when necessary and when they have difficulty in communication, while 

the remaining 11% utilize them as an aid when the client needs to make an important decision.   

 

Figure 4. How much do you use metaprograms in your line of work? 

 
 

D) When you adapt the communication to the metaprogram of the interlocutor, what 

benefits do you gain? 69% of the respondents answered that clients make purchase decisions 

more easily, 15% of the respondents stated that it shortens the negotiation time and they gain 

on clarity, 16% chose other, of which mostly relating to communication support. 
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Figure 5. When you adapt the communication to the metaprogram of the interlocutor, what 

benefits do you gain? 

 
 

F) Which metaprogram contributes clients’ decision making the most?-The results from 

the conducted research have shown that 42% of the respondents stated it is the internal/external 

metaprogram, 33% of the respondents that it is towards/away from, 16% 

similarities/differences and the remaining 9%-other.  

 

Figure 6. Which metaprogram contributes clients’ decision making the most?- 

 
 

CONCLUSION 

 

Although through formal education we earn a degree that should provide us with a job, the fact 

is that informal education is what facilitates our work process. In this regard, in order to create 

opportunities to become more influential in our work, especially to facilitate communication 

that leads to better results, achieving goals, as well as decisions making, it is obvious that 

informal education is more than necessary. Nevertheless, the practice also shows that it is 

insufficient only to attend training without applying the acquired knowledge. This research has 

shown the importance of theoretical soundness concerning metaprograms, and their usefulness 
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in the application. Respondents confirmed that decision making by customers as well as 

facilitating communication are some of the benefits of applying the NLP methodology, which 

is the world-leading methodology for personality development. However, much needs to be 

done about raising the awareness of employers and employees, especially in the sales sector, 

about informal education and its contribution to work and, ultimately, about raising the results 

to a higher level. 
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Abstract: In modern, global economic relations, interstate borders are minorized by the strong 

influence of economic interest. National business is becoming almost negligible because 

modern economic activities are, in most areas, within the framework of international business. 

Knowledge of the elements of culture in international business has become increasingly 

important, and it's reflected in the fact that it is necessary to know and respect the rules of the 

manner of business entities in certain cultures, which is both theoretically and practically 

confirmed as the only path that permanently provides long-term stability and successful 

business development in an international framework. For successful business cooperation with 

foreign partners, it is necessary to know their culture and how to adapt to it. Empirical 

researches in this area emphasize that depending on the culture business entities belong to, 

there are different business goals, relationships, different ways of business negotiation, 

business culture itself, and the values that come from it. Knowing and respecting diversity 

affects understanding and attitudes to (potential) business partners, which is the first step of 

business cooperation, and therefore has a significant impact on achieving positive results in 

negotiations in international business. 

 

Keywords: Global economic relations, International business, Importance of different 

business cultures and values. 
 

 

Introduction 

 

ifferences in religion, languages, cultural context, non-verbal communication, humor, 

giving, aesthetics, and many other areas, are significant and they can be a barrier in 

international business if they are not researched and accepted, respected, and 

incorporated into the strategy of going out to foreign markets. Basic knowledge of business 

style, work philosophy, and life of a potential partner helps to establish successful business 

relationships. A large number of researches were conducted in order to make the business more 

successful and they pointed out that depending on the culture to which managers belong, they 

have different business goals, relationships with the company, and others colleagues. Knowing 

and respecting dissimilarity affects the sympathy of business partners, which is also the first 

step of business cooperation; it is important to know the facts of the country you do business 

with and mainly refers to the full name of the state, capital of the state, name of the president 

of the state, it is useful to know the religion and religious customs, public and religious 

holidays, cultural differences in diet and similar. 

 

 

 

                                                           
1  University of Business Studies, Banja Luka, Bosnia and Herzegovina 
2  University of Business Studies, Banja Luka, Bosnia and Herzegovina 
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1. Literature review 

 

Hofstede has developed five independent dimensions of national culture. He started by 

conducting research from 1967 to 1973 in two survey rounds initially regarding only four 

dimensions and produced answers to more than 116,000 questionnaires from 72 countries to 

examine country differences in values and attitudes. The initial analysis was limited to 40 

countries, with more than 50 respondents each. In a later stage, data from 10 more countries 

and three multi-country regions were added (Hofstede, 2001. p. 41). When it comes to 

empirical research on the impact of culture on consumer choice in foreign markets, some 

international marketers have predicted a final convergence of culturally different markets into 

a “one world culture” that would facilitate standardized marketing activities. This, however, 

has turned out to be an illusion of too many hard factors, and cultural soft factors still exist or 

arise as constraints on international marketing that have to be dealt with continuously, utilizing 

various strategies of adaptation or localization.  

 

The cultural value dimensions proposed by Hofstede have been extensively used in marketing 

and advertising literature to study cultural differences. This dimensional model provides 

country scores that can be used to analyze consumption and consumer behavior.  

 

Marieke de Mooij applied his model to consumption-related values and motives. Mooij 

explained in her book “Global Marketing and Advertising” how appeals in advertising reflect 

the core values of culture. “Markets are people, not products. There may be global products, 

but there are no global people”. Even though consumers of different countries use the same 

products, their motivations for buying products vary depending on their cultural differences.  

 

Managers, researchers, and academics are exploring the potential of using the World Wide 

Web as a marketing tool. According to Singh et al, “web is not a culturally neutral medium”. 

Therefore, website designers and advertisers must consider their audiences and respect cultural 

differences. When customizing a website to appeal to a different culture, it is not enough merely 

to translate the text. 

 

2. Doing business in global terms 

 

If a term was chosen that symbolizes the spirit of today, it would be the term »globalization«.  

There is no precise or generally accepted understanding of the concept of globalization. 

Hopkins cites as the most acceptable, and probably the most neutral definition, the one 

according to which globalization is a process that rearranges (transforms) economic, political, 

social, and cultural relations between countries, regions, and entire continents while expanding, 

strengthening, and accelerating (Hopkins, 2002).  

 

Globalization is a dynamic process that progresses, develops, and leads to unstoppable 

integration of national markets, states, and technologies, to the extent that has never been 

recorded in economic history (Jovancevic, 2005). According to the Oxford Dictionary of New 

Words, the meaning of the word is a consequence of the influence of Marshall McLuhan’s 

thesis 3 about the global village. Globalization is also defined as a “process of overcoming 

historically formed borders”. 

                                                           
3  Herbert Marshall McLuhan (Edmonton, Alberta, Canada, 1911 - 1980) was a professor of English 

literature, a philosopher, a communication theorist and a literary critic. McLuhan can be considered the 

first theorist of media philosophy and the originator of the current that puts the problems of media and 

media mediation in the forefront of the research. McLuhan is best known for saying “media is the message” 
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In the conditions of market globalization, the rapid development of technologies, and changing 

consumer requirements, new markets are opening up and creating greater opportunities for 

businesses to run multiculturally. Doing business in different cultures requires a new way of 

doing business and new strategic and tactical views. 

 

3. Business culture 

 

The United Nations Educational, Scientific and Cultural Organization described culture as 

follows: “culture should be regarded as the set of distinctive spiritual, material, intellectual and 

emotional features of society or a social group, and that it encompasses, in addition to art and 

literature, lifestyles, ways of living together, value systems, traditions, and beliefs“. 

 

Hall (1959) defines culture as the way of life of a people: the sum of their learned behavior 

patterns, attitudes and materials things. Culture is often subconscious; an invisible control 

mechanism operating in our thoughts (Hall, 1983). In his view, we become aware of it by 

exposure to a different culture. Members of a certain society internalize the cultural 

components of that society and act within the limits as set out by what is “culturally acceptable“ 

(Hall, 1983, 230).  

 

Culture consists of patterned ways of thinking, feeling, and acting, acquired and transmitted 

mainly by symbols, constituting the distinctive achievements of human groups, including their 

embodiments in artifacts; the essential core of culture consists of traditional (i.e. historically 

derived and selected) ideas and especially their attached values.  

 

In the marketing literature, culture has been predominantly measured by cultural values. A 

value is defined by Rokeach, as an enduring belief that one mode of conduct or end-state of 

existence is preferable to an opposing mode of conduct or end-state of existence. Values are 

often measured on polar scales, for example; active versus passive, modern versus traditional. 

 

Specific cultural variables, such as common beliefs, values, and attitudes determine basic 

attitudes of value towards the notions of time and materialism, as well as attitudes in relation 

to change, individualism, work experience and thus significantly affect the business planning 

and decision making (Radić, 2008).  

 

A key impetus in the development of the study of cultural influences on organizations was 

represented by the mentioned research of Hofstede conducted in the period from 1967 to 1973 

on a sample that included more than 116,000 respondents in the forty national branches of the 

multinational company IBM. The basic notion - the notion of Hofstede culture (Hofstede, 

2001) is defined as “collective mind programming that distinguishes members of one group or 

category of people from another.” Researches have shown that national culture has a greater 

impact on employees than organizational culture, so for example, German workers at IBM in 

Germany will be more influenced by German culture than the corporate culture of the company 

(Robbins, 2005). 

  

                                                           
and for the term “global village”. He also predicted the Internet and the World Wide Web thirty years 

before its discovery. In the 1960s, he was at the height of his fame, and quickly forgotten after his death. 

But, with the advent of the internet McLuhan emerges from oblivion and interest in his work reappears. 
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4. Business communication and business negotiation 

 

Negotiation is constantly present in everyday life, and according to some theorists represents 

one of the skills needed for survival (Gosselin, 2007: 100). That is especially expressed in the 

business environment. The Latin root of the word negotiatus means “to do business”, whence 

the present-day word in Spanish negocio comes from, which means ”business”. The golden 

rule of negotiation is: People will not negotiate with you if they do not believe that you can 

help them or if they believe that you can harm them (Sharpe, 1990., 21). 

 

According to Stephen Cohen (Cohen, 2002: 3) “negotiation is a process in which two or more 

parties work together to reach a mutually acceptable solution to one or more issues, such as a 

commercial transaction, contract or agreement of any kind.” International business negotiation 

is significantly different from negotiation in the domestic environment and requires different 

and extended knowledge on various issues.  

 

According to Salacuse, “doing business in your country is about the same attitude towards 

international business as the domestic policy of the country with international diplomacy.” 

(Salacuse, 1991: 252) For international business negotiations to be successfully led in the 

direction of achieving the desired goals, it is necessary to know well the conditions and the 

partner with whom negotiations are conducted. It requires knowledge on not only the job but 

also negotiating environment, partner culture that is extremely important for the course and 

outcome of negotiations, ideology, foreign partner bureaucracy, foreign government regime, 

environment, etc.  

 

The complexity of international negotiations and business is equally pronounced with partners 

from different business environments. The origin of both partners has a great influence, if they 

are culturally closer and closer to civilization, the more likely it is to lead negotiations 

successfully. On the other hand, in the case of significantly different partners in cultural and 

business ways, it is necessary to implement detailed activities to get to know the partner and 

his culture before the negotiations. Differences in religion, languages, cultural context, non-

verbal communication, humor, giving, aesthetics, and many other areas, are significant and 

they can be a barrier in international business if they are not researched and accepted, respected, 

and incorporated into the strategy. In global business, the differences between cultures create 

great difficulties in the negotiation process. Differences in the negotiation process from country 

to country include: (Deresky, 2003:158) 

 Course and duration of preparation for negotiations, 

 The relative importance of specific issues in relation to interpersonal relationships, 

 The importance of general principles about specific problems, 

 The number of people in the negotiating team and their position. 

 

5. Case study 

 

As already mentioned, national culture is a significant determinant of business success in the 

foreign market. 

 

During their appearance on the international market, many companies faced initial failures due 

to insufficient knowledge of the cultural elements of the target markets. Some examples are: 

(Rakita 2003: 180) 

 American Airline in Brazil promoted rendezvous lounges in their planes, which in 

Portuguese had the unpopular meaning of a room rented in a brothel. 
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 In many regions of Southeast Asia, nibbling nuts is an elite habit, and black teeth a matter 

of prestige. Pepsodent’s promise of white teeth through the message “Wonder where the 

yellow went” was considered a failure.  

 The Mc Donell Douglas Corporation printed a brochure with its plane, intended for users 

in India, showing a man with a turban. The Indians kindly thanked, emphasizing that the 

turban is characteristic of Iran, not India. 

 Pepsi Cola Co. once published an ad in the Taiwanese edition of Reader’s Digest, with 

the slogan “Come alive with Pepsi!”. But in Taiwan, it was associated with the return of 

ancestors from the dead, and in Germany to rise from the grave. 

 When Kentucky Fried Chicken used his well-known slogan in Iran - “It’s finger-licking 

good” (It is so good to lick your fingers) in the local language it had quite a different 

meaning (It’s so good to eat your fingers). 

 General Motors dealers in Puerto Rico were not happy with the name “Chevrolet Nova” 

because “nova” in Spanish means that something isn’t going well. Then very quickly the 

name was changed in “Caribe” by G.M. 

 Microsoft and Telefonos de Mexico have joined forces in the Mexican market to launch 

a new internet portal in Spanish www.tlmsn.com. However, Microsoft faced the problem 

with the online dictionary. When alternatives to the word “an Indian” are requested, the 

thesaurus generated the terms cannibal and savage. In Mexico most of the population is 

of indigenous origin and that caused resistance among users, because it has been 

politically incorrect. “I see this as very much dangerous because respect for our pride as 

Mexicans and our native roots lacks” said Adriana Luna, a Mexican congresswoman. 

One representative called the dictionary “fascist and conservative.” For Microsoft, it 

meant a downfall in public relations. 

 

Due to all the above, in international marketing special attention is paid to a thorough 

translation of the slogans or messages into the local language. The basic problem with 

translation is to keep the meaning and significance of the message.  

 

Wrong translations can sometimes ruin even the best products or business ventures. It is 

possible to make cardinal mistakes when translating an advertisement from one language to 

another (Cateora 2002:491):  

 Use of homonyms, that is words that have the same or similar form with different 

meanings. E.g., Irish Mist liqueur has been translated into German as Irischer Mist. 

“Mist” in English means haze, and in German cow dung. Rolls Royce changed the name 

of his model “Silver Mist” to “Silver Shadow” - before entering the German market. 

 A literal translation that does not convey the intended meaning, e.g., an inscription in 

one Swiss restaurant “Our wines leave you nothing to hope for”, which means “You don't 

have what to hope for when you drink our wines.” 

 Use of a symbol, e.g., an owl shown in an advertisement in India, where it is a symbol of 

misfortune. 

 Unintentional message. An example is an ad that should provide easier “reading” in 

underdeveloped countries, because it was made in the form of a comic strip with three 

pictures - dirty clothes on the left picture, then soap and in the end clean clothes. But what 

an idea got consumers in Arab countries that read from right to left? 

 

International business negotiation is significantly different from domestic negotiation 

environment and requires a diverse and expanded knowledge of various issues. According to 
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Salacuse, “Doing business in your country is about the same as international business and the 

domestic politics of a country with international diplomacy”. 

 

Some cultures start from general principles when negotiating, while others deal with individual 

problems. The speed of negotiations and decision-making styles also differ in different 

cultures, as well as making a concession. Researches have shown that reciprocity of 

concessions is more important in individualistic cultures (e.g., the USA) than in collectivist 

ones (e.g., Vietnam). Namely, negotiators from collectivist countries largely cooperate with 

other parties, regardless of the behavior of the opposing negotiator, while for individualists it 

is important the behavior of the other party (Parks, 1998). Of course, generalization should be 

avoided, because not all individuals follow cultural stereotypes.  

 

Parochialism and stereotypes are two major dangers in international negotiating. Parochialism 

refers to the notion that due to globalization all business people behave similarly (mostly on 

the American model). This leads to stereotypes, and that is generalizations about any nation or 

state. Positive and negative stereotypes will have the opposite influence on the negotiation 

process. For example, due to negative stereotypes of the company, an exporter may require a 

low-risk billing method, such as a letter of credit (Czinkota, & Ronkainen, 2004).  

 

In Graham’s research (1985), based on the classification of the various units, percentages of 

each bargaining category were calculated for each participant, for each negotiation. These 

findings are summarized in Table 1. As the data indicate, the percentages of each category are 

surprisingly consistent across 3 groups. The only substantial discrepancies are that the 

Brazilians appear to make fewer promises and commitments and more commands than either 

the American or Japanese business people.  

 

Theory suggests that the process of marketing negotiations differs across cultures. More 

specifically, this author (1980) reported that the "pattern" of interaction in Japanese sales 

negotiations differs from that of American sales negotiations. Pattern here is defined as a time-

ordered sequence of events. One way to view the "pattern" of interaction is through the 

perspective of content analysis - the various bargaining behaviors being the “specific events“ 

referred to above. The summary data presented in Table 1 provides some information about 

the pattern. 

 

Table 1. Behavior during negotiations: Japan, USA, and Brazil - percentages of each 

bargaining category 
Bargaining Behaviors and Definition Japan USA Brazil 

Promise. A statement in which the source indicated his 

intention to provide the target with a reinforcing consequence 

which source that anticipates target will evaluate as pleasant, 

positive, or rewarding 

7 8 3 

Threat. Same as a promise, except that the reinforcing 

consequences are thought to be noxious, unpleasant, or 

punishing. 

4 4 2 

Recommendation. A statement in which the source predicts 

that a pleasant environmental consequence will occur to the 

target. Its occurrence is not under the source's control. 

7 4 5 

Warning. Same as a recommendation, except that the 

consequences are thought to be unpleasant.  
2 1 1 

Reward. A statement by the source that is thought to create 

pleasant consequences for the target. 
1 2 2 

Punishment. Same as a reward, except that the consequences 

are thought to be unpleasant. 
1 3 3 
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Positive normative appeal. A statement in which the source 

indicates that the target's past, present, or future behavior was 

or will be in conformity with social norms. 

1 1 0 

Negative normative appeal. Same as positive normative 

appeal, except that the target's behavior violates social norms. 
3 1 1 

Commitment. A statement by the source to the effect that its 

future bids will not go below or above a certain level. 
15 13 8 

Self-Disclosure. A statement in which the source reveals 

information about itself. 
34 46 39 

Question. A statement in which the source asks the target to 

reveal information about itself. 
20 20 22 

Command. A statement in which the source suggests that the 

target performs a certain behavior. 
8 6 14 

Source: Graham J. L. (1985) “The Influence of Culture on the Process of Business 

Negotiations: An Exploratory Study“, Journal of International Business Studies, Spring 85, 

Vol. 16, Issue 1, p. 88 

 

Elements of non-verbal communication are also a very important segment of any culture and 

they are expressed through cross-cultural differences (table 2). 

 

Table 2. Differences in the interpretation of non-verbal communication (Rakita 2003:194) 

Non-verbal Behavior                                          Country   Meaning 

Outstretched thumb                                          

USA 

Middle East, 

Japan, 

Germany 

OK/gesture of approval 

A finger circling the ear                      
Argentina 

USA 

Phone  

‘‘That’s silly’’ 

Waving a raised hand                                        

USA 

India,  

South 

America                                    

Europe    

‘‘Goodbye’’ 

Summoning 

 

 

Sign ‘‘NO’’ 

A circle formed by the index 

finger and thumb                                                          

USA 

Turkey 

‘‘Very good’’ 

Offensive sign / Homosexuality 

Crossing the first two fingers                       
USA 

Taiwan 

Good luck 

No smoking 

Eye contact                                                         

USA 

Japan 

Asian States                    

A sign of showing interest 

Bad attack on privacy 

Disrespect for the elderly 

Spreading the eyes                                         

USA 

China                                                            

Latin America                               

Surprise  

Anger 

Request for help 

Nodding head left and right                             

West 

countries                        

Bulgaria 

Sign of disagreement - NO 

 

Stacking sign – YES 

Nodding head up and down                             

West 

countries                        

Greece and                     

Bulgaria 

Stacking sign – YES 

 

Sign of disagreement - NO 
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Differences in culture and philosophy between countries have led to differences in negotiation 

styles. Below is a model, established by Deresky, describing several variables impacting cross-

cultural negotiation. The differences in style as a consequence of these different variables 

should be noted when considering some of the distinctions made between the different counties 

in later sections. 

 

Graph 1. Variables that have an impact on cross-cultural negotiation 

 
Source: Deresky, H. (2003) International Management – Managing Across Borders and 

Cultures, Prentice-Hall, Upper Saddle River, New Jersey, p. 173 

 

Negotiation style is influenced by the attitudes, expectations, and usual behavior of negotiators. 

Czinkota & Ronkainen (2004) highlight the following points in which the manager should 

modify his style during negotiating with foreigners:  

 Team support. The team should have specialists in various fields so that the problems 

can be seen from all sides. For inexperienced team members, observation of experienced 

colleagues during negotiations would be welcome. Besides, even when there are 

disagreements between team members, it is very important to solve them in a closed 

circle, and in front of strangers to show agreement. 

 Tradition and customs. It is necessary to use the services of local representatives in 

order to negotiators become familiar with the business procedures and status of the 

opposing team. It is desirable to use informal means of communication to find out the 

status of the title of those with whom it will be negotiated. Even the simplest rituals can 

be a problem, e.g., it is common in Asia for the first business meeting to end with the 

exchange of business cards which must have translated text on one side into the host 

language. They are given with both hands. 

 Language skills. Ideally, the negotiator should speak the language of a host, but this is 

not always possible. As part of the negotiating team, it is mandatory the presence of a 
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qualified translator, who also knows the culture of the host well, so that nothing would 

be lost in translation from a linguistic or cultural point of view. Using the translator also 

allows the negotiator longer to think. In a speech, jargon and idiomatic phrases should be 

avoided. 

 Determination of authority. It is expected from negotiators from Europe and North 

America to have full decision-making authority when negotiating in the Far East, 

although no one from the opposing team has one. Acknowledgment that none of the teams 

has the final word in the decision-making process can negatively affect the negotiation 

process, but sometimes it is used as a tactic to get a better insight into the intentions of 

the opposing team. In Russia, a foreign negotiator must be certain who has the final word 

in the negotiations - the central or local government.  

 Patience. In many countries, such as China, negotiations can take up to three times longer 

than in Europe and the United States. In Brazil and Thailand, showing impatience may 

only prolong negotiations instead of speeding it up. 

 Negotiating ethics. Attitudes and values differ between cultures. Somewhere cunning is 

valued, and somewhere it is not. For example, negotiators from the West often remain 

confused by Russians' requests for last-minute concessions. 

 Silence. Negotiators must properly understand every type of communication, even 

silence, although for Americans it is a negative sign. For example, Finns sit during a 

meeting without movement, without facial expression. In that way Finns generally show 

respect for the speaker, listening to him carefully. 

 Persistence. Insisting on agreement and results is considered in some cultures a threat 

because they see negotiations as establishing long-term relationships, not as an event with 

winners and losers. 

 Holistic approach. Concessions should be avoided until the end of the negotiations, 

especially when it talks about prices. If the price is agreed upon too early, the other party 

may insist that too many things are included in that price. 

 Meaning of agreement. What the final agreement consists of will depend on the culture. 

Contrary to the importance of the contract for the Americans, for the Chinese, it is just a 

work plan for developing relationships in the future. 

 

6. Comparative analysis 

 

From all the above, it can be concluded that every appearance on the international market must 

follow all the elements of national culture. Basic cultural values determine the way of 

presenting information, whether and when concessions are made, the general nature and 

duration of the relationship between the negotiating partners. However, certain styles that are 

common to several countries can be “pulled out”, as well their comparison (table 3).  

 

Table 3. Comparison of different negotiation styles 
Region/Style                         North America                               Arabs                           Russians 

Primary style and process 

of decision-making                                       

Factual:  

invoking logic                                                           

Emotional:  

invoking feelings 

Axiomatic:  

invoking ideals 

Way of response to the 

contradictory arguments 

of the opposite side:                                         

Objective facts                          Subjective facts            Proven ideals 

Making compromises         

Small compromises are 

given early to slow    

down the relationship                                   

Compromises are made 

during negotiations as 

part of the process                            

It is done very few 

compromises 
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Response to opponent’s 

compromises                        

It is usually answered 

with reciprocal 

compromises 

Almost always  

corresponds to reciprocal 

compromises   

Compromises are 

considered as the law of 

weakness  

Relationship Short-term                                   Long-term                     
No permanent 

relationship                 

Authority   Wide       Wide       Limited     

Starting position                 Moderate        Extreme    Extreme    

Adherence to deadlines     Very important                            Relaxed    Ignored 

Source: Glenn, E. S., Witmeyer, D., Stevenson, K. A. (1984) “Cultural Styles of Persuasion“, 

International Journal of Intercultural Relations, No. 1, taken from Deresky, H. (2003) 

International Management – Managing Across Borders and Cultures, Prentice-Hall, Upper 

Saddle River NJ, p. 168 

 
a. Doing business in Turkey 

 

The success of business negotiations in Turkey depends on trust and mutual relations between 

negotiators. The process of making important decisions is quite slow. It is unacceptable to put 

pressure and set deadlines because otherwise, they will threaten to break off negotiations and 

cancel business (Rumenčić, 2008: 236). The essence of negotiations is not always just profit, 

but honor is also important, influence and respect for others. Pride is the base of all 

relationships in the family, society, and country (Rumenčić, 2008: 238), persistence and 

bargaining are expected. Relation to time is flexible. 

 

b. Doing business with the Arabs 

 

Characteristics, features s and cultural customs, which are part of the business culture of this 

people, to a greater or lesser extent are based on the theological and theoretical bases of Islamic 

Sharia (religion) (Veselinov, 2008).  

 

During business conversations with Arabs, it is common to shake hands at a meeting and 

parting, being late for a meeting is not considered rude, unpleasant topics (such as politics and 

religion) should be avoided as well as questions about private life, should not be sat down so 

that the soles of the shoes can be seen (this is considered as a great insult), meetings last a long 

time – impatience must not be shown.  

 

Setting deadlines is considered rude, and jobs will be done once ‘‘when it is the will of Allah.’’ 

The Arabs pay a lot of attention to hospitality, they are very polite with business partners and 

they try to prove themselves as good hosts.  

 

The most unacceptable business action in the Arab business world is the interest rate (Rahman, 

2010). Interest rate, by definition, represents the additional income that the lender requires from 

the borrower. Islam forbids all kinds of interest for the reason that it implies oppression and 

exploitation. A clear distinction is made between the original business profit (which is 

desirable) and interest (an undesirable form of acquisition).  

 

Since the beginning of business negotiations, it is expected to generally discuss the history and 

background of the company, expectations, ways of achieving results, the expected profit, and 

the overall agreement, and to gradually introduce details related to the job itself (Patai, 2002). 

If the idea or business project is presented in such a way, Arabs will consider you a reliable 

and responsible business partner. 
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c. Doing business with the Japanese 

 

Japan’s religious tradition embodied in Confucianism, Buddhism, and Shintoism is a 

remarkable basis for the acceptance of scientific and technical achievements because it is based 

on a high degree of education of people in Japan and it is the basis of Japanese culture.  

 

The basics of Confucian Human Science and the essence of its moral base is reflected in the 

following principles: collectivism and cooperation & desire for learning and cognition, whose 

basics are (Varley 2000): 

 humanism (zen), 

 sense of duties and obligations (ji), 

 respect for the elderly (xiao). 

 

Western culture values the principle of the superiority of the individual over the group. In 

Japanese culture, it’s exactly the opposite. The loyalty of an individual to his immediate group 

is the highest, and not even own interests cannot be above the commitment to the welfare of 

the immediate community. Firmly advocating attitudes and not deviating from them, even in 

unimportant matters, in the West represents a strong personality.  

 

The Japanese have the opposite. Ultimatum “either he or I” is completely incomprehensible to 

them. Managerial style and decision-making in Japanese companies emphasize the information 

flow and initiatives from lower structures to higher ones, making top management facilitator 

more than a source of authority, while middle management serves for shaping initiatives and 

additional stimulus. Basic rules of work code to the Japanese are: never do something that is 

the job of someone above you, never do anything that jeopardizes the status of others, and 

never jump over hierarchical barriers (Alston 2005). 

 
d. Doing business with the Chinese 
 

China is the country with the oldest civilization, which lasts over 6,000 years and is one of the 

most populous countries in the world. As such, it is rich in different ethnic and cultural heritage 

influenced by Confucianism and Taoism as dominant philosophical, ethical, and religious 

directions.  

 

In the business culture of this country pride and honor is an extremely important factor. Both 

personal reputation and social position depend on it, and its loss would have severe business 

consequences (Flower, 2010). In Chinese business culture, collectivism is still represented, 

that’s why the other party during the negotiations may have to make a presentation to different 

people at different levels of the company. It is good that the material for the presentation is 

black and white because different colors have different connotations to Chinese. The Chinese 

side will expect the meeting to be led by people at top positions in the company, and 

interrupting the speaker and breaking into the word is considered indecent (Wenier, 2007). 

 

CONCLUSION 
 

From everything presented in this paper, it can be concluded that respect for all elements of 

national culture is very important when entering a certain market. There has been strong 

evidence to suggest that understanding the behaviors, attitudes, values, beliefs, arts, and 

artifacts of the host country nationals is a key success factor for organizations operating in 

different countries. Managers working in different cultures have to explore and identify what 
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is hidden in the behaviors and actions of people from different cultural backgrounds and value 

orientations. 

 

There are no uniform rules, nor unique strategies are possible. Differences in cultures are 

expressed through different relationships to certain concepts, such as time, money, attitude to 

work, as well as interpretations of non-verbal communication. Also, language barriers are very 

pronounced, through which even large experienced multinational companies can experience 

failures, which is evident from the above examples. Therefore, different performance strategies 
are required, business and market communication, respecting all the differences of a particular 

culture, which primarily determines the behavior of both business partners and consumers in a 

particular market.  

 

Knowing the characteristics of business culture and the way of negotiation is an essential 

precondition for the realization of successful cooperation with foreign partners, and thus appear 

on the foreign market. Only that way it is possible to achieve successful business cooperation, 

without the occurrence of any misunderstandings, which may affect the negative outcome of 

the negotiations. Good intercultural communication ensures dissemination and business 

development, as well as generating higher levels of profit. 
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Abstract: The paper commemorates the 70th anniversary of the death of Joseph Alois 

Schumpeter, the world-renowned economist of Czech-Austrian origin and creator of 

innovation theory. It analyses Schumpeter’s work from the perspective of two aspects, 

complementing each other in his work: historical economic analysis and entrepreneurial 

innovation theory. The introduction reveals the genesis of his relation to enterprise, innovation, 

and the historical economics concept. The historical approach to economics appears in his 

scientific works at the time of his work at the European universities in Chernivtsi, Graz and 

Bonn, as well as in his later work at Harvard University. The paper also studies the rise of his 

innovation theory, first appearing during his work in Graz, Styria, and its gradual reflection 

in his professional work. The paper shows how these approaches merge in his economic 

teaching, which is very specific and includes both purely economic and technological and 

social aspects.  

 

Keywords: J. A. Schumpeter, Innovation theory, Historical approach. 

 

 

INTRODUCTION 

 

he aim of the paper is to commemorate a great Czech-Austrian economist, who was, in 

addition, endowed with highly appreciated legal historical, and sociological education. 

For that reason, Schumpeter could become probably the most renowned historian of the 

economic science. His significance and foresight in the area of future development of the 

economic science is testified also by the fact that, despite having no systematic mathematical 

education, he was, together with Irving Fisher, the founder and one of the chairmen of the 

American Econometric Society (Christ, 1983). He broadened the perspective of the economic 

science also into the field of applied sociology, initiating further development and influencing 

a number of students and followers. He is highly regarded and admired especially in the USA 

where he had eminent followers, a number of them Nobel laureates in economics. Besides, he 

is considered the founder of the innovation theory, in which entrepreneurs dynamically shift 

economic development by applying the results of technological research and development. His 

postulate of the so-called creative destruction found continuation in modern economic growth 

theories.  He is also respected in Japan where, as Japanese scientists themselves admit, his 

innovation theory stimulated the Japanese technological and economic miracle. Although still 

underappreciated in Europe and his native country, he is regarded one of the largest economists 

of all times.  

 

Josef Alois Schumpeter was born in an old entrepreneurial family in Třešť in Moravia. Since 

the Middle Ages, there had been a strong entrepreneurial environment, consisting especially of 
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textile production – weaving, fulling, dyeing, but also silver mining and traditional agriculture, 

pond farming, and forestry. The entrepreneurial spirit had been brought there by the rich 

Münzmeisters of Kutná Hora, later ennobled Protestant entrepreneurs Venclíks of Vrchoviště, 

who were later the owners of the Třešť domain. After the destruction caused by the Thirty 

Years’ War, the enterprise development continued during the dominion of the Styrian family 

of the Counts of Herberstein and in the 19th century during the reign of the Tyrolean family of 

barons of Sternbach. The Schumpeter family, whose members had repeatedly held the post of 

mayor, was of a mixed German-Czech origin. Since the Middle Ages, the community in Třešť 

had been characterized by ethnic and religious diversity: there was a strong Jewish business 

community, both Catholic and Lutheran German population, and Evangelical and later 

Catholic Czech majority.  

 

The economic environment of the market town, which utilized the proximity of the rich royal 

mining town Jihlava for its sales, the entrepreneurial spirit of his ancestors, and also inherited 

genes undoubtedly influenced young Schumpeter and his future scientific orientation strongly. 

His great grandfather Josef Schumpeter founded the first textile factory in Třešť in 1832 and 

his grandfather Alois Schumpeter, with whom he was frequently in contact in his childhood, 

expanded the factory and innovated the production. His uncle Karel Schumpeter even 

expanded to foreign markets when he, together with the Jewish businessman Bethold Münch, 

founded the first textile factory in Serbian Paraćin, which produced Oriental cloths and 

supplied them to Turkey. Schumpeter’s uncle Karel Schumpeter also contributed exceptionally 

to the economic development of the region when in 1899 he initiated the establishment of a 

joint-stock company that built a railway from Kostelec u Jihlavy through Třešť and Telč to 

Slavonice, later linked over the border to the Austrian railway from Fratres to Vienna 

(Shionoya, 1990). 

 

Born on 8 February 1883, Josef Alois Schumpeter leaves Třešť for Jihlava with his mother at 

the age of four, after the death of his father. Later, they move to their relatives to Austrian 

Gratz. Then he is accepted for studies at the prestigious Theresian Academy in Vienna, which 

he graduates from with honours, and continues to study at the Faculty of Law of the Vienna 

university. However, during his studies at the Faculty of Law and Political Science, he already 

attends seminars of a renowned economist of Moravian origin, Eugen von Böhm-Bawerk (born 

1851 in Brno, his ennobled great uncle was an economic administrator in the Kostelec domain 

in Bohemia), who was a representative of the so-called Austrian Neoclassical School. He 

graduates there in 906 and gains a Doctor of Law degree, but his interest in further work of the 

Austrian School members (e.g. Carl Menger, a son of a Czech businessman from Cheb) brings 

him to deeper studies of economics in England with Alfred Marshall and Francis Edgeworth.  

Graduation from Theresianum, where the languages of instruction were Latin, Greek, Italian, 

and English, and profound knowledge of the law, political science, and history from his studies 

at Vienna university foreshadow his further direction in the economic science. By his scope of 

classical knowledge, he differed from his great contemporaries, the macroeconomically 

oriented J. M. Keynes or the mathematically oriented Irving Fisher.  

 

After the study stay in England and legal practice in Cairo, Egypt, he returns to Austria and in 

Leipzig, 1908, publishes his first extensive publication in the style of the Austrian Neoclassical 

School called Das Wesen und der Hauptinhalt der theoretischen Nationalökonomie 

(Schumpeter, 1908). This book serves for Schumpeter’s habilitation at the Vienna university. 

After habilitation, in the autumn of 1909, J. A. Schumpeter gains a position of a professor of 

political economy at the Faculty of Public Administration and Law of Frans Joseph University 
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in Chernivtsi (Czernowitz), the capital of the Ukrainian region of Bukovina, then part of the 

Austro-Hungarian Empire.  

 

LITERATURE REVIEW 

 

In the Czech Republic, the work of J. A. Schumpeter is studied from the perspective of its 

dynamic conception of economic cycles caused by innovations by Sirůček (2016) within his 

analysis of the long Kondratiev waves theory in relation to the present globalisation. He 

clarifies economic cycles as the impact of fluctuations caused by unevenly distributed 

entrepreneurial innovations. A brief analysis of Schumpeter’s teachings and their position 

within economic science is presented by Holman (2017), who regards him, due to his thorough 

classical education and a wide overview, a strong and unique individuality independent of other 

schools of economy and trends. The relationship of Schumpeter and the Austrian school is 

analysed by Klaus (2008), who also highlights his importance in the analysis of the history of 

economics. Storoščuk and Djačuk (2011) analyse the origins of Schumpeter’s innovation 

theory and his scientific research at the Czernowitz University, the centre of Austro-Hungarian 

Bukovina before the World War I. A complete bibliography of Schumpeter’s work, including 

reviews, is presented by Hedtke (2004) within Schumpeter archive held on the website. 

Shionoya (2006), who also studied the history of the Schumpeter family in Třešť, regards him 

as one of the founders or inspirators of evolutionary economics. The relationship of sociology 

and economics in Schumpeter’s work was studied by Swedberg (1991), who appreciates his 

complex approach within social sciences. The latest compendious capture of the life and work 

of J. A. Schumpeter was carried out by Allen (2017), who refers to the magisterial and 

paradoxical Schumpeter and claims that his work is equalled in its monumental significance 

only by his personal trials and tribulations. 

 

RESULTS 

 

The first work that contains both Schumpeter’s approaches to scientific research is the book 

Theorie der wirtschaftlichen Entwicklung (The Theory of Economic Development), that 

opened a door to the international academic world for him. As Schumpeter himself mentions 

in the introduction to its English translation by Redvers Opie, he started to conceive it in 

Czernowitz and finished it after moving to Styrian Gratz. Here, he teaches at Karl-Franzens-

Universität (University of Graz) and at Technische Universität Graz (Graz University of 

Technology). Compared to the static concept of Walrasian equilibrium on the market, the book 

arrives at a dynamic concept of economy when the equilibrium is only one of the possible states 

and moving towards the static equilibrium is regularly deflected by dynamic market forces, 

represented by the behaviour of entrepreneurs-innovators (Sirůček, 2016). This new 

Schumpeter’s dynamic concept of economics appears in the period of revolution in theoretical 

physics and the new dynamics in the form of Planck’s quantum theory and Einstein’s special 

theory of relativity appear on the scene, implying the scientific advancement and technological 

development of the industry in the 20th century. In the Schumpeter’s definition of the dynamic 

conception of the capitalist market economy, the entrepreneur-innovator plays the central role. 

By combinations (as Schumpeter originally called innovations) of production factors, i.e. by 1) 

new goods production, 2) new production method introduction, 3) new market acquisition, 4) 

new raw material or mineral acquirement, and 5) organisation change or obtaining monopoly, 

this dynamically acting entrepreneur can then decrease production costs and make profit. On 

the other hand, an exceptional success of an innovating entrepreneur attracts also the other 

entrepreneurs not only in the same field but also from other industries, where the demand 

conversely decreases due to the negative development of factors. The arrival of both groups of 
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these entrepreneurs, who have the necessary financial capital, leads to a boom of the innovated 

field, and, multiplicatively, of the entire capitalist economy. After some time, however, these 

innovations are exhausted and the whole cycle is repeated in the capitalist economy at a new, 

higher level. In the book, Schumpeter does not omit his historical approach, when in Chapter 

III, devoted to capital and credit, he evaluates the risk in innovation funding. He compares it 

to the Greco-Roman foenus nauticum, nautical interest, that an Antique investor required when 

funding a hazardous sea voyage to find new markets. Next in Chapter V, devoted to the relation 

of capital and interest, he writes about the Antique (Aristoteles) and medieval conception of 

the interest (Schumpeter  Opie, 1934). Schumpeter’s thoughts on the profit of entrepreneur-

innovator presented in the work are newly discussed by Nordhaus (2004). 

 

In 1912 Schumpeter abandons theoretical economics and starts focusing on the social aspect 

of economics.  For the first time, he also turns in more detail towards the history of economic 

science when he publishes Epochen der Dogmen – und Methodengeschichte (Economic 

Doctrine and Method). There he analyses the economic thinking of great minds of Antiquity 

(Plato, Aristoteles) and the Middle Ages (Thomas Aquinas, Albert Magnus, Duns Scotus), 

whose work he could read in the original. He deals in detail with the thoughts of great 

philosophers and economists of the modern age (i.e. Hobbes, Bentham, Locke, Hume, 

Quesnay, Adam Smith, Mill, Ricardo, Malthus, and Marx) and concludes by an analysis of the 

thoughts and opinions of founders of various trends of the neoclassical school (Jevons, Menger, 

Wieser, Marshall, Böhm-Bawerke, Pareto, Walras). At the end, he returns to his reflections on 

the capitalistic society development, mentioning Juglar, the author of one of the economic 

cycle theories, which he later engaged in himself in his scientific work (Schumpeter, 1954). In 

his work, he endeavours to define the relations between economic theories and social sciences, 

showing deep knowledge of works and ideas of philosophers and economists from Antiquity 

to the present.  

 

After a break caused by the World War I when he deals with the theory of the state finance and 

published anti-war memoranda (Hedtke, 2004), Schumpeter continues in his professional 

orientation at the social aspect of economics. At that time, in 1919, he published his for a long 

time last extensive scientific work Sociology of Imperialism. In the book, he responds to the 

impact of imperial efforts of monarchies on the political, economic, and social world order. 

Again, he goes far back into history and analyses ancient and medieval empires, and examines 

in detail British imperial policy after 1688. He arrives at a conclusion that the absolutist 

monarchies are outdated and the development is moving towards a modern capitalistic state 

that uses free trade and free capital movement. His penchant for social economics continues 

when he examines social classes that become the bearer of economic progress under the given 

conditions.  Based on an examination of the functioning of the economy of the ancient empires 

(Egypt, Persia, Assyria, Rome, the Carolingian Empire), he characterizes the economies of 

these absolutist states as warring economies that would have collapsed if further territories had 

not been exploited (Schumpeter, 1919). Here, Schumpeter returns to his innovation theory, 

pinpointing the innovating entrepreneur as the stimulus of the economic growth of the capitalist 

society, as opposed to absolutist empires. He states, foreshadowing the concurrent path 

dependency theory of the institutionalist school (North, 1990), that the economy of a national 

state and the level of its development are influenced by the social structure of the society and 

by cultural tradition.  

 

In 1927, Schumpeter publishes another extensive work, which links the social and economic 

aspect of the social sciences, called Social Classes in Ethnically Homogenous Environment. 

The work, which Schumpeter highly appreciates personally, builds on his previous publication 
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Sociology of Imperialism.  Once again, Schumpeter uses the historical approach to deal with 

the topics of the origin of the antique nobility (Byzantium, Mongolia), the medieval nobility in 

Norman southern Italy, the Saxon nobility in Germany, and the aristocracy in England.  The 

analysis continues with the topic of the origins of ownership (capitalistic) class in France and 

England (Schumpeter, 1955). In the work, Schumpeter summarizes the causes of the rise of 

social classes, one of the basic causes being the tendency towards innovations. If a successful 

innovation occurs, the innovator succeeds, which influences the overall success of his family 

and gradually of the entire social class his family belongs to.  

 

The book Business Cycles, published in 1939, was conceived as a continuation of the 1911 

Theory of Economic Development.  It has a distinctive subtitle “A Theoretical, Historical and 

Statistical Analysis of the Capitalist Process”. Here, Schumpeter continues developing his 

innovation theory in a much more conceptual way. He again highlights his concept of an 

unbalanced economy, different from the neoclassical school. He arrives at a definition of the 

four basic economic cycles that disturb the equilibrium – boom, recession, depression, and 

recovery. The historical approach is manifested in this work as well, especially in Chapters 6 

and 7 (Historical Outlines I and II), where Schumpeter analyses the development of the 

capitalistic society in Great Britain, Germany, and in special detail in the USA after 1780 to 

prove that cyclical development is the basic attribute of capitalistic economy. In the topic of 

the innovation theory evolution, he unfolds his view of the dynamic conception of the 

capitalistic economy development, now in relation to cyclic waves of its development, and 

builds on works presented by Kondratiev, Kuznets, Juglar, and Kitchin. In Chapter 4 he already 

talks about the innovation theory, he distinguishes between the concepts of invention and 

innovation, and defines their relationship. He presents the idea of clustering and time 

cumulation of innovations, which upset the considered transition to a static state of equilibrium 

in economy, which leads to a period of conjuncture. The depression stage is then considered 

an adaptation to the already exhausted previous innovations (Schumpeter, 1939). When 

explaining the cyclical development of economy, Schumpeter applies the historical approach 

again:  each period of the economic cycle in history always has a specific cluster of innovations. 

We can find inspiration by this work in the modern Neo-Schumpeterian theory of growth 

(Aghion, Howitt, 1992) and in publications dealing with the so-called evolutionary economics 

(Fagerberg, 2003; Aghion, Festré, 2017). 

 

His work Capitalism, Socialism and Democracy from 1934 is already characterized by an 

interdisciplinary approach and we can see that it unites all the three Schumpeter’s research 

methods – historical, sociological, and theoretical economic view. To provide the context of 

contemporary economic theories dealing with innovation, we can mention that in the relatively 

short Chapter 7, Schumpeter defines the process of creative destruction.  He considers it a 

phenomenon inherent in capitalism, related to qualitative changes that occur in economy as 

well as in biological evolution (Schumpeter, 2004). In the next part of the work dealing with 

the topic of monopolies the author comes to a conviction that innovations occur more often in 

monopolist structures than in the economic fields where free competition prevails. Large and 

economically strong companies have easier access to finance and can innovate on a larger scale 

than small and medium-sized companies. A monopoly can also protect itself better against 

innovative product imitation and keep the technological lead for a longer time (Sirůček, 2016). 

The European Union cohesion policy, in fact, adheres to this Schumpeter’s thesis by supporting 

financing programmes to promote innovation especially for the segments of small and medium-

sized companies and micro-companies. As for the author’s historical approach to the topic, it 

is applied in detailed analysis of the capitalist society evolution. 
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The culmination of his scientific work is the posthumously published monumental work 

History of Economic Analysis, presenting the genesis of economic science development from 

antiquity to the present. It is not possible to briefly cover all the topics, thoughts and reflections 

contained in this work of 1322 pages. One of the basic topics permeating the work is the 

relation of economics and psychology, economics and philosophy, and economics and 

sociology.  As for the content, the historical analysis is done consistently in the phasing 

Schumpeter used in the previous works. The five parts contain the economic analysis 

methodology, history of economic doctrines from the antiquity to the economic modern era, 

the analysis of economic knowledge evolution from the beginnings of capitalism in 1776 – 

1870, the development in 1870 to the World War I onset in 1914, and the analysis of economic 

schools in the modern capitalistic era from 1914 to Schumpeter’s present day (Schumpeter, 

1994). To this day, the book is rightly considered a foremost work in the field of research on 

the economic thinking evolution.  

 

FUTURE RESEARCH DIRECTION 

 

Another part of Schumpeter’s scientific interest was the area of monetary economics and 

banking. Future research should therefore be directed towards the analysis of his scientific 

approach to the role of money in the economy. This topic permeates his scientific work. His 

book Das Wesen des Geldes, planned for publication in reaction to Keynes’s theory of capital 

and interest but only published posthumously in 1985 with an English translation called 

Treatise on Money published in 2014 (Schumpeter, 2014), was to become the climax of his 

monetary theory. Further research should deal with the question of how his work reflected the 

theoretical foundations of monetary economics, influenced by the Austrian School and 

Schumpeter’s post gradual studies with Alfred Marshall, his teaching of monetary economics 

and banking at the University of Bonn and at Harvard University, and this practical experience 

with investing in the financial market in Vienna and with managing private Austrian banks– 

Biederman Bank and Kaufman Bank. 

 

CONCLUSION 

 

The work of Josef Alois Schumpeter is characteristic by its wealth of thoughts. It combined 

deep education, an undying desire for knowledge, practical experience, and possibly also the 

inherited gift of his family for the enterprise. The above analysis demonstrates that his 

historical approach, based on his in-depth knowledge of history in the areas of economics, 

political science and law, blends in all his major works with the practical knowledge of the 

entrepreneurial environment functioning, enhanced by Schumpeter’s contacts with top 

executives of the Japanese, European and American industry.  Through the synergy of both the 

approaches, his innovation theory gradually evolved and was refined in accordance with the 

economic wave theory in the conceptually conceived book Business Cycles. The culmination 

of the multidisciplinary conception of his economic understanding of history can be found in 

his work Capitalism, Socialism and Democracy, which, apart from both the above-mentioned 

aspects, includes also an original sociological approach. Both his work and his approach to 

scientific research and study of the topic inspired his numerous famous students, Nobel 

laureates in economics, and his followers from the field of new, modern schools of the 

economic thought.    
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Abstract: Western Balkans have several definitions depending on the lens through which this 

concept is observed. The definitions can be economic, political or economic. The analysis is 

further complicated by the partial presence of the European Union, various economic treaties 

and unresolved conflicts as well as the fact that the largest urban populations are scattered 

without definitive trends. Cities continue to attract new arrivals as a result of the direct 

centralization tendencies throughout the region and result in an unsustainable growth of cities 

that in turn result in economic and social complications. This article uses a matrix 

classification model to classify the existing literature on cities in Western Balkans, identify 

specific conditions for particular groups and proposes different approaches for groups of cities 

in order to maximise the effects of smart cities projects so that doubling and significant 

overlapping in financing are avoided.   

 

Keywords: Western Balkans, Smart cities, Challenges, Urban development, Infrastructure. 

 

 

INTRODUCTION 

 

he Balkan Peninsula, geographically speaking, is region of Southeast Europe bounded by 

the Adriatic Sea to the west, the Mediterranean Sea (including the Ionian and Aegean 

seas) Marmara Sea to the south, Black Sea to the east, and rivers Sava, Kupa, and Danube 

to the north (Jelavich, 1999). This is the only parameter with which all nations that are in this 

region agree. In fact, there is no wide consensus on what the nations are3. Geographically 

speaking, Western Balkans are comprised of the following countries: Slovenia, parts of 

Croatia, Bosnia and Herzegovina, parts of Serbia, Montenegro, North Macedonia, and Albania 

(De Agostini, 2004). Politically, Slovenia and Croatia are traditionally exempt from this 

categorization as they are members of the European Union (De Munter, 2020). Therefore, it 

can be concluded from the aforementioned that a model for defining “Western Balkans” is 

needed before further studies can be conducted. 

 

Cities as a social phenomenon are another dimension to this research. Given that it is estimated 

that over 72% of European inhabitants live in urban areas, several studies have been conducted 

in order to classify them, and traditionally, the focus has been on large metropolitan areas 

(Taylor, 2003). However, Giffinger et al. (2007) correctly identify that there is “a deficit in 

literature ... by exploring medium-sized cities and their perspectives for development” (p.3), 

and thus have provided a model for evaluating generic European cities, particularly as their 

research focuses on cities with 100,000-500,000 inhabitants which constitute approximately 
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44% of the urban population in Europe (Nordregio et al., 2004). Aditionally, Lopez & Oliviera 

(2017) prove that “beyond doubt that small and medium sized cities do not lag behind the large 

ones when it comes to “smart cities” and that they have huge potential to make their mark in 

this concept” (p. 624). Therefore, it can be concluded from the aforementioned that a specific 

model for defining and assessing cities in the “Western Balkans” is needed before further 

studies can be conducted. 

 

DEFINING THE WESTERN BALKANS 

 

In order to achieve a certain regional identity and cooperation, it is important to understand 

common features and challenges that each country has to overcome. Achieving consensus on 

these common factors is one of the conditions to pave the way for overcoming common 

obstacles. The Balkans geographically include a large number of countries (bordering Italy in 

the West, Ukraine in the Northeast and Turkey in the Southeast) involved in numerous 

historical and political processes in the region. The Balkans have a very turbulent history 

associated with wars and ethnic conflicts. In the historical literature, one can find the Balkans 

described even as a "European part of Turkey". Delevic (2007) argues that “This has inhibited 

a sense of belonging to a particular regional community, and hence also the development of 

any regional strategy” (p. 11). A great number of dividing lines, spheres of interest and 

integration projects make it difficult to talk about clear boundaries in the same categories like, 

for example, in South America. Geographically, the Western Balkans are comprised of the 

following countries: parts of Serbia, parts of Slovenia, parts of Croatia, Bosnia and 

Herzegovina, Montenegro, North Macedonia, and Albania (De Agostini, 2004). Such 

provisional notion as ‘Western’ is not uncommon in literature. To more accurately determine 

the set of countries and common factors in question, researchers often add additional notations. 

Therefore, in modern literature, determinants such as Southeast Europe, Western Balkans, 

Western Balkan Six are most often encountered. However, each of these notions, as Entina & 

Pivovarenko (2020) argue, “include different sets countries depending on the political 

contextualisation”. Kolstø (2016) noted that the term ‘Balkans’ was reinserted into the official 

political lexicon of Europe from the late 1990s onwards, however with the aforementioned 

specifier ‘Western’. As he argued “‘The Western Balkans’ became the correct designation in 

the EU for non-members located in the south eastern part of Europe. At that time the word 

‘Balkan’ was used increasingly less for countries in the southern, eastern and northern parts of 

the peninsula: they had become EU members” (Kolstø, 2016). Bulgaria and Romania became 

EU members in 2007. Among the other post-communist European states, Croatia, as ‘late 

transitionist’, was also able to successfully follow this path and became a member in 2013. 

This observation by Kolstø can be reflected in research by Croatian authors. An example would 

be research by Devetak (2019) who used the term Western Balkans to denominate the 

geopolitical area that includes the former republics of Yugoslavia (Bosnia and Hercegovina, 

North Macedonia, Montenegro, Serbia and Albania). Furthermore, Devetak (2019) argues that 

the Western Balkans corresponds to “neither to geographic nor geopolitical realities” and that 

“it was ˝invented˝ by the EU in order to divide Bulgaria and Romania that were supposed to 

become the EU members from other Balkan countries".  

 

Similarly, on a question of whether the Western Balkans can be classified as a separate region, 

theorists from the Copenhagen School, Barry Buzan and Ole Waever, in 2003 also gave a 

negative answer. They stated that “Due to the asymmetry of power between the actors in and 

around the Balkans, it is in the hands of the external powers to ‘force’ the Balkans into the 

European complex” (p. 377). They argued that there were no strong regional or global powers 

here, which would be the key political and security “stakeholder”. However, although Slovenia 
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e.g., joined the EU in 2004 and only partially belongs to the Balkans, geographically both 

Slovenia and Croatia still belong to the Western Balkans and share similar challenges with 

neighbouring countries. Furthermore, if things are viewed through this perspective, of the 

common challenges that these countries need to overcome in order to prosper economically in 

these economically volatile times, it could be argued that there are more than enough elements 

going in favour of cooperation voluntarily. If the Western Balkans were seen as an emerging 

region in transition, then it is obvious that the economic development is underway and, in such 

an environment, cooperation should be seen as an obvious choice, rather than the last option 

imposed externally by geopolitics. In addition, the Regional Cooperation of the Western 

Balkans is one of the cornerstones of the European Union's policy of conditionality towards 

this part of Europe. This means that regional cooperation is the conditio sine qua non for the 

accession of countries to the EU. Having that in mind, the paper by Beširević & Cujzek (2013) 

defines the Western Balkans as a region that includes the countries of the Stabilization and 

Association Process, which are Albania, Bosnia and Herzegovina, Montenegro, Croatia, 

Kosovo under UN Declaration 1244, Macedonia and Serbia. Although different countries, as 

shown, try to tailor the region to suit their own political agendas, for the purpose of this paper 

the Western Balkans will be regarded as the region comprised of all countries of the former 

Socialist Federal Republic of Yugoslavia with the addition of Albania. This includes Serbia, 

Slovenia, Croatia, Bosnia and Herzegovina, North Macedonia and Albania. 

 

DEFINING THE SMART CITY CONCEPT 

 

Abandonment of rural areas in favour of cities has led to the unprecedented challenges of urban 

sustainability (Han et al., 2017). Information and communication technologies (ICT) have 

already emerged as pivotal tools in coping with these challenges. These three major trends: 

urbanisation, sustainability and ICT are constituents of a long-term vision called ‘Smart City’. 

Although there is no generally accepted definition, the concept of a smart city could be 

described as a comprehensive and long-term approach towards sustainable urban living, while 

respecting the environment. It is a paradigm related to cities that develop cyber-infrastructure 

(“smart grids”, ICT, intelligent transport systems, etc.) with the aim to foster sustainable 

economic growth and better quality of life (Bibri & Krogstie, 2019); reduce generated 

pollution; improve natural resources and waste management (Bueno-Delgado, 2019), while 

preserving competitiveness in an increasingly globalised environment (Miłaszewicz, 2014). 

The importance of this concept is also reflected in regional and urban development policy of 

the European Union, where the “greener” technology is recognized as an advantage in reducing 

greenhouse gas emissions and promoting the city's collective intelligence and innovation. 

However, due to different economic and geographical characteristics, each urban environment 

has different resources and specific local problems. Therefore, the methods for the 

development and implementation of the smart city concept also differ. Mattoni et al. (2015) 

believe that the Vienna Polytechnic University and the University of Ljubljana developed a 

definition of Smart City that seems to have led to the first change of perspective and introduced 

a new paradigm of urban living. Six “axes” were introduced, along which the “level of 

smartness” of seventy Central European cities could have been evaluated, not only in terms of 

ICT implementation but also in terms of mobility, environmental quality, social life, 

governance, economy and in general, the quality of life. Different cities have developed 

different methods, strategies, models and frameworks for their implementation of this concept. 

It is foremost necessary to understand which determinants make the main bottlenecks in 

existing urban practices. As Bibri & Krogstie (2019) explain, “this involves identifying the 

stumbling blocks on the way and the key stakeholders that should be involved to drive change, 

as well as developing and assessing the policy pathway in terms of planning practices and 
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development strategies necessary to achieve the future outcome”. Additionally, it should be 

noted that despite the common belief, "smart" does not necessarily mean or include "ICT". 

 

FRAMEWORK FOR SMART CITIES CLASSIFICATION 

 

In order to provide a theoretical contribution to the intercity and regional cooperation and 

“know-how” dissemination between Western Balkans’ cities, this paper classifies them based 

on their common sustainability challenges. There are also several sustainability problems 

common for all Western Balkans’ countries and cities such as population aging and decline 

(Eurostat, 2021), increased social cohesion problems, political instability and economic 

recession. Cities were classified into four major groups: capitals, ports, coastal cities and, 

former communist industrial centres. It should be noted that Table 1 does not include all, but 

the most representative cities, regarding the common challenges and that the former communist 

industry centres also include all Capitals. 

 
 

Table 1. Matrix of Western Balkan cities based on common attributes and challenges in 

smart city transition 

 Cities Common challenges 

Capitals Belgrade (RS) 

Zagreb (CRO) 

Ljubljana (SLO) 

Sarajevo (BiH) 

Podgorica (MN) 

Skopje (MK) 

Tirana (AL) 

Excessive immigration leading to the undirected 

expansion beyond long-term city plans. The pace 

of urbanisation with traffic congestion and 

pollution leads to deteriorating quality of life. 

Frequent intertwining of city and state interests 

and jurisdictions leading to inefficient investing in 

projects needed by these cities. 

Ports Novi Sad (RS) 

Koper (SLO)  

Split, Rijeka (CRO) 

Bijela, Tivat,  

Kotor (MN)  

Durres (AL) 

Port management needs to introduce 

environmental and social objectives. Intertwining 

of terminals and railway, road and ship traffic. 

Emphasis on logistics and traffic organisation in 

already congested areas. 

Coastal 

cities 

Koper (SLO) 

Rijeka, Pula, Split, 

Dubrovnik (CRO) 

Herceg Novi, Kotor,  

Tivat (MN) 

Durres (AL) 

Sustainability of coastal cities highly threatened by 

the climate crisis and mass tourism. Cruise tourism 

creates large influx of tourists in a short time 

creating significant logistical problems. Water 

consumption and waste management issues. 

Excessive dependence on tourism, which proved 

to be serious disadvantage during the COVID19 

pandemic. 

Former 

communist 

industrial 

centres 

Valjevo, Smederevo, 

Cacak, Kragujevac, 

Krusevac (RS)  

Velenje, Maribor 

(SLO) Buje, Karlovac, 

Bjelovar, (CRO)  

Banja Luka, Mostar,  

Bihac, Tuzla (BiH) 

Cetinje, Niksic (MN) 

Former communist industry went through a mass 

privatisation. New companies are not interested in 

investing in infrastructure and regarding cities as a 

one-time resource to extract money while creating 

an ecological Ponzi scheme. The major challenge 

is to force companies to invest in long-term 

infrastructure projects that go in line with the smart 

city concept. 
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CONCLUSION 

 

The outcome of urbanisation can be perceived positively, with urban areas being considered as 

the backbone of the Western Balkans economy and development, boosting creativity and 

innovation. However, it can be perceived negatively, with overcrowded and congested living 

and traffic areas, excessive use of resources, irrational consumption patterns, overproduction 

of waste, air pollution, unemployment, poverty, rural decay, migration, etc.  
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Abstract: As main premises related to transport generally indicate, all the more so in Europe, where 

the prosperity of continent will depend on the capacities of all European regions to maintain full 

integration in the world economy, competitively; and efficient transport systems are cornerstones to 

achieve this. In this perspective, this paper is an analysis of the main performance parameters which 

are necessary to sustain an efficient railway transport system at the national level. The study is based 

on data and information centralized by The Authority for Railway Reform (Autoritatea pentru Reforma 

Feroviara – ARF) during three years, when there were in force contracts of public transport services 

related to people transport on railways (January 2016 –September 2019). 

 

Keywords: Railway transport, Land transport, Sustainable future. 

 

 

Introduction 

 

he railway transport system is a very important resource for a national economy 

benefitting from a series of natural advantages as great transport capacity, safety, energy 

efficiency, less harmful for the environment. These advantages place railway transport 

in a position with greater competitiveness related to costs in the structure of the transport 

system in general. Only water transport – maritime and inland waterways – is cheaper. As a 

direct consequence, the economic efficiency of a national transport system is bigger when 

railway transport is better valued and used. 

 

With all these arguments for railway transport development, the market of land transport is 

negatively influenced by economic distortions giving an incorrect competitive advantage to 

road transport face-to-face with railway transport. The main way these distortions act is related 

to the way these two modes of transport receive public financing. This differentiation is 

observable in the number of funds to be allocated from public money, or it can be observable 

in the way the recovering money policy of public costs from the clients of different modes of 

transport is established. What all types of transport have in common is that they all generate 

great costs which are used to cover the building and maintenance related to transport 

infrastructures and the acquisition and maintenance of the necessary means of transport. 

Having in mind that transports are key components of a national economy, the dimension of 

these great costs determines that a great part of costs generated by the transport system to be 
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covered from public financing sources. 

 

Public financing of railway transport is directed at two main areas:  

 railway infrastructure, because the owner is the state and it must provide the necessary 

funding for development, maintenance, and renewal of railway infrastructure; 

 public services related to peoples’ transport on railways, when the state imposes a 

maximum limit on tariffs demanded for public transport services, assuming to 

compensate the differences between railway transport operators incomes and their 

operative costs, adding to this difference a profit share of 3%. 
 

The evolution of financial compensation at the national level 

 

In the following table 1, it is presented the financial compensation of railway transport 

companies from public funds to support passengers’ transport on railways and the quantum of 

facilities given to specific social categories of passengers (retired persons, war veterans, 

students, revolutionaries, and other special categories). The passengers' railway transport 

operators in Romania are National Railway Transport Company for Passengers (SNTCF), CFR 

Calatori, SC Regio Calatori SRL, SC Interregional Calatori SRL, SC Transferoviar Calatori 

SRL, SC Softrans SRL, SC Astra Trans Carpatic SRL.  

 

Graph 1. The Evolution of Public Subsidies for 2016-2019 (thousands RON) 

Source:http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-analiza-

indicatori-OTF, p. 3 

 

The statistical data indicates a positive funding evolution. For the 2016-2017 period there was 

a contraction of national compensation quantum, while the total amount of subsidy and 

facilities had been relatively stable. Starting with 2017, there was a noticeable slow increase, 

since gratuities for students using railway transport were introduced. 

 

Table 1. Compensation Allotted to Railway Transport Operators (OTF) for 2016-2019 

(thousands RON) 

OTF/Year 2016 2017 2018 2019 

SNTFC CFR Calatori 1,060,767,880 1,091,123,810 1,071,738,310 1,141,670,796 

Regiotrans 141,549,867 125,590,237 - - 

Regio Calatori - 6,867,518 138,176,591 146,820,415.30 

Transferoviar Calatori 74,471,615.65 69,651,900 75,068,265 83,492,077.50 

Interregional Calatori 23,615,425.27 25,525,150 31,273,279 38,390,999.40 

Astra Trans Carpatic     9,615,260 14,092,480.60 

Softrans 11,680,359 9,414,183.97 8,999,663 11,533,231.20 

0
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TOTAL 1,312,085,146 1,328,172,798 1,334,871,368 1,436,000,000 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-

analiza-indicatori-OTF, p. 4 

 

It is important to mention that yearly differences regarding compensation’s value directed to 

railway transport operators of passengers in Romania depend on performance indicators 

reached by each operator and it is influenced by train/km, passengers/km and minimum 

mandatory incomes to be achieved. 

 

The evolution of train/km indicator 

The diminution of train-km indicator in 2018 related to 2017 is a direct consequence of a 10% 

reduction of compensation introduced in October 2017 because of Romania’s national budget 

rectification through government’s ordinance no. 63/September 13, 2017, which had allotted 

for compensation purposes for the year 2018 a quite similar amount as it had been in 2017. 

 

Table 2. The Evolution of Train-Km Indicator for 2016-2019 

Transport Railway Operator 2016 2017 2018 2019 

SNTFC CFR CALATORI 52,146,260 52,229,969.20 49,881,389.40 50,206,425.20 

REGIOTRANS 5,993,803.60 5,618,640.60     

REGIO CALATORI 0 327,452.70 6,148,266 6,040,672.30 

TRANSFEROVIAR CALATORI 3,273,320 3,404,763.90 3,436,753.10 3,478,431 

INTERREGIONAL CALATORI 1,160,330 1,448,714 1,488,369.70 1,734,540.20 

ASTRA TRANS CARPATIC     612,593.20 858,984.20 

SOFTRANS 643,232.39 636,276.30 544,904.70 646,331.80 

TOTAL 63,216,945.99 63,665,816.70 62,112,276.10 62,965,384.70 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-

analiza-indicatori-OTF, p. 7 

 

As a result of this diminution, railway operators had been forced to reduce the numbers of the 

train they used, and in some cases, some of them had to completely abandon specific portions 

of un-interoperable sections of circulation. 

 

The evolution of passengers-km indicator 

We can observe an important increase of passengers-km indicator in 2017 after Romania’s 

Government decided to allot transport facilities for students using metro and trains. 

 

Table 3. The Evolution of Passenger-Km Indicator for 2016-2018 

Transport Railway Operator 2016 2017 2018 

SNTFC CFR CALATORI 52,898,759 56,927,403 53,738,628 

REGIOTRANS 5,961,396 5,861,407 0 

REGIO CALATORI 0 347,81 6,230,398 

TRANSFEROVIAR CALATORI 4,350,010 4,536,842 4,745,940 

INTERREGIONAL CALATORI 940,675 998,474 1,323,221 

ASTRA TRANS CARPATIC 0 0 162,475 

SOFTRANS 326,757 359,209 311,924 

TOTAL 64,477,597 69,031,145 66,512,586 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-

analiza-indicatori-OTF, p. 8 
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Main private railway transport companies moving passengers have registered an increase of 

send travelers in 2016-2018 period related to public railway operator SNTCF CFR Calatori, 

which had registered a decline on this indicator in 2018 related to 2017, especially due to 

shortages in rolling material area, overlapping its decision to reduce its number of trains in use, 

as a consequence of decision regarding the public financing reduction. 

 

The evolution of trains in use 

Observing the precedent tables regarding the number of operated trains and send passengers, 

the five private railway operators in comparison with the public operator, registered an increase 

of send passengers 

 

Table 4. The Evolution of Trains in Use Indicator for 2016-2019 Period 

OTF 2016 2017 2018 2019 

SNTFC CFR CALATORI 409,224 414,329 394,775 381,527 

REGIOTRANS 85,698 80,821   

REGIO CALATORI  5,071 89,421 86,317 

TRANSFEROVIAR CALATORI 47,896 48,149 43,896 43,876 

INTERREGIONAL CALATORI 17,425 23,024 23,720 27,904 

ASTRA TRANS CARPATIC   1,655 3,472 

SOFTRANS 3,149 3,438 2,067 1,674 

TOTAL GENERAL 563,392 574,832 555,534 544,770 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-

analiza-indicatori-OTF p. 9 

 

Even they registered a reduction in train-km indicator, after they had taken measures to optimize 

the use of their available rolling material, rising the degree of occupancy rate for their trains in 

use. 

 

Table 5. The Evolution of send passenger’ numbers/operated trains 2016-2018 

OTF 2016 2017 2018 

SNTFC CFR CALATORI 129.27 137.40 136.12 

REGIOTRANS 69.56 72.52 0 

REGIO CALATORI 0 68.59 69.67 

TRANSFEROVIAR CALATORI 90.82 94.23 108.12 

INTERREGIONAL CALATORI 53.98 43.37 55.79 

ASTRA TRANS CARPATIC 0 0 98.17 

SOFTRANS 103.77 104.48 150.91 

TOTAL 447.40 520.58 618.78 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-analiza-

indicatori-OTF, p. 10 

 

It is important to mention that companies whose activity is focused on operating trains with 

rank Interregio (longer distances) had registered higher value than those operating trains of 

Regio rank (short distances). 

 

Table 6. The evolution of send passengers/exploited km (2016-2018) 

Transport operator 2016 2017 2018 

SNTFC CFR CALATORI 1,01 1,09 1,08 
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REGIOTRANS 0.99 1,04 0,00 

REGIO CALATORI 0,00 1,06 1,01 

TRANSFEROVIAR CALATORI 1,33 1,33 1,38 

INTERREGIONAL CALATORI 0.81 0.69 0.89 

ASTRA TRANS CARPATIC 0,00 0,00 0.27 

SOFTRANS 0.51 0.56 0.57 

TOTAL 4,66 5,78 5,20 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-analiza-

indicatori-OTF, p. 11 

 

Transport operators mainly activating trains ranking in Regio classification on un-interoperable 

(secondary) lines, had registered much higher values for this index related to companies that 

activate Interregio trains on interoperable lines (main lines). As a matter of fact, InterRegio 

trains (IR) stop in middle and great cities, while Regio trains (R) stop in all train stations, even 

in the smallest. 

 

Expenditures and incomes registered by railway operators during 2016-2019 
 

Table 7. The Evolution of average cost (RON)/used kilometer indicator for 2016-2019 

OTF 2016 2017 2018 2019 

SNTFC CFR CALATORI 39.47 43.20 46.63 52.43 

REGIOTRANS 28.03 29.11   

REGIO CALATORI  35.04 28.05 32.53 

TRANSFEROVIAR CALATORI 30.71 32.80 31.60 31.47 

INTERREGIONAL CALATORI 24.11 25.98 25.29 25.45 

ASTRA TRANS CARPATIC   34.74 34.05 

SOFTRANS 28 30.03 32.23 31.72 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-

analiza-indicatori-OTF, p. 13 

 

There had been registered a steady increase of costs/used km in the case of SNTCF CFR 

Calatori, a public railway operator, in comparison with other private operators, which registered 

relatively stable costs. 

 

Table 8. The Evolution of Average Income (RON/km) during 2017-2019 for Trains Ranked 

as Regio 
OTF 2017 2018 2019 

SNTFC CFR CALATORI 4.23 5.03 5.58 

REGIOTRANS 0 5.41 0 

REGIO CALATORI 5.75 5.37 5.51 

TRANSFEROVIAR CALATORI 5.63 6.24 5.10 

INTERREGIONAL CALATORI 2.51 4.33 0 

ASTRA TRANS CARPATIC 0 0 0 

SOFTRANS 1.68 1.46 0 

Source: http://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-analiza-

indicatori-OTF, p. 24 
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For 2017-2019 period the highest average incomes for trains ranking in Regio category were 

registered by Transferoviar Calatori SRL and Regio Calatori SRL. 
 

Table 9. The Evolution of Average Income (RON/km) during 2017-2019 for Trains Ranked 

as InterRegio 

OTF 2017 2018 2019 

SNTFC CFR CALATORI 28.65 41.48 41.58 

REGIOTRANS 7.89 0 0 

REGIO CALATORI 0 9.50 15.46 

TRANSFEROVIAR CALATORI 10.40 11.24 16.30 

INTERREGIONAL CALATORI 3.24 0 0 

ASTRA TRANS CARPATIC 0 14.95 12.81 

SOFTRANS 14.04 16.10 14.70 

Source: chttp://arf.gov.ro/web/wp-content/uploads/2019/10/Octombrie-2019-Studiu-analiza-

indicatori-OTF p. 25 

 

For 2017-2019 period the highest average incomes for trains ranking in Interregio category 

were registered by SNTCF CFR Calatori SA. 

 

Perspectives: potential for development 

The analysis of performance parameters in need for providing a competitive railway transport at the 

national level points to the idea that there is possible a rehabilitation and revitalization of passengers 

railway transport; there manifests at the domestic market level a great degree of expectancies on 

customers’ part, and this is because of: 

- demand for public transport directly depends on the domestic economy’s evolution, and as 

economic trends indicate, there could manifest a rising demand for transport services in the 

period ahead; 

- lack of attractiveness and competitiveness of Romanian railway system is reversible, as we can 

observe from the evolution of operators capable to offer performing and suitable services in 

accordance with customers’ expectancies. 

 

Graph 2. The Rising Potential for Railway Transport of Passengers 

Source: Strategia de dezvoltare 2018-2020 Ministerul Transporturilor, pag 43 

 

This graph indicates that there is a potential increase in the number of passengers transported 

on railways in Romania, based on the assumption there would be registered a trend of economic 

development in the future. As a consequence, the existence of room for future development 

could justify the employment of supplementary efforts, but there should be considered some 

specific actions first. 
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In order to develop passengers railway transport, there must: 

- be provided a higher amount of public money directed to railways, in comparisons 

with allowances directed to road transport sector; 

- be ensured a higher level o performance for trains circulation, from both 

commercial speed point of view and of punctuality; 

- promote of specific services characterized by higher frequency; 

- promote high-speed railway transport; 

- provision of higher accessibility to and from train stations; 

- be ensured a higher level of quality of services in train stations, and on board; 

- maintain and develop supplementary projects in order to create a dense railway 

network. 

 

The rising demand for population mobility is more than obvious, which is due to both 

technological evolution and population’s incomes, and it is triggered by the necessity to 

provide higher efficacy on the labor market. The society which will move faster can gain more: 

in this framework, it is needed the implementation modes of transport which can move together 

more passengers in a time unit using the most efficient types of transport. 

 

Railway transport must become a major component for making trips, on short and medium 

distances, but for longer distances, too. It will come as a sustainable solution for road 

infrastructure’s decongestion, with all advantages related to transport and environmental costs. 

 

It must be arranged suburban railway transport in important metropolitan areas, in connection 

with its integration with the urban public transport system, in order to provide comfortable and 

affordable intermodal transport. 

 

Rising accessibility for train stations through efficient intermodal interfaces related to other 

types of transport, including privately owned cars (which means parking places available close 

to train stations) can become part of the solution aiming at rising railway attractiveness. 

 

At the international level, there must be a consolidated international railway transport in order 

to provide attractive services for passengers who want to travel on long distances; higher speed 

trains with higher accessibility, because train stations are constructed especially inside the 

cities, can become a source of higher competitiveness face-to-face with airway transport. As 

sitting at an important crossroads, Romania can promote the development of longer-distance 

transport on railways, facilitating in this way the connection between Central Europe and Black 

Sea, and Northern Europe to Istanbul. This will transform Romania into an important hub in 

the European transport network. 

 

Conclusion 

 

It is absolutely necessary to consolidate public passengers railway transport services in order 

to provide the framework for a viable and attractive alternative to road transport using privately 

owned cars, which would contribute immediately to reducing road infrastructure overloading, 

rising the flow on national roads; this would bring lower pollution, higher economic efficiency 

at domestic level, smaller risk of accidents. 
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Abstract. Our starting point is the definition and classification of investments, both financial 

and accounting. Thus, in a financial sense, an investment represents the change of an existing 

and available amount of money, with the hope of obtaining a higher but probable income in 

the future. In the accounting sense, an investment is the allocation of an amount available for 

the purchase of an asset, which will determine the future financial flows of income and 

expenses. Investments can be classified into two categories: domestic investments - consist of 

the allocation of capital for the purchase of machines, equipment, constructions, licenses, 

patents, etc. Their purpose can be to reduce costs, increase production, improve quality, 

increase market share, etc.; foreign investments - consist of capital investments in shares in 

other companies. They are also called financial investments and aim to increase the value of 

the company and diversify sources of income. We also analyze in this article the investment 

decision. The investment decision is the most important financial decision which a manager 

has to make. An investment usually involves allocating large sums of money in the long run, 

with a relatively high degree of risk. We also present and analyze both the stages of establishing 

an investment decision and the methods of evaluating an investment project. The article also 

presents management elements regarding the investment recovery term; discounted net value 

method, investment risk assessment. 

 

Keywords: Financial management, Investments, Educational systems. 

 

 

1. INTRODUCTION 

 

n investment can generally be defined as the process by which something is bought in 

order to make a profit or interest. In a financial sense, an investment represents the 

change of an existing and available amount of money, with the hope of obtaining 

higher incomes in the future (Ioana et al., 2019; Nicolescu et al., 2000). In the accounting sense, 

an investment represents the allocation of an amount available for the purchase of an asset, 

which will determine the future financial flows of income and expenses. 

 

Investments can be classified into two categories: 
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Category 1: domestic investments - consist of the allocation of capital for the purchase of 

machines, equipment, constructions, licenses, patents, etc. Their purpose can be to reduce 

costs, increase production, improve quality, increase market share, etc.; 

Category 2: foreign investments - consist of capital investments in shares or social parts in 

other companies. They are also called financial investments and aim to increase the value of 

the company and diversify sources of income. 

 

2.  INVESTMENT DECISION  
 

The investment decision is the most important financial decision a manager has to make (Ioana, 

et al., 2015; Ioana, 2009). An investment usually involves allocating large sums of money in 

the long run with a relatively high degree of risk. Hence the question: Why invest? 

 

Here are some of the reasons behind the decision to invest: 

Reason 1: maintaining or increasing the level of profit; 

Reason 2: increasing production capacity in order to meet the demand for products or services; 

Reason 3: maintaining or increasing the advantage held over the competition; 

Reason 4: maintaining or increasing market share; 

Reason 5: exploiting the advantages of new technologies; 

Reason 6: demand for new products and services. 

 

The stages of establishing an investment decision. In order to decide if you will start 

investing, we recommend that you go through the following steps (Nicolescu, 1993): 

 

Step 1: Determine the cost of the project. 

Make a list of all the costs that will be generated by the investment, from the design to the 

commissioning of the investment. If you purchase a new machine, be sure to include the 

training costs of the personnel who will work on that machine. Also, don't forget to include 

costs for the raw material that will be used at the beginning to adjust the machine (the first 

products are usually scrapped until the machine is adjusted). If you can afford it, we 

recommend that you use investment specialists to ensure the success of the project. 

Step 2: Determine the financial sources with which the investment will be made. 

Will you use your funds or do you need borrowed funds? 

Step 3: Forecast estimated cash flows resulting from the investment. 

How much money do you estimate you will get over the life of the investment? 

Step 4: Determine the total cost of the investment. 

Add up the cost of the investment and, if applicable, the cost of the borrowed capital. 

Step 5: Compare the total value of estimated cash flows (receipts) with the total cost of the 

investment. 

 

If the total value of the estimated cash flows is greater than the total cost of the investment, 

then you can invest. Otherwise, the investment must be abandoned. 

 

3.  METHODS OF EVALUATING AN INVESTMENT PROJECT 

 

The methods of evaluating an investment project take into account three variables, namely: 

 liquidity, 

 the time factor, and 

 risk. 
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There are two main categories of methods for evaluating an investment project:  

 

A. Methods without updating - are quick and simple, but do not take into account the change 

in the value of money over time. 

B. Update methods - are more cumbersome and involve more calculations, but take into 

account the change in the value of money over time, which is very important especially in an 

economy with a high annual inflation rate, such as Romania. 

 

The following are two of the most useful methods of evaluating the draft investigation: the 

investigation recovery period and the net present value method. 

 

1. The return on investment 

It is the non-updating method of calculating the number of years required to recover the initial 

investment from the cash flows generated. The term of the investment recovery highlights the 

measure of the liquidity of an investment and the speed with which the invested money is 

recovered. 

 

2. Net Present Value Method (VNA) 

It is the updated method that starts with the idea that the initial investment and the annual cash 

flows must be converted into values expressed at the same time. 

 

4.  INVESTMENT RISK ASSESSMENT 

 

The last step you need to take before starting an investment is to assess the risk. All investment 

experts agree that a low-risk investment has a low rate of return, while a high-risk investment 

can lead to a high rate of return. The inclusion in a certain degree of risk of the investment is 

made based on the purpose pursued.  

 

Here are some risk factors to consider when making your checklist: 

1. Market forecasts (market exists or not), 

2. Technology, 

3. Products of the competition, 

4. Impact on current activity, 

5. The management team, 

6. Financial risks, 

7. The impact of the legislation, 

8. Country risk, 

9. Political risk, 

10. Environmental risk. 

 

5.  SELECTION OF INVESTMENT PROJECTS 

 

Selection of investment projects includes the following steps: 

Step 1: Formulation of potential investment projects; 

Step 2: Application of financial selection criteria; and 

Step 3: Investment tracking and control. 

Formulation of investment projects. For the selection of proposals, we recommend you to 

adopt a procedure for analyzing potential decentralized investment projects, with two levels: 

 The lower level (section, division, branch), regarding the replacement and modernization 

investments, as well as the investments for the development of the activity; 



 

340 

 The upper level, of the company's management, regarding the strategic, human, and 

social investments. 
 

Feasibility calculation. Each investment proposal must be accompanied by a feasibility 

calculation, highlighting mainly the capacity of the project in question to bring profit and, 

consequently, to allow the recovery of the initial investment. 

 

6.  TYPES OF INVESTMENTS 

 

We recommend that, in the procedure of choosing an investment project, you take into account 

the characteristics of that project. These will place it in one of the following categories. 

 

Category 1: Replacement and modernization investments - are investments intended to replace 

physically and morally used tangible assets. These investments have the same use-value as the 

replaced ones. 

Category 2: Development or expansion investments - are those investments that lead to the 

growth and development of the company. These investments can be made in the form of: 

 internal growth, which involves the development of the company (its production 

capacity) through actual investments; 

 external growth, which involves the development of the company through the 

acquisition of another company. 

Category 3: Strategic investments - are those investments related to the strategic option of the 

company. For example, a research project related to the exploitation or creation of a new 

product, the decision to merge with another company, etc. 

Category 4: Investments in human capital - are the expenses regarding selection and hiring of 

staff, specialists, management team; and permanent formation of human capital. 

 

These investments are of great importance because they can avoid large expenses, generated 

by hiring inadequate staff, dismissal, and hiring new staff. 

 

7. CONCLUSION 
 

Educational systems, at any level, are in dire need of investment. After investing in human 

resources, which is the most important, material investments also have a very important role. 

Efficient material investments in educational systems ensure the necessary (and not sufficient) 

conditions for increasing the quality of the respective educational process. Hence the need for 

scientific knowledge about investments.  

 

The starting point of this knowledge must be the understanding of the five types of definitions 

of an investment (which is also a classification of investments): investment in the general sense, 

investment in a financial sense, investment in an accounting sense, internal investment, and 

external investment. 
 

The investment decision is also very important. This decision must be made on a scientific 

basis, including a good feasibility study. Among the arguments underlying the decision to 

invest, we mention: increasing the educational capacity to be able to satisfy the demand for 

services, maintaining or increasing the advantage held over the competition, maintaining or 

increasing market share, and exploiting the advantages of new technologies. 
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Knowing the stages of establishing an investment decision and its scientific application are 

also very important. These steps are as follows: determine the cost of the project; determining 

the financial sources with which the investment will be made; forecasting cash flows estimated 

as a result of the investment; determine the total cost of the investment; comparing the total 

value of estimated cash flows (receipts) with the total cost of the investment. 
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Abstract: This article presents the main elements specific to the evaluation of research and 

development and innovation activities: evaluation of scientific research activity; evaluation of 

the staff involved; valuation of tangible assets; valuation of intangible assets. Also, we present 

in the article the two ways of approaching the evaluation of research, development, innovation: 

macroeconomic approach; microeconomic approach. The comparative analysis is based on 

the management by results and the management by objectives in the field of research activities, 

development, and innovation. In this context, we present the economic-financial indicators 

used in the evaluation of the research, development, innovation: the rate of new sales; cost 

savings rate; revenues from research development innovation. 

 

Keywords: Financial management, Research, Development, Innovation. 

 

 

1.  INTRODUCTION 
 

he research-development-innovation activity (RDI) plays an important role in the 

success and development of enterprises, in their strategic positioning. In the evaluation 

of the RDI activity, we distinguish four essential elements (Ioana, 2009; Nicolescu, 

1993): valuation of the scientific research activity; evaluation of the staff involved; valuation 

of tangible assets, and valuation of intangible assets along with two following approaches. 

 

The macroeconomic approach that takes into account the extent to which the state 

administration bodies at the national or local level administer the RDI activity and direct the 

allocated funds, either from the national budget or from international collaboration programs 

(e.g. European programs, or programs established with the USA, Japan, Canada, Russia, China, 

etc.) 

 

Microeconomic approach concerning the role of the management of the institutions with 

attributions in the field of RDI in the management of the financial resources allocated or 

obtained from their activity. 
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The comparative analysis is based on management by results and management by objectives 

in the field of RDI (Nicolescu, 2000; Ioana et al., 2019) and represents the vision of researchers, 

a system of procedures and principles for the allocation of resources and rewards. 

Among the requirements of the comparative analysis are: 

 importance of the RDI field, but also the research topic at macro and microeconomic 

level; 

 the capacity of the enterprise to complete the project; 

 side effects of program application; 

 results of the RDI activity and the technological progress, development of the scientific 

infrastructure; 

 requested financial support and own contribution. 

 

2.  ECONOMIC – FINANCIAL INDICATORS USED IN THE 

EVALUATION OF THE RDI 
 

Among the most important indicators used in the RDI activity we can mention (Nicolescu, 

1993; Costoiu & Semenescu, 2015) the following. 

 

1.  New sales rate (RVN) 

 

This indicator of sales revenues in a year “i” results from the improvement of the product 

marketed in the period from “i-j” to “i-l” compared to the total revenues from the year “i” (VT), 

i.e.: 

 







lN

liN
vanz

rev

VN
VT

RVN
11

       (1) 

In which: 

 

VT = Total revenue for a year “i” 

VNvanz = Net income in a year “i” from the improvement of the product marketed in a year “i” 

 

2.  Cost saving rate (REC) 

 

This indicator expresses the cost savings of goods sold in a year “i” from the adoption of an 

innovative process that led to the change of the product in the period “i-k” to “i-l” and the 

obtaining of an average gross profit in a year “i”, ie: 
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Where: 

RCec = reduction in costs of goods sold in a year "i" by the use of innovative processes in year 

N 

PMB = Gross Average Profit for the business unit in a year “i” 

 

3.  Revenue from RDI (RDIven) 
 

This indicator is given by the contribution in the gross profit (PB) which represents the sale of 
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new or modernized products (NP) and the decrease of the cost of new products by introducing 

innovative technologies (SC). 

 

RDIven = NP +SC         (3) 

 

4.  Predicted RDI / Created Value (VC), Portfolio Analysis (AP) 

 

The Expected Sales Value is characterized by the percentage of future sales from the total of 

RDI projects and incorporates the probability of achieving the objectives of each project at the 

level of one year. 

 

The Value of Projected Revenues given by the percentage of the future net annual revenues 

(and/or profitability) from the total RDI projects and which incorporates the probability of 

achieving the objectives of each project at the level of the 1-year period. 

 

In addition to the indicators presented, we can also list others that have a special significance 

in the RDI activity. 

 

 Distribution of investments in new technologies / Portfolio Evaluation for Projects 

(EPP). 

 The share of patents (PBI) in the Value of technological assets (VAcT) 

 

PBI = (NBI / VAcT) x 100      [%]      (4) 

 

Where: 

NBI = Number of patents 

 

 Share of current investments in new technologies (PICTN) related to the value of 

technological assets (VAcT) 

 

PICTN = (ICTN / VAcT) x 100      [%]       (5) 

 

Where: 

ICTN = Current investments in new technologies. 

 

3.  FINANCIAL MANAGEMENT ELEMENTS SPECIFIC TO RDI ACTIVITIES, 

INCLUDING EUROPEAN-FUNDED SCIENTIFIC RESEARCH PROJECTS  
 

In general, the design and implementation of the call for tender for a European-funded scientific 

research project require a pre-feasibility and/or feasibility study specific to that project. Also, 

the activity of research, development, innovation (RDI) in general and scientific research 

projects with European funding in particular, require scientific financial management of all 

types of resources (human, financial, material, and informational). 

 

Of particular importance is the achievement of an estimated (when submitting the offer request) 

realistic, viable, and very well argued and substantiated Expenditure Estimate. We will present 

later in the paper the examples of such estimates of estimated expenses. 
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3.1.  Analysis of variable expenses 

 

Within the operating expenses, the variable part, respectively the one that is dependent on the 

volume of activity, is predominant. Economic theory and practice use the notions of 

proportional and disproportionate dependence. 

 

In the first case it is expressed by the relation: 

a  Q and in the second case by functions f(Q) 

 

where: 

                 a - the sum of variable costs per product;  

                 Q - the number of products. 

 

The analysis of variable expenditures in economic practice is justified by: 

 elaboration of sales policies depending on the degree of profitability and consequently 

on the contribution to the coverage of common expenses; 

 elaboration of the necessary cost budgets, in the good management of all categories of 

resources; 

 establishing the implementation strategy from a quantitative point of view and the 

deadline; 

 determining the break-even point, a particularly important issue in the dimensioning 

of some activities and categories of expenses. 

 

Of course, some reservations can be made in this regard, determined by: 

 the inaccuracy of establishing the variability of different categories of expenses; 

 the impact of the salary system on the two groups of expenses (variable or fixed). 

 

3.2.  Analysis of the dynamics and structure of variable expenditures 

 

In order to follow the dynamics of the total variable expenses at 1,000 RON income, we use 

the data from table 1. 

 

Table 1. Analysis of the dynamics and structure of variable expenditures 

Nr. 

crt. 
Indicators 

Previous 

period Pn-1 

Current period 
% Provided 

P0 

Accomplished 

P1 

1. 
Variable operating 

expenses 
3,974 4,772 5,092 106.70 

2. 
Variable expenses related 

to turnover 
3.792 4.648 5.032 108,26 

3. 
Variable expenses related 

to the calculated turnover 
3.808 X 4.990 X 

4. Fiscal value 7.360 8.436 9.260 109,77 

5. Operating income 6.770 8.014 8.750 109,18 

6. Turnover increased 6.600 X 9.000 X 

7. 

Variable operating 

expenses per 1.000 RON 

operating income  (1/4) 

540,00 565,67 550,00 97,22 

0

1

P

P
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8. 
Variable expenses per 

1.000 RON turnover (2/5) 
560,00 580,00 575,00 99,14 

Source: Own research 

 

Following the evolution of variable expenses to 1,000 RON operating income and turnover, 

respectively, compared to the achievements of the previous year and provisions, this is 

different. Thus, an increase of variable expenses to 1,000 RON operating income and turnover 

was foreseen. However, there are reductions in comparing the achievements with the 

provisions. 

 

4. CONCLUSION 
 

The evaluation of the research-development-innovation activities (RDI) supposes the 

completion of the following stages: the evaluation of the scientific research activity; evaluation 

of the staff involved; valuation of tangible assets; valuation of intangible assets. There are two 

ways to approach this evaluation activity: the microeconomic approach and the 

macroeconomic approach. 

 

The most important economic-financial indicators used in the evaluation of the research, 

development, innovation, and innovation are new sales rate (RVN); RDI income; the share of 

patents (PBI) in the value of technological assets (VAcT); the share of current investments in 

new technologies (PICTN) related to the Value of technological assets (VAcT); distribution of 

investments in new technologies / Project Portfolio Evaluation (EPP). 

 

Among the financial management methods specific to research-development-innovation (RDI) 

activities, including European-funded scientific research projects, the most important are: the 

analysis of variable expenditures; analysis of the dynamics and structure of variable 

expenditures. 
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Abstract: Even with the amount of information that is diffused nowadays over the internet it 

is undeniable that the books in paper format are still a valuable source of knowledge either 

because they are often a reliable source or because the paper gives us a sensation that a screen 

does not give. Having said that, it is essential that a library not only publishes on the internet 

all the available books but also ensures good management for all that knowledge source. That 

is how this research and project comes up, a compilation of library standards for its 

management from the cataloguing of the books to its physical display in the library, as well as 

the automatization of all that standards. This study and the application of its results were done 

in a small library, Centro de Camões that complements the Department of Humanities of Marie 

Curie-Skłodowska University in Lublin, Poland. It used the Agile software engineering 

methodology, a light, efficient and low risk way of development. User stories were used as an 

approach that promotes essentially the user’s point of view in the solution, i.e lead the team to 

think, question and perceive what they are developing. The main features of the automatization 

and management system are the cataloging with a book online search script by ISBN that 

returns the vital intel of a book, a website that shares with the users all the bibliography 

available and a books manager, also includes a requisitions manager that allows warnings to 

the library and users. The framework used was Django, a high-level Python Web framework. 

On it, we apply technologies like channels, Web sockets and all the fundamental guidelines of 

Web development. Therefore, this article is a jump start for those who want either implement 

a similar solution in a library or want to apply some technologies used on this project on their 

own projects, the source code of this project can be found at https://github.com/tfcl/camoes. 

 

Keywords: Library management; Web programming; Agile; User story. 

 

 

INTRODUCTION 

 

his article will approach research where the key concepts in the management of a library 

will be presented, crucial concepts in the design of a computing system that ensures 

more digital and automatic management of all the bibliographic content, in other words 

how to put a library in the XXI century. 

 

The first sections will address the presentation of the concepts such as categorization, unique 

identifiers and exchange of records among libraries, in the last five sections we will present the 

technical details of the system such as type of users, functionalities like the requisitions 

manager, this technical details will be demonstrated using the UML language, including use 
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cases (Jacobson, 2004). The development of this solution implemented the Extreme 

Programming-User Stories methodology (Rubin, 2012) that is characterized for involving the 

user during all the development process. 

 

This article is intended to show the design and implementation of a software system for the 

management of a library. 

 

BACKGROUND 

 

Most of the libraries display physically the books based on classification systems, these 

systems allow that all the books with related subjects are ordered logically. 

 

This method was created with the need of a systematic arrangement aiming at the improvement 

of the reader's experience since that is the subject of the search criteria often used by most of 

them. 

 

Classification is therefore one of the most important tasks in a library because it ensures a quick 

search of any book, so it is based on the principle that when we find a literary work next to it 

we will find a related one (Barbosa, 1969). 

 

The process of classification is rigorous, we must read the preface, the introduction as it 

acquires the knowledge of the book content in order to understand what subject is covered. 

 

This process is made from the general to the particular, that is, we start from the big areas of 

knowledge (e.g. social sciences; Mathematics, Natural sciences) to the more specific areas (e.g. 

politics, Physics) (UDC, 2013).  

 

In 1976 Melvil Dewey wrote the book, The classification and subject index for cataloging and 

arranging the books and pamphlets of a library, in which the classification system designed by 

him is described. This system, Dewey Decimal System abbreviated to DDC started to be used 

around the world since it was one of the first implementing a decimal classification and because 

it allowed the search criteria described at the beginning of this section to stand out from the 

classification systems available at the time for being more usable, expandable and easy to 

memorize (Barbosa, 1969). Nowadays it is still used, however, due to its limitations it is only 

reliable in libraries with a small number of books. 

 

In 1895 the International Institute of Bibliography based on the Work of Dewey, designs the 

Universal Decimal Classification, abbreviated to DDC, which in the beginning were very 

similar, however, with the expandability that DDC offers in the sub-areas of knowledge, they 

are more and more different (Barbosa, 1969). 

 

The classification system used in this project is UDC since it is widely used in Europe. 

 

Universal Decimal System 

 

After presenting a brief sum-up of the historical context in the previous section we proceed to 

explain the specificities of this classification system. This system divides the knowledge into 

10 main classes, and these can be divided into subclasses, in a decimal hierarchy which ensures 

an infinite extension to make reading easier, a “.” is placed every 3 digits. To ensure greater 

flexibility this system uses signs or symbols where links can be made between auxiliary 
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subjects or tables where we can even specify the type of work (Barbosa, 1969). To clarify, 

Figure 1 shows these classes and their notations as well as auxiliary signs and numbers. 

 

Below are listed four examples of this classification system. 

 

Example 1: 821.9 [LANGUAGE. LINGUISTICS. LITERATURE > Literature > Literatures 

of individual languages and language families > Literature in artificial languages] 

Example 2: 7/8 [Art / Literature] 

Example 3: 384 “20” [Telecommunications on the XX century] 

Example 4: 5(038) = 30 [Geology German Dictionary] 

 

Figure 1. Classes and special Notations of UDC  

 

 
Source: http://www.udcsummary.info 

 

Exchange of Records 

 

If the categorization process is so rigorous and since nowadays the bibliographic data of most 

of the books are shared over the internet, it makes sense that we automate the process, either 

to minimize the error or to simplify it. 

 

To make the exchange of records easier in the 1960s the Marc records were designed, these 

records contain all the data of a book and at the same time can be interpreted by a computer 

(Library of Congress, 2009). 

 

The Marc records use tags so they can be machine readable, with the evolution of the Markup 

Languages nowadays these records are more developed as it is the case of MarcXChange that 

is an XML based exchange format (Biblioteca Nacional de Portugal, 2016). 

 

There are several API’s online where we can access these records, the Portuguese Government 

created an open data project, BNP PorData, where we can access the records of most of the 

books published in Portugal, it's available in http://urn.bn.pt/accesso.urn. 

 

The other API used on this project was the WordCat, it’s available in  https://www.oclc.org/. 

International Standard Book Number 

http://urn.bn.pt/accesso.urn
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The International Standard Book Number abbreviated to ISBN is a unique book identifier with 

which we can categorize work by type of content (e.g. Book, movie), country, author, 

publisher. The books released after 2007 use a 13-digit format (ISBN-13) while the previous 

ones use a 10-digit format (ISBN-10). Since it is a standard unique book identifier, it is used 

worldwide for sharing bibliographic data and updating library catalogues (International ISBN 

Agency, 2014 

 

DEVELOPMENT OF THE LIBRARY MANAGEMENT SYSTEM 

 

All the code of this software and images of it can be found at this github repository 

https://github.com/tfcl/camoes, the solution was developed using the framework Django. 

Figure 2 shows the algorithm written in pseudocode to validate an ISBN. 

 

Figure 2. ISBN Algorithm Validation 

 

 

 

The User Stories have origin in the Extreme Programming Methodology, they describe certain 

features that the team is developing, these features must be valuable to the user. A User Story 

is described by a Story Card that is checked by a Test Case (Jacobson, Lawson, McMahon, & 

Goedicke, 2019). 

Figure 3. Story Cards 
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In Figure 3, three story cards are representing either the three types of users, Director of the 

Library, Librarian, and the library user either the features that are most valuable for each one 

of them. 

 

Use Cases  
 

In Figure 4 it is possible to have an idea of the system overall, this Figure shows the use cases, 

they demonstrate what each actor can do in the system as well some restrictions like the actor 

must be logged in the system in order to access some of the features. 

 

Figure 4. Use Case Diagram 
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In Figure 5 we present the design of the class diagram, with which it is possible to implement 

the Use cases in Figure 4 and also have a more detailed view of the solution. 

 

Class Diagram 

 

Figure 5. Class Diagram 

 

 
 

Requisitions Feature 

 

Since the library provides a requisition service we must maintain track of them. Usually, the 

library users don’t deliver the books, so we need a feature that can warn either the user either 

the library staff when a certain book it’s not delivered on the agreed date. That’s why we need 

a notification table; an entry is created when a certain book overpassed the deadline. The user 

is also blocked and cannot do more requisitions while he doesn’t normalize his situation and 

cannot have more than 3 active requisitions at one time. 

 

In this specific case after cataloguing all the books, we noticed that from 2737 books, 187 were 

missing, that’s why this feature is so important because the books are the most valuable 

resource in a library and we must know where each one of them is. 
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FUTURE RESEARCH DIRECTIONS 

 

In the future, this system could implement its own online API for exchanging its records. 

 

We could also design more features like classifications converters, an electronic Library in 

order to share eBooks from known writers, or most important beginners that want to give their 

work more visibility. 

 

To summarize, implementing more features to share content over the internet and with us 

helping this community to grow. 

 

CONCLUSION 

 

It is not difficult, even in a small library, to lose control of the books that are arriving. It is 

necessary to immediately insert them into a computer system. It has been proven that currently 

exists several API's that besides speeding up the insertion ensures that the book is catalogued 

according to good practices and thus improve the experience of both, readers and librarians. It 

was also seen that when the library makes it possible for readers to borrow books, it is important 

to ensure the returns as sometimes users do not do so, thereby causing loss to the library. With 

this article, we show what are the key points in a library to sum up, cataloging, put the book in 

the right place and from then on always know where it is. 

 

REFERENCES 

 

Barbosa, A. P. (1969). Teoria e Prática dos Sistemas de Classificação Bibliográfica, Instituto 

Brasileiro de Biliografia e Documentação. 

Biblioteca Nacional de Portugal. (2016). Documentation, Retrieved from 

https://opendata.bnportugal.gov.pt/eng_documentation.htm. 

International ISBN Agency. (2014). What is an ISBN?, Retrieved from https://www.isbn-

international.org/content/what-isbn 

Jacobson, I. (2004). Use Cases – Yesterday, Today, and Tomorrow; Software and Systems 

Modeling; Vol. 3, Nº 3, pp. 210–220. 

Jacobson, I., Lawson, H., McMahon, P., & Goedicke, M. (2019). The Essentials of Modern 

Software Engineering, ACM Books. 

Library of Congress. (2009). What is a Marc Record, and Why is it Important?, Retrieved from 

https://www.loc.gov/marc/umb/um01to06.html. 

Rubin, K. (2012). Essential Scrum: A Practical Guide to the Most Popular Agile Process. 

Addison-Wesley Professional. 

UDC. (2013). Universal Decimal Classification, Retrieved from 

http://www.udcsummary.info/php/index.php. 

 

https://opendata.bnportugal.gov.pt/eng_documentation.htm
https://www.isbn-international.org/content/what-isbn
https://www.isbn-international.org/content/what-isbn
https://www.loc.gov/marc/umb/um01to06.html


 

 

 



 

357 

QUANTITATIVE ANALYSIS OF DOCTORAL DISSERTATIONS IN 

SERBIA AT THE END OF 2019 ON THE TOPIC ARTIFICIAL 

INTELLIGENCE 

 
Olga Mirković Maksimović1   

 

DOI: 

 

 

Abstract: The Strategy for the Development of Artificial Intelligence (AI) for the period from 

2020 to 2025 has been adopted in Serbia and the strategy proposal states that one of the goals 

is the development of science and innovation in the field of AI. Some of the indicators being 

measured are the number of patents as well as the number of published papers in this field. 

The initial state is currently unknown. The aim of this paper is to establish how many 

dissertations at which University and faculty have been defended on this topic, who are the 

most common mentors and members of the commissions. The paper deals with publicly 

available data of doctoral dissertations in Serbia and makes a quantitative analysis of doctoral 

dissertations on the topic of AI. 

 

Keywords: Artificial intelligence, Doctoral dissertations, Universities in Serbia, Strategy for 

the development of artificial intelligence. 

 

 

INTRODUCTION 

 

he paper deals with publicly available data of doctoral dissertations in Serbia 

(http://nardus.mpn.gov.rs/discover) and a quantitative analysis of doctoral dissertations 

that had artificial intelligence as their topic. In Serbia, the Strategy for the Development 

of Artificial Intelligence in the Republic of Serbia for the period from 2010 to 2025 (Ministry 

of Education, Science and Technological Development, 2019) was adopted and the proposed 

strategy clearly states that one of the goals is the development of science and innovation in the 

field of artificial intelligence and its applications. Some of the indicators being measured are 

the number of patents as well as the number of published papers in this field. The initial state 

is currently unknown. The aim of this paper is to establish how many dissertations at which 

University and which faculty were defended on the topic of artificial intelligence, who are the 

most common mentors and members of the commissions. Thus, we get a list of people who 

deal with artificial intelligence in Serbia and their distribution among faculties, universities, 

with the aim of clearly mapping the situation in the field of research of artificial intelligence in 

Serbia within university academic studies. 

 

QUANTITATIVE ANALYSIS  

 

By inspecting the public database of defended doctoral dissertations 

http://nardus.mpn.gov.rs/discover and searching by the phrase "artificial intelligence", we get 

that the total number of dissertations on the topic of "artificial intelligence" is 324. However, 

a detailed review of the metadata of 324 doctoral dissertations as well as key words related to 

them shows that 82 doctoral dissertations concern artificial intelligence, and most broadly 
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speaking. Due to the lack of a single definition of artificial intelligence and the use of very 

different approaches in defining artificial intelligence, all doctoral dissertations were taken into 

account, which included key words such as: artificial neural networks, intelligent networks, 

intelligent control, model-driven development etc. From the very beginning, artificial 

intelligence has been multidisciplinary and this can be seen through the fact that doctoral 

dissertations are present at almost all faculties of the University of Serbia. Artificial intelligence 

was created as an attempt to answer the question is it possible to simulate and create 

intelligence in a computer environment - that is why it is inextricably linked to computer 

science. Artificial intelligence is an attempt to answer the question of whether a computer can 

perform a task that, when performed by a human being, requires intelligence. Table 1 shows 

the total number of searches for the phrase "artificial intelligence" after the review of the 

meaning of the search at all University in Serbia. 

 

Table 1. Total number of searches for the phrase "artificial intelligence" at all University in 

Serbia. 

 Number of doctoral dissertations at the 

end of 2019 on the AI topic 

University of Belgrade 39 

University of Novi Sad 25 

University of Nis 6 

University of Kragujevac 7 

University of Arts in Belgrade 0 

University of Business Academy in Novi Sad 1 

Alpha BK University 

European University 

2 

University Signinum 0 

University of Pristina - Kosovska Mitrovica 1 

 

Table 2 shows the number of doctoral dissertations on the topic of artificial intelligence at the 

University of Belgrade by faculties. 

 

Table 2. Number of doctoral dissertations on the topic of artificial intelligence at the 

University of Belgrade by faculties 

 Number of doctoral dissertations at the 

BU by faculties  

Faculty of Organizational Sciences 13 

Faculty of Electrical Engineering 6 

School of Mechanical Engineering 5 

Faculty of Philosophy 3 

School of Civil Engineering 3 

Pharmaceutical University 3 

Faculty of Transportation 2 

Faculty of Technology and Metallurgy 2 

Faculty of Economics 1 

Technical Faculty Bor 1 

 

Table 3 shows the number of doctoral dissertations on the topic of artificial intelligence at the 

University of Novi Sad by faculties. 

 



 

359 

Table 3. Number of doctoral dissertations on the topic of artificial intelligence at the 

University of Novi Sad by faculties 

 Number of doctoral dissertations at the 

University of Novi Sad by faculties  

Faculty of Technical Sciences 16 

Technical Faculty "Mihailo Pupin" Zrenjanin 5 

Faculty of natural sciences 3 

Faculty of Technology 1 

 

Table 4 shows the number of doctoral dissertations on the topic of artificial intelligence at the 

University of Niš by faculties. 

 

Table 4. Number of doctoral dissertations on the topic of artificial intelligence at the 

University of Niš by faculties 

 Number of doctoral dissertations at the 

University of Niš by faculties  

School of Mechanical Engineering 2 

Faculty of Electronic Engineering 2 

Faculty of Economics 1 

Faculty of Technology Leskovac 1 

 

Table 5 shows the number of doctoral dissertations on the topic of artificial intelligence at the 

University of Kragujevac by faculties. 

 

Table 5. Number of doctoral dissertations on the topic of artificial intelligence at the 

University of Kragujevac by faculties 

 Number of doctoral dissertations at the 

University of Kragujevac by faculties  

Faculty of natural sciences 3 

Faculty of Technical Sciences Čačak 2 

Faculty of Engineering 2 

 

At the University of Business Academy in Novi Sad, at the Faculty of Dentistry, 1 doctoral 

dissertation on the topic of artificial intelligence was defended. At the University of Alfa BK, 

Faculty of Information Technology, 2 doctoral dissertations on the topic of artificial 

intelligence were defended. 1 doctoral dissertation in the mentioned field was defended at the 

University of Singidunum. At the University of Pristina, Faculty of Technical Sciences, 1 

doctoral dissertation was defended.  

 

The first doctoral thesis on the topic of artificial intelligence was defended in 1999 by Raskovic 

Miodrag, before a commission: Mijajlovic Zarko, Markovic Zoran and Bankovic Dragic at the 

Faculty of Natural Sciences and Mathematics on the topic: "Some probabilistic logics and their 

applications in computing". 

 

The figure 1. shows the number of defended doctoral dissertations on the topic of artificial 

intelligence from 1999 until now. It is evident that in the 21st century, research on the topic of 

"artificial intelligence" has started to develop more intensively, and that this has resulted in an 

increased number of defended doctoral dissertations starting from 2012 onwards. 
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Figure 1. The number of defended doctoral dissertations on the topic of artificial intelligence 

from 1999 until end of 2019. 

 

 
 

As for mentors, a total of 67 mentors participated. Mentors who have had more than one PhD 

student are: 

 Suknovic Milija: 4, 

 Despotovic-Zrakic Marijana: 2, 

 Devedzic Vladan: 2, 

 Ivanovic Mirjana: 2, 

 Kovac Pavel: 2, 

 Miskovic Zoran: 2, 

 Vujosevic Mirko: 2, 

 Vukadinović Katarina S.: 2. 

 

Eight of them are in charge of 18 doctorates, which make up 22% of all doctorates on the topic 

of artificial intelligence. (12% of mentors covered 22% of all doctoral theses) 
 

FUTURE RESEARCH DIRECTIONS 

 

It would be very useful to continue research in this area and see if some of these doctoral 

dissertations had implementation in industry or business. Also, to see connection between 

students and industry and see what was their work status and where and how they continue to 

develop.  

 

CONCLUSION 

 

In order for Serbia to progress outside of artificial intelligence, it is necessary to intensify 

scientific research in this area. In recent years, there has been a decline in the number of 

doctoral dissertations on the topic of artificial intelligence, and it is necessary to increase that 
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number in order to build a knowledge base within the University. It would be desirable to return 

the number of doctoral dissertations at universities to 13. Through networking of mentors and 

committee members from different faculties and institutes, the first step can be taken. We 

notice that the number of commission members differs greatly at the University of Belgrade 

and the University of Novi Sad, where the number of commission members is significantly 

higher and the base of scientists working on the problem of artificial intelligence is also larger. 

It is necessary to create and update a unique database of scientists in this field with the aim of 

networking and joint work on solving the challenges and tasks presented by the proposed 

strategy for the development of artificial intelligence in the Republic of Serbia for the period 

from 2010 to 2025. Insight into the tag cloud of keywords makes it clear that the beginnings of 

development are primarily related to the development of computer science and that other 

sciences are less involved. This is certainly a trend that needs to be changed in the coming 

period. According to research (McKinsey & Company, November 2019): “Global AI Survey: 

AI proves its worth, but few scale impact” we have the following findings: “Adoption of 

artificial intelligence (AI) continues to increase, and technology pays off. The findings of the 

latest McKinsey global survey on this topic show an increase in the percentage of AI use in 

standard business processes by almost 25 percent. Most executives whose companies have 

adopted AI report that it has increased revenue in the business areas in which it is used, and 44 

percent say AI has reduced costs.” Such research indicates that artificial intelligence is now 

developing more intensively in the economy than in science. In order to make the most of the 

potentials of artificial intelligence, it is necessary to connect the economy and science in the 

field of research, testing, and implementation of artificial intelligence. The current system of 

working on projects within science to a lesser extent recognizes the formal connection between 

the economy and employees in the economy, and it is necessary to redefine these relations and 

find the best way of formal organization in order to take the best of both systems. 
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Abstract: Organizations, as well as individuals, realized that they possess their core, the core 

which consists of the necessary activities and necessary people, the core which is surrounded 

by an open and flexible space that can be complemented with flexible workers and flexible 

delivery contracts. The attempts to save money, by downsizing the management layers or by 

hiring temporary workers, change the form of the organization and the style of coordination 

within the organization itself. This paper will firstly explain the notion of organization and 

organizing. Since the example which will be presented is the Local Self-Government Subotica 

organization, the author will state the specific characteristics of a public organization first. 

 

Keywords: Organization, Public sector, Local Self-Government Subotica. 

 

 

1. INTRODUCTION 

 

ommon features of all organizations, regardless their size is first and foremost: that their 

constituents are people, staff, they exist to achieve certain goals and to limit certain 

behavior of their members, that is, to limit personal freedoms. The term organization is 

one that we encounter daily and it is widely used. We use it in conversations, read it in the 

papers or hear about it on TV. The term organization inspires different associations with 

people, some refer to it as a shop, or school, a company, workshop and the like. However, in 

expert literature there are certain definitions of organization that differ depending on the 

theoretical stand points of various authors. 

 

First and foremost, it is important to view an organization as a group of two or more people, 

working together to meet a common goal. It is of utmost importance to understand the manners 

in which organizations function so as to improve their management since we spend most of our 

lives working in them. A successful manager is able to organize human resources, material 

factors, production, marketing and finances in order to achieve company’s goals.  

 

Furthermore, the organization consists of staff, formally determined functions and informal 

relations. It can be also viewed as an ideal structure of logically grouped elements which are 

interrelated, have the optimal coordination and clearly defined objectives. 
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2. ORGANIZATION PROCESS 

 

The organization process is a result of company’s structural formation. One of the basic 

managing functions within a company, which is an organized system, organization is a 

governing activity that provides setting and determining of subsystems within the system of 

task delegation to the subsystems (the company’s constituents). Having that in mind, the 

organization consists of two basic activities. The activities in question are the ones of division 

(decentralization) and those of connection (centralization). (Lilić, 2012) 

 

The organization process is shown in picture 1. 

The decentralization activities, that is the division process within a company, has as its 

objective formation of autonomous or conditionally formatted organizational units. They 

should function within a company in such a manner that certain permits and responsibilities, 

regarding the tasks, are allowed to them, though only through a unique managing process. 

(Mladenović, 2011) 

The centralization activities, that is of connection, actually imply creating relations between 

the organizational units within a company in order to perform at their best. 

The connecting happens as a result of managing activities. The organization process is shown 

in the picture. (Lilić, 2012) 

 

Picture 1. The organization process  

 

 
Source: (Mladenović, 2011) 

 

Organization is a phase in the managing process where the methods, manners and instruments 

for a successful realization of planned decisions are established. In this phase the necessary 

activities are determined, division of labor is made, the activities are grouped into the 
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appropriate structures, coordination of all the employees takes place and all is done as to 

achieve the before set goals. 

 

The determining of the work is a process that goes from top to bottom. The task is decomposed 

into smaller tasks which are then grouped at certain levels. At this level, the task is still rather 

complex, therefore it is necessary to further divide the tasks into smaller and less complex ones. 

The process continues until the parts of the tasks are allocated to the administrative assistants, 

that is the employees at certain working positions. (Živanović, 2016) 

 

3. CITY GOVERNMENT ORGANIZATION IN THE EXAMPLE OF SUBOTICA 

LOCAL GOVERNMENT 

 

In the sense of organizing, the government appears as a complex governing organization 

composed of many and various bodies and organizational units that establish mutual 

communication on the basis of the previously determined rules and regulations. By the term 

organization of the state government, one considers a network of state government bodies, rules 

that it is formed by, its internal structure and legal position of its units, their management and 

government as well as the position of its employees. The organization of the state government 

depends on the political and territorial organization of a certain state. Thus, in federations we 

find governing units on both federal and republic level, while in unitary states all governing 

activities spring from one level of government. The basic principles which serve as a 

foundation of the state government bodies are: realistic, territorial and personal principle. 

According to the realistic principle the governing bodies are formed according to the kind of 

work they are supposed to perform. Realistic principle can be found in the functional form or 

as a department in charge. 

 

The basic activity of the state government bodies is a governing activity; this is why these 

bodies are defined as bodies that perform the governing activities as their primary activity. The 

work of the state government bodies is determined as a group of certain activities that enable 

the state to achieve its goals and tasks. They could be divided into two basic groups of activities, 

that is the activities of the state government bodies, and these are: a) activities with authority, 

b) activities without authority. Actually, the activities with authority are: issuing legal 

documents, administrative supervision, making decision on government issues. The activities 

without authority are those which are observed as the ones that spread the state tasks that is the 

objectives of the state. These activities are: making the Government politics, adjusting the 

development in certain areas, performing of the expert activities, expert drafting of the legal 

regulation and other expertise related businesses. 

 

The state governing bodies are formed according to the law, that means that they cannot be 

organized at hoc according to some by-laws. Moreover, since the formation of the state 

government bodies is ruled by law, the scope of their work is also regulated by law. In the 1st 

article 2nd paragraph of the Law on state government of the Republic of Serbia it is stated: “the 

state government consists of ministries, governing bodies within ministries and special 

organizations.” (Law on state Administration of the Republic of Serbia, 99/2014) 

 

THE ORGANIZATIONAL STRUCTURE OF SUBOTICA LOCAL GOVERNMENT 

 

In the local government the following basic departments are formed. 
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Picture 2. Graphic representation of Subotica Local government organization  

 

 
Source: (http://subotica.rs/public/documents/pages/informator/informator_subotica_cir.pdf, 

accessed and taken: 1.11.2020) 

 

Hereafter the services of certain departments will be described: 

 

The department of finance plies with: 

- preparation and drafting of the city budget, drafting of balance sheets, internal control, 

balance sheets of public income and expenditure, making manuals for the drafting of the 

budget blueprints, monitoring the performance of the end users, monthly and quarterly 

plan approval, monitoring the quotas of the assumed tasks, approval of the request for the 

change of appropriation and quotas, monitoring of the incomes and expenditures of the 

budget, taking care of the billing of the funds taken from the budget of the Republic, the 

usage of means from current and permanent budgetary reserves, provisional abolition of 

budget implementation, income tracking, expenditures and other obligations of the City 

regarding borrowing, free assets of the safety vault management, 

- dealing with analytics, planning and reporting 

http://subotica.rs/public/documents/pages/informator/informator_subotica_cir.pdf
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- financial plan adjustment within the preparation procedure for the budget of the City 

according to functions and users, tracking of the legal and intended use of the budget 

means for the functions and users of the budget that are part of the State Department, 

- draft preparation for the documents which are in jurisdiction of the State department and 

which are issued by the Town assembly, the Mayor and the Town council, 

- implementation of the financial plans according to the functions within the scope of work 

of the State department, 

- performs the activities of administrative supervision over the enforcement of the 

regulations and other general documents of the Town assembly that are in the jurisdiction 

of the State department, 

- expert and other jobs that are established by the Town assembly, the Mayor and the Town 

council and 

- other activities established by the Law, Statute, Assembly rules and other regulations. 

 

Local tax administration department deals with: 

- activities that establish and recover local public income 

- preparation of the document’s blueprints for the State department which are issued by the 

Town assembly, the Mayor and the Town council, 

- State department functional financial plan implementation, 

- Administrative supervision activities regarding regulations and other general documents 

under the jurisdiction of the State department and issued by Town assembly, 

- Expert and other work approved by the Town assembly, the Mayor or the Town council 

and that are under jurisdiction of the State department, 

- Other activities established by the law, Statute, Town assembly ruling and other official 

records. 

 

The administration and common affairs department deals with: 

- Activities regarding the requirements of the Town assembly and its constituents, 

- Activities regarding the requirements of the Town council and its constituents, 

- Activities regarding the Mayor work position requirements, 

- Protocol activities, 

- Requirements of the Chief of the department, 

- Expert, technical and administrative work related to the enforcement of the public 

procurement, 

- Activities related to the development and maintenance of the network information system 

of the City administration, 

- Activities related to the working conditions provisions for the City government bodies 

- Activities related to the commuting of the City government employees and vehicle fleet 

maintenance,  

- Preparation of the regulation drafts within the scope of work of the State department and 

which are enforced by the Town assembly, the Mayor and the Town council. 

 

The property and legal affairs department does the following: 

- Enforces the rulings and other regulations passed by the Town council, the Mayor and 

the Town assembly regarding property and legal affairs, 

- Adopts rulings in the administrative proceedings in the first degree on the civil rights and 

obligations concerning the administrative issues under the jurisdiction of the State 

department, 

- Enforces laws and other regulations related to the legal and property affairs and whose 

enforcement was entrusted to the City, 
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- Drafts financial plans in the City budget preparation procedure according to the functions 

and budget users, tracks legal and intended use of the budgetary funds for the functions 

and users of the budget that are under the jurisdiction of the State department, 

- Monitors the financial plans implementation as of functions that are under the jurisdiction 

of the State department, 

- Performs the administrative proceedings over the regulation and other general rulings 

enforcement which are under the jurisdiction of the State department, 

- Drafts the regulations and other rulings passed by the Town assembly, the Mayor and the 

Town council that are concerned with the property and legal affairs as well as 

investments, 

- Performs expert and other work set by the Town assembly, the Mayor and the Town 

council under the jurisdiction of the State Department, 

- Performs other activities specified by the law, Statute, Town assembly regulation and 

other rulings. 

 

Human resource department deals with: 

- Expert and technical activities in the electing and hiring procedure, 

- Personnel plans proposition preparation, 

- Organizing professional training of the employees, 

- Evaluation of the enforced decrees effects, 

- Analysis of training and further education requirements of each employee  

- Annual program of professional training proposition and financial plan proposition on 

how to execute the professional training plan, 

- Tracking and analysis of the results of employee evaluation, 

-  Keeping of personnel records and personal files of the employees 

- Other activities relevant to the professional development of the employees, 

- Preparation of all the documents relevant for the exercising employees’ rights and 

obligations, 

- Takes part in the financial plan drafting procedure for the Town budget. 

 

Picture 3. Representation of the Common affairs department organization  

 
Source: (http://subotica.rs/public/documents/pages/informator/informator_subotica_cir.pdf, 

accessed and taken: 1.11.2020) 

 

General administration and common affairs, account of enactment within the jurisdiction, 

obligations and authorizations 
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marriages, citizenship, personal names, identification numbers, elective registers, office 

management, writing office management and archives, 

- Activities of the City service center, 

- Activities regarding the election of the aldermen for the Town assembly and referendum 

implementation, 

- Receiving, logging, technical and administrative processing and enforcing of the 

documents, expediting mail and distributive activities, 

- Coordination of the local government and local community, cooperating with the expert 

departments of the Town government, provision of consulting, administrative, technical 

service to the local communities, 

- Workplace safety and fire protection activities, 

- Regulation draft preparation within the Service scope of work and enforced by Town 

assembly, the Mayor and the Town council, 

- The activities regarding the Town facility maintenance and cleaning of the premises 

within, 

- The activities related to the organization of the maintenance for office buildings of the 

Town bodies and cleaning of their premises, 

- Activities related to transport requirements of the Town bodies and vehicle fleet 

maintenance, 

- Other expert, administrative and technical activities within the Service and instructed by 

the Chief of the department, Mayor or the City council. 

 

4. CONCLUSION 

 

The organizational structure is often a variable set up of company’s organizational formations 

(organizational units, organizational functions, job positions etc.) based on division of the work 

according to formation as well as interaction - mutual effect among formations. It is most often 

presented by graphic charts, where one uses geometrical forms and lines (rectangles, circles, 

ellipses etc.), connected by continuous or intermittent lines, which are called organizational 

charts or Gantt charts. In order to understand this, very important issues, notions such as macro, 

mezzo and micro-organizational structure are being used. Contemporary organization is 

viewed as a system of professional processes in which transformation of input into output takes 

place and thus additional value for the buyers is made, not all of the activities are of the same 

relevance to the organization. The organizations have to be prepared to meet these challenges. 

It is evident that the strategies, which ensure successful functioning, in such circumstances, 

require flexibility that is possibility of self-defense (stability), the forms that are used in order 

to single out and localize the negative effects of the external and internal surroundings. In such 

business conditions the choice and implementation of the adequate competitive strategy 

represents a guiding line towards doing business successfully. The trends in the surroundings 

as well as harsh global competition pressure managers immensely in order to aim the 

organizational activities towards continuous development of the key competences in order to 

strengthen the market position. The vitality of an organization on the market is conditioned by 

the efficiency and effectiveness of doing business. 
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Abstract: The article analyzes the dangerous links between two criminal activities that are 

widespread in contemporary societies, corruption and money laundering. The spread of both 

crimes has a serious negative impact on our economies and societies. Moreover, the links 

between corruption and money laundering contribute to the criminalization of the state itself. 

The article describes the main characteristics of each criminal activity, focusing on the specific 

connections between them, and argues for the need of effective integrated counteraction 

policies. 
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1. INTRODUCTION 

 

ver the past decades, a growing number of studies has identified corruption as one of 

the main obstacles to economic development. The international community views 

corruption as a factor that erodes the stability of governments, undermines the 

democratic principles and foundations of societies, and perpetuates inequalities, poverty and 

discontent among the people (UNODC, 2018; World Bank, 2018). Corruption is also referred 

to in the UN Sustainable Development Goals 2030, in Goal 16 and Sub-Goals 3, 4, 5 and 6 

(UN, 2015). It is considered a major hindrance to a sustainable socio-economic development 

and the cause of violence, insecurity and injustice, which is why coordinated efforts are needed 

to fight it. According to research data (Quintanilla et al., 2018), the cost of corruption across 

the EU put the loss to GDP as a result between 179 and 950 billion euros per year, and at 

national level that percentage ranges from 0.76% of the GDP in the Netherlands to 15% of 

GDP in Romania. Today, researchers are convinced that corruption is at the root of many failed 

states in Africa, Eastern Europe and Asia, in which large-scale corruption cases have made the 

news around the world (Chaikin & Sharman, 2009, p. 7). 

 

While corruption causes huge damage to societies and economies, at the same time it generates 

significant illicit profits for the perpetrators. In order to enter the legal economy without the 

risk of being detected, the illicit funds must be managed so that their illegal origin is well 

concealed, i.e. the money has to be laundered. Although the link between criminal activity and 

money laundering has long been recognized (Levi et al., 2007), it is only recently that 

researchers have turned their attention to the topic of laundering money received from 

corruption. This is because money laundering has been mainly associated with drug-related 

crimes. The issue of corruption as a predicate offense, on the other hand, is not sufficiently 

studied. 

 

This article aims to expose the dangerous links between corruption and money laundering. The 

intertwining of the two criminal activities appears to play a key role in the processes of 
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criminalization of the state in modern societies. To effectively counter these processes, policies 

integrating the fight against corruption and money laundering are needed. 

 

2. MANIFESTATIONS OF CORRUPTION IN CONTEMPORARY SOCIETY 

 

Corruption has many faces, and in the following chapters we briefly described some of them.  

 

There is broad consensus in the literature that corruption concerns the public sphere, state and 

bureaucratic structures (Maltz, 1985; Poole-Robb & Bailey, 2002), and is understood as the 

abuse of power for personal gain (Tanzi, 1998). This definition has gained great popularity and 

is also found in international anti-corruption conventions (for example, in the UN Convention 

against Corruption, Council of Europe documents, etc.). However, in recent years, more and 

more attention has been paid to corruption in the private sphere, as its size and negative effects 

are becoming more significant and cannot be neglected (Argandoña, 2003; Gopinath, 2008; 

Stoyanov, 2018; Sartor, & Beamish, 2020). 

 

Corrupt practices take place both at the lowest level and at the highest levels of government. 

Every act of corruption has negative effects, and the result is illegal gains. The profits from 

corruption range from small amounts to millions of euros. What may appear as a negligible 

amount of 5-10 euros, for example, illegally collected by customs officers for letting someone 

pass border control easily, may in fact be part of systemic corrupt practices which can generate 

thousands of euros in illegal revenue per day. Such examples show that corruption should not 

be understood as just a deviant individual behavior, but rather the coordinated joint activities 

of well-structured organizations. 

 

Like any other human activity, when organizations are engaged in corruption, the scale of 

operations is much bigger and sustainable over time, unlike any personal act. A number of 

investigations in Bulgaria have shown that employees at various inspection and control bodies 

- customs officers, police units, tax officials, traffic agencies, medical commissions, and others 

- carry out well-coordinated organized corruption activities. Organized corruption can grow 

quite substantial in scale and scope. In some cases, we have an example of a captured state 

(Stoyanov & Gerganov, 2019; Nonchev, 2019), where the employees have gained control over 

the institutions and use them to charge extra fees in addition to the regulated taxes and fees. In 

some cases, corrupt officials in these institutions exclude those employees who do not wish to 

participate in illegal activities. 

 

What is important to grasp is that the problem of corruption concerns the institutional 

framework, and is independent of the individual or individuals holding certain positions. A 

person, a group of people or even all employees in an institutional unit can be replaced, and 

after a short period the newly appointed people will engage in the same corrupt practices. 

 

The profits from corruption often exceed multiple times the official salary received by the 

corrupt employees. But possessing large amounts of cash is not enough, if the owner cannot 

freely spend it. A corrupt politically exposed person (PEP) can use a luxury company car, have 

a huge office, and be in a legitimate power position, overseeing many subordinates, but he/she 

will not be able to use the illegally obtained millions and would be forced to live in a small 

apartment until his or her mandate is over. The politically exposed person would be tempted to 

replace it with a more luxurious property, yet a luxurious life would be only a dream unless the 

money gained from corruption cannot be made to appear as legal income. This creates the need 

to launder this money. 
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3. LAUNDERING MONEY ACQUIRED FROM CORRUPTION  

 

Money laundering itself can take different forms depending on the nature of the corruption 

practice (Barone et al., 2019, p. 4). A large number of corruption cases include receiving cash 

payments. This determines also how the money will be handled, since it has to be kept away 

until it is laundered.  “The ability to transfer and conceal funds is critical to the perpetrators of 

corruption, especially large-scale or “grand corruption” (UNODC, 2004, p. 21). 

 

The money laundering process is widely described as consisting of three phases - placement, 

layering, and integration. During the placement phase, money received from criminal activity 

is introduced into the financial system. Most often, legal financial institutions are used for this 

by making cash deposits to bank accounts, buying investment instruments and others. 

Following the first phase, once the money is already in the financial system, it goes through 

various transactions and operations so that it is no longer traceable to the original source. The 

layering of operations is needed as it makes it more difficult to trace and detect the illegal origin 

of the money. In the last third phase, money can be integrated into the legal economy with less 

risk of being detected. The possibilities for integration are numerous - investments in the capital 

market, purchasing real estate, purchasing luxury goods, cars, jewelry and much more. The 

money laundering process does not always go through all three phases, i.e. money can be 

laundered through only one of these phases (Van Duyne, 2003, p. 85). For example, when 

integration takes place through purchases of real estate or cars, the corrupt officials and the 

sellers formally finalize the deal at a much lower value than the real price of the property, and 

the rest is paid in cash with money whose origin does not need verification. Such agreements 

often take place in countries such as Bulgaria, where cash payments predominate and public 

acceptance of such practices is high. 

 

In some cases, the money, especially from large-scale corruption cases, is transferred directly 

to a bank account specified by the corrupt person. Here, the placement phase is completed as 

soon as the money is received. Afterwards layering can be done through transfers to other 

accounts, using the money for bank guarantees to take loans, etc.  

 

But corrupt practices do not always involve money. Corruption is also the act of transferring 

the ownership of a business to an intermediary or providing the use of property and services 

free of charge. Money laundering schemes are numerous and are limited only by the 

imagination and the capital (financial and social) of the corrupt employee. 

 

4. LIAISONS BETWEEN CORRUPTION AND MONEY LAUNDERING  

 

The links between corruption and money laundering can take different forms and all of them 

are important. In the previous section we discussed the most obvious link to corruption as a 

predicate crime to money laundering. Due to the enormous potential of corruption and the need 

to legalize the profits it generates, experts (FATF, 2012, p. 19) identify those who hold or have 

held senior political positions, as well as their associates, as a particularly high-risk group for 

corruption and related money laundering. Once laundered, money gained from corruption can 

be used for any purpose and gives great economic power to their owners. 

 

On the other hand, corruption can take place in the very process of "dirty money" entering the 

legal financial system. Perpetrators bribe officers in the financial institutions to "circumvent" 

anti-money laundering requirements. Corruption, used to prevent the criminal nature of money 
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from being exposed, reduces the effectiveness of anti-money laundering measures. This 

increases the vulnerability of the financial system to the inflow of money generated by 

organized criminal groups and even terrorist organizations (Livescu, 2017). 

 

It could be stated that the connection between corruption and money laundering leads to 

development of deviant societies and the criminalization of the state (Petrunov, 2010). The two 

crimes have become so interlinked that it is difficult to distinguish between them (Mugarura, 

2016). Moreover, corruption triggers money laundering, and vice versa, so that they mutually 

reinforce each other. The close links between corruption and money laundering suggests that 

policies designed to combat both crimes at the same time will be more effective. 

 

5. COUNTERACTION POLICIES 

 

Corruption is a difficult crime to detect and when it comes to prominent political figures, 

especially while they are in power, detection and investigation become even more complicated. 

This is usually a carefully planned, quickly executed, one-off act, and therefore, hard to 

investigate. The motivations of corrupt people, as we have already argued, are not only the 

financial gains, but also the possibility to enter the money in the legal economy. Thus, money 

laundering provides an additional opportunity for investigators to gather key evidence against 

corrupt individuals. 

 

Despite that, as some authors have argued (Shehu, 2005), there has been a lack of consensus 

among the international institutions responsible for developing key documents and 

recommendations to combat both crimes on the benefits of using anti-money laundering 

regimes in the fight against corruption. In this regard, measures from all three main pillars 

aimed at countering money laundering have a key role to play: preventive measures can be of 

great benefit in stopping the profits from corruption to enter the legal economy; criminal law 

measures provide an important tool for investigators to reach to the top levels in the corrupt 

organizations and capture the most important actors by "following the money trail"; the 

confiscation of the illegally acquired assets (under civil or criminal law) deprives the corrupt 

perpetrators of their profits, which is the main motive for committing the crimes. Authors 

(Sharman, 2011, p. 176) who support such ideas also argue for the use of anti-money 

laundering measures in the fight against corruption. 

 

Although corruption and money laundering are different phenomena related to specific 

problems, researchers (Chaikin & Sharman, 2009, p. 7) argue that we can and, in fact, need to 

develop an integrated response, considering the actual link between corruption and money 

laundering. An effective anti-money laundering framework limits the channels through which 

illegal money can be laundered, making crime riskier and thus reducing the incentives for 

corrupt activities (Fontana & Pereira, 2012). By shedding light on suspicious financial 

transactions in general, anti-money laundering mechanisms can help anti-corruption 

investigators detect both the illicit financial profits from corruption and the corruption schemes 

themselves. As other authors have noted (Fontana & Pereira, 2012, p.1), this does not suggest 

that anti-money laundering mechanisms can or should replace the wide range of available anti-

corruption tools. Rather, they should be added to the existing ones. In order for this to happen, 

all the measures and procedures required by anti-money laundering policies need to be properly 

implemented and introduced in all sectors. 

Recognizing the important role of anti-money laundering measures in the fight against 

corruption, the Egmont Group (2018) has proposed 55 specific indicators, the purpose of which 

is to facilitate the work of reporting entities to identify suspicious transactions and activities 
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indicative of corruption. The same indicators could alert investigators of money laundering 

linked to corruption, and can therefore be used alone or in combination with other indicators 

or relevant information to improve the prosecution of the crimes. Particular attention is paid to 

PEPs, as they are at increased risk of corruption. 

 

The more effective the fight against money laundering, the more productive the fight against 

corruption will be (UNODC, 2004, p. 29). The implementation of anti-money laundering 

measures can make a significant contribution to detecting corruption and can enable more 

efficient financial investigations. Therefore, we need policies that effectively integrate the 

counteraction against the two criminal activities. 

 

6. CONCLUSION 

 

As separate crimes, corruption and money laundering each have a strong negative impact on 

every social sphere. Combined, their strength increases, on the one hand. On the other hand, 

their interconnection gives perpetrators the possibility to conceal their dealings. Therefore, it 

is of utmost importance that the dangerous links between corruption and money laundering are 

given special attention by the institutions leading the fight against them, and new tools are 

created to counteract the criminal phenomena. 

 

The more effective the anti-money laundering regime, the better results can be achieved in the 

fight against corruption. The negative consequences of money laundering and corruption 

extend to every sphere of society, but have a particularly strong impact on the financial integrity 

and stability of the state - undermining the trust in the institutions and creating favorable 

conditions for criminals, as criminals work best in weak and corrupt countries, where the 

money laundering controls are ineffective. It is therefore important for each country to develop 

policies to combat the two criminal phenomena, in order to secure a policy and social climate 

that does not facilitate but prevents and impedes corruption and money laundering. 
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Abstract: Food waste is a crucial global problem in the world. It is also a crucial issue for 

food services, consumers etc. Food is wasted throughout the entire food chain. At the consumer 

level, 35 percent of wasted food occurs. One of the main causes of food waste at consumer 

level is determined as “plate waste”. Although, the issue needs sustainable solutions to 

decrease food waste, there is no permanent solutions in mass consumption places about food 

waste such as refectories, cafeterias. The aim of the study is to analyse the amount of plate 

waste in Yaşar University (YU) refectories in İzmir by observation method and to find ways of 

minimizing food waste in YU, providing sustainability and contributing to the development of 

circular economy and raising awareness about food waste problem.  For this research, the 

food waste at the YU refectories in Izmir was analysed by observation method. For 1-week 

observation study, a total of 3883 trays were examined throughout the Main campus and T 

blocks. It is determined that the biggest percentage is the main course and more than 50 percent 

of trays consist of waste in YU refectories. 

 

Keywords: Food Waste, Mass Consumption, Observation. 

 

 

INTRODUCTION 
 

ood waste is a critical issue for the world and the future. Food wastage is not about only 

food scarcity. According to Salihoglu (2018) food waste causes environmental impact 

such as unnecessary release of greenhouse gases or inefficient use of land and water. 

FAO estimates that 1/3 of all food produced is lost or wasted emphasizes the importance of the 

problem. Food loss and waste (FLW) can occur throughout the food supply chain (FSC) 

(Godfray et al., 2010; Gustavsson et al., 2011). The best way to reduce environmental impacts 

is to decrease FLW (FAO, 2013b). FLW occur at several stages of the supply chain (FAO, 

2011). Reducing edible food at the stage of production, post-harvest and processing is 

considered food loss (Godfray et al.,2010). Food wastes are occurred in developed countries, 

while food losses often occur in developing countries. Generally, 30−40% of food is lost or 

wasted in all countries (Godfray, et al., 2010). 

 

Food waste refers to food losses that occur during supply chain.  Food waste is described by 

HLPE (2014) as the food, which is edible, discarded or left to be spoiled at the level of the 

product.  Although the word “food loss" includes ‘'food waste'', it applies to losses in the FSC 

during the growth, post-harvest and processing stages (Godfray et al., 2010; Parfitt et al., 2010). 

Moreover, it is difficult to estimate FLW at various stages of the FSC. Several methods are 

used to examine FLW. At the country level, FLWs are calculated by applying specific loss 

factors to the different stages of the FSC (Kummu, 2012; Hall et al., 2009; Pradhan et al., 

2014). 

                                                           
1  Yaşar University, Turkey 
2  Yaşar University, Turkey 
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In 2015, Turkey had more than 76 million inhabitants (TurkStat, 2015). Food industry and 

agricultural production are important sectors for the country’s economy. One of the main 

problems is having enough food is not among the main problems in Turkey. Food is lost or 

wasted at the various stages of the FSC, from agricultural production to consumption, disposal 

or other removal methods (Lipinski et al., 2013). 

 

Households have received considerable research and are biggest cause group of food waste in 

the consumption stage (Engström et al., 2004). Despite their potentially significant food waste 

generation, a more systematic study of total food service losses, especially in workplace and 

university cafeterias, hasn’t received much attention (Gallardo et al., 2016). There could be 

many advantages to make analysis on food waste generation at universities. First, universities 

host people with experience and knowledge who can easily foster change in their environment. 

Second, food waste is usually a growing, if not the largest, fraction of waste generated on 

campuses (Lipinski et al., 2013). Although lots of universities have undertaken studies of 

planning of waste management, only a few have specifically focused on food waste generation 

and reduction methods (Abdelaal et al., 2019). Food wastes emerge on a larger scale, especially 

in public places, cafeterias and canteens. Therefore, the aim of this project is to analyse food 

waste in Yaşar University cafeterias and to offer solutions to reduce it with company of Fazla 

Gıda. With the help of the project, to find permanent solutions of food waste are aimed.  
 

PROBLEM DEFINITION 
 

Global food demand is projected to increase 60-110% between 2005 (Alexandratos; Bruinsma, 

2012; Pradhan, et al., 2013) and 2050 due to population growth. This increase is thought to 

help reduce FLW. In parallel, it is expected to reduce global warming since emissions from 

food production decreased (Foley, et al., 2011). Recently, one third of global food production 

(about 1.3 billion tons per year) is lost or wasted.  (FAO, 2011).  Preventing FLW can 

contribute to the conservation of resources used in food production and decrease the 

environmental impacts of agriculture, as well as increase local, regional and global food safety 

(Kummu, et al., 2012; Pradhan, et al., 2014).  

 

One of the sectors where food waste is concentrated is food and beverage sector. Food and 

beverage sector have become one of the biggest sectors in the world due to its contribution to 

the economy and employment opportunities it creates (High Level Panel of Experts on Food 

Security and Nutrition, 2014). Moreover, in the food chain, the most waste occurs in 

consumption process. Consumers waste 35% of their food in households, restaurants and mass 

consumption places (refectories, hotels). While waste comes to the forefront at the 

consumption stage, losses during food preparation, spoilage due to incorrect preservation and 

cooking are also accompanied by this waste (Nguyen, 2018). However, food left on the plate 

should be investigated better than other losses and wastes. The plate waste which is a common 

cause of food waste means edible food left on the plate from the meal served (Williams and 

Warton, 2011).  

 

Waste in refectories creates nutrients and economic losses for decision-makers, students, staff 

and is a loss for society due to its environmental impact. In order to prevent this loss, studies 

are carried out at different levels of education. Falasconi et al. (2015) search to food waste 

value in six schools from Verona (Italy) and 6525.35kg food went to trash in 2008 to 2011. By 

the way, surveyed 500 students in University of California, Berkeley about food waste. 210 

students (43%) did not eat %30 per cent food tray and number of % 9 students did not eat more 
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than %50 per cent food tray (Lam, 2010). Sarjahani et al. (2009) collect food waste value about 

2 weeks (10 days with Monday through Friday) in Virginia Polytechnic Institute and State 

University (Virginia Tech); Calculated 12.090 kilos food waste from breakfast, lunch and 

dinner.  

 

There may be many advantages to addressing research efforts in the case of food waste in 

universities. First, universities are important for hosting individuals with experience and 

knowledge. Second, food waste is a large waste generated generally on campuses (Gallardo et 

al., 2016). While many universities implement practices for waste management plan studies 

(Gallardo et al., 2016), only a few add solutions for the formation and mitigation (Kim and 

Morawski, 2012). 

 

Yasar University is one of the most important universities in İzmir with more than 600 staff 

(academic and administrative personnel) and more than 10 thousand students. Yasar University 

is one of 205 other universities in Turkey so universities can organize food wastes and can 

create economic and environmental benefits for the world. Yasar University is located in two 

separate locations: main campus and T block. Therefore, there are 2 separate refectories on the 

main campus and T block. According to data which are collected from food company providing 

food to Yasar University, the total number of people eating at Yasar University main campus 

and T block cafeterias was 15617 in September with 10844 staff and 4773 students. Moreover, 

according to data the number was 20957 in October with 17637 staff and 3320 students and it 

was 19993 in November with 12585 staff and 7408 students.  

 

Furthermore, according to the study, Yaşar University' refectory produce food waste with 3883 

trays (57%) in 1 week (Monday through Friday).  However, the results showed that Yaşar 

University refectory is facing a huge food waste problem. Therefore, sustainable and circular 

solutions are needed to minimize food waste occurs in the refectory of the university.  

 

LITERATURE REVIEW 

 

In this study, literature review is organized under 3 main headings; food surplus, food waste 

and circular economy. Firstly, food surplus is explained in detail. 

 

FOOD SURPLUS   

 

Food surplus is a global issue. Furthermore, it is a key index to compare how different groups 

and societies have handled shortage and abundance problems, climatic variation and power 

relations in the past. According to Raak et al. (2017) ‘‘Inflated order to make the shelves look 

full” is important for companies because companies think to necessity of loaded racks for 

consumers. Moreover, food surplus is eatable, dumped food that is quit deliberately, has been 

extinguished from sale from e.g., a grocery store, or else fails to be consumed due to several 

causes. Food surplus changes food waste when it becomes invincible (Jurgilevich et al., 2016). 

Food surplus is generally about physical appearance of food in retail and institutional markets 

(Thyberg and Tonjes, 2016). In the future, it is expected that food surplus in most countries 

will move to grow due to increased demand for food. It is expected to increase in global food 

surplus around 850 kcal/cap/day by 2050 (Hiç et al., 2016). Compared with the required 

amount, the available food’s growth rate will be more outstanding in the country of transit. The 

growth rate of available food compared to the required amount will be more prominent in the 

transition countries. The one of the important points of food waste is overproduction which is 

related with food surplus. On the other perspective, it is noted that overproduction is not a huge 



 

382 

problem for some products which have long shelf-lives such as juice, cheese, biscuits, 

convenience food. These products can be donated or redistributed. There are motivations based 

on environment and social, and for donors, economic benefits can be raised. Apart from 

products with a long shelf-life, the food produced should be sold or donated as soon as possible, 

but it is generally expected to be sold in stores. However, redistribution processes can be 

damaged because of hygiene regulations and logistical limitations (Raak et al.,2017). One of 

the functions of “degree of recoverability” is the transition from surplus food to food waste.  

In the following section, food waste is explained in detail. 

 

FOOD WASTE  

 

Food waste is an important issue for our future and this issue start from our environment. Peng 

and Pivato (2017) states that food waste occurs because of discharged, lost, degraded, or 

contaminated of food for human consumption (Girotto et al 2015).   

 

The reasons for food waste in developed and developing countries are related to consumer 

behaviour and lack of communication between the parts of the supply chain. Foods can be 

waste because of quality which are rejected cause of do not fit with required appearance or 

shape (Girotto et al., 2015). The reasons of food waste in undeveloped countries are mostly 

dependent on financial, administrative and technical limitations, insufficient storage and 

cooling facilities, poor infrastructure, poor packaging and marketing systems (Girotto et al., 

2015). The reduction in the number of intermediaries and dealers can importantly contribute to 

the reduction of food waste. In this way, losses induced by wholesale or retail may be reduced 

(Kiss et al., 2019).  

 

Global food waste amounts to nearly 25% of all food produced. Production part represents 24–

30% of global food waste, while post-harvest stage shows for 20% and consumption for 30–

35%. After all, fruits and vegetables are the largest source of food waste (44%), follow up by 

roots and tubers (20%) (Vilariño et al., 2017).  

 

By considering literature review, there are many studies about food waste. To start with 

Baglioni (2017) analysed government and third-party sector operations on food waste and 

redistribution in Lombardy (Italy) and Baden- Wurttemberg (Germany). According to his 

study, government sides use tax tool for managing to food waste and non-profit organisations 

support private companies for their needs and increase their reputation like government about 

food waste. Moreover, Bhatt (2018) studied on recycling food problem and the study covers 

value‐added surplus products have potential for creating a new type of food (Bhatt, 2018).  In 

addition, Buzby (2009) analysed that annual food waste value in supermarket between 2005 

and 2006. This study found average food waste value 11.4 percent for fruit, 9.7 per cent for 

vegetables and 4.5 per cent for meat types in supermarket. The objective of the study is to 

calculate food waste value about food categories for creating innovative packaging to prolong 

shelf life. 

 

Garrone et al., (2014) focused on the multifaceted concept of FSC maintainability by showing 

a show of excess food production and administration, which includes the coordinates FSC (i.e. 

trade, natural and social players). Moreover, Borrello et al., (2017) state that mechanical society 

is confronting disturbing worldwide problems caused by the impacts of human exercises on 

the environment. This study states that numerous consumers are willing, on the off chance that 

adequately compensated, to be committed to support in circular circle. In addition, Franco et 

al. (2017) analysed a significant portion of the products created for human consumption turn 
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into waste in the world is presented as connected environmental, economic issues and social 

based on existing data and reviewed literature. The writers specify the different food waste 

models and challenges faced by different areas around the world. Also, the food value chain 

analysed from agricultural production down to household consumption. The environmental and 

socio-economic impacts of FLW are analysed based on reviewed life cycle assessments. 

Finally, it reflects on the main challenges for performing strategies to reduce FLW. Moreover, 

Kiss et al. (2019) state that according to deep research, short supply chain is related to 

sustainability and cyclical economy and it also considers the effect of short supply chain on 

circular economy and sustainability. In their research, the authors focus on the issue that the 

short supply chain is linked to cyclicity and sustainability; environmental load (transport, 

production method, emission), health, food quality, consumer behaviour, producer-consumer 

relations and local economy. 

 

Furthermore, Parfitt et al. (2010) discussed that post-harvest losses and household wastes in 

developing and developed countries were addressed and interviews were conducted with post-

procurement experts to find a solution and the work was aimed at preventing the post-

production from the supply chain to household wastes. Girotto et al. (2015) state that as a result 

of research, it is known that waste is increasing in all stages of production and consumption 

from collection to disposal. Sustainability is the most important solution, and it includes 

everyone in the industrial sectors, from producers to distributors. One of the most appropriate 

solution is to donate the re-donable waste. In addition, Raak et al. (2017) state that based on 

this scientific literature survey, the researchers gathered with experts from 13 German food 

processing companies and discussed at what stages the problems of food waste were 

encountered and it was tried to find solutions with the interviewed representatives in order to 

minimize the formation of food waste. Also, Mourad (2016) states that as a result of 

approximately 120 interviews and many evaluations in France and California, especially in 

these regions, it seeks to manage in terms of sustainable production and consumption in general 

and solutions for recycling.  

 

Food waste important for companies because companies do not have knowledge to organize 

food waste. Food waste organization must be controlled by companies because at the end of 

day food waste organization can change. Companies cannot control the food waste problem 

rightly so Food Recovery Hierarchy help to companies to take maximum benefit from food 

surplus and food waste.  

 

CIRCULAR ECONOMY 

 

Circular economy aims to transforms traditional linear supply chains with networks based on 

“waste=food” (Borello et al., 2017). The circular economy approach consists of the idea of 

recycling towards upcycling, which represents to any process that can convert waste to a higher 

value. To sum up; the circular economy is planned to “waste one's resources”. For this reason, 

a circular economy can promote more critical transformations (Ellen MacArthur Foundation, 

2012). To illustrate, new circular economy models consider waste generated throughout the 

linear life cycles. The need to move to a circular economy has become a part of the road map 

of policy makers and strategic plans of industries and businesses (Ghisellini, 2016).  

 

After all, there are still some challenges facing the sustainability of the transition to a circular 

economy (Borrello et al.,2018). Some of these challenges are the role of society and consumers. 

Consumers are the last stage in their supply chain in a linear economy. Borello et al. (2017) 

states that their contribution is only purchase of products. For this reason, they are uninvolved 
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and ignorant in their state of middle people among retailers and waste collection. Food waste 

is the most important thing which consumers could participate to circular economy.  

 

An important point in sustainable consumption and production is to decrease of food waste. 

Defined conventional operation of food waste can lead to environmental, economic, and social 

problems (Lozano et al., 2014). There are more sustainable or profitable administration options 

like reuse and, for example, sugars can be synthesized from food waste (Kiss et al., 2019). 

Circular economy hierarchy consist of “3Rs”; reduce, re-use and recycle of waste (Kiss et al., 

2019). In the upper part of our scheme, as much production as possible is avoided. In the second 

part of our scheme, food that is close to the potential of being garbage is re-use for human 

needs. In the third part of the scheme, recycled food is used as fertilizer and animal feed. In the 

recovery section, inevitable food wastes are re-processed to gain energy. The last section is the 

disposal of unused products (Lozano et al., 2014). The principles of the circular economy 

concerning food chains include minimising waste and surplus, reusing food, food recycling, 

and supporting more diverse and effective. These approaches can contribute to the avoiding of 

food waste and can help to achieve the goals of the circular economy (Kiss et al., 2019). 

 

If food wastes cannot be recovered under the circular economy heading, water resources as one 

of the most important consequences will affect the production of food if in water resources will 

be a problem. Production of wasted food cause global greenhouse emissions and it occurs to 

squander of usable water sources. FLW also occurs to climate change estimated 8% in the 

world. All the FLW doesn't have an equal impact to the environment. In solution to 

environmental problem companies must be paying attention to higher shares of caloric losses, 

but also paying attention to all the impacts of each good (Franco et al., 2017). 

 

METHODOLOGY 

 

In this study, observation method was applied to justify and specify critical status of waste 

generated in Yaşar University refectories. Observation method has allowed to see the total 

number of people eating at the university refectories during the research period and how many 

foods became waste at the end of the lunch time.  

 

Due to the fact that the wastes produced in the university refectories cannot be evaluated, an 

observation study was conducted simultaneously in the refectories of Main campus and T 

blocks of Yaşar University. This study was carried out in order to obtain the waste rates in the 

cafeteria between from 11:30 am 14:30 pm and between 25-29 November 2019. At the end of 

the 1-week study, a total of 3883 trays were examined throughout the Main campus and T 

blocks. 3254 of these trays were observed in Main Campus and 629 of them were observed in 

T block. According to the observation, results are explained below respectively.  

 

According to results in 1-week period, totally 2729 amount of food samples became waste in 

main block of Yaşar University. Based on the results, it is seen that the biggest percentage is 

the main course. The rate of this is 26%. So, based on the results of a one-week observation, 

most people leave waste at their main course. This is followed by 21% salads. However, the 

helper meal (rice/pasta) comes with a rate of 17%, followed by bread with 10%, dessert and 

with 9%, soup with 8%, appetizer with 7% and the type of food with at least 2% left as yoghurt, 

and finally fruit is not waste. Moreover, the number of trays was analysed. According to results, 

1814 trays contain waste and 1440 trays do not contain waste in the main campus. 

Approximately 56% of the 3254 trays observed contain waste. As a result of the observations, 
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it is seen that it contains at least 1 waste in 56% of the university refectories in main campus.  

This ratio means that there is a serious waste in there.  

 

Furthermore, the same observation is applied for T block’s refectory. According to results, 

totally 605 amounts of food samples became waste at dinner time for 1-week period. According 

to results, it is seen that the biggest percentage is the main course. The rate of this is 29%. So, 

based on the results of a one-week observation, most people leave waste at their main course. 

This is followed by 21% salads. Afterwards, the helper meal (rice / pasta) comes with a rate of 

18%, followed by dessert with 8%, bread and soup with 7%, appetizer with 5%, yoghurt with 

3% and fruit with 2%. Moreover, the number of trays observed were analysed in T block 

refectory. According to observation, 411 trays contain waste and 218 trays do not contain waste 

in T block. Approximately 65% of the 629 trays observed contain waste. As a result of the 

observations, it is seen that it contains at least 1 waste in 65% of the university refectories. This 

ratio indicates that there is a serious waste. 

 

By considering whole Yaşar University refectories, the critical waste status can be seen. At the 

end of the observations, totally 3334 amounts of food became waste and junked. Generally, 

main dish, rice/pasta and salad are observed as the most wasted type of food in Yaşar 

University. 

 

Graph 1. Waste Rate by Yaşar University for each type of food 

 

 
 

Looking at the Graph 1, it is seen that the biggest percentage is the main course. The rate of 

this is 26%. So, based on the results of a one-week observation; most people leave waste at 

their main course. This is followed by 21% salads. Afterwards, the helper meal (rice / pasta) 

comes with a rate of 17%, followed by dessert and bread with 9%, and soup comes with 8%, 

appetizer with 7%, yoghurt with 2% and the type of food with at least 1% left as fruit. 

Moreover, according to the results, 3334 trays contain waste and 1658 trays do not contain 

waste in whole Yaşar University refectories for 1-week period. Approximately 57% of the 

3883 trays observed contain waste. As a result of the observations, it is seen that it contains at 

least 1 waste in 57% of the university cafeterias. This ratio shows that there is a serious waste. 
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Recently, food surpluses lead to food waste. The places that cause the most food waste are 

universities, hospitals and hotels. According to the research, it is seen that food wastes are 

mostly caused by “food on a plate” behaviour by consumers. Within the scope of this study, 

Yaşar University refectories providing food service to an average of 20 thousand people each 

month were discussed. After literature review was done, an observation of level of food waste 

which are created in refectories at Yasar University was conducted. All these searches and 

observations show that especially Yaşar University is facing with “food waste problem” and 

food waste is really important in human life and it really affects to create big problems in the 

environment, human health, sustainability, etc.  

 

In this study, firstly it is aimed to analyse the amount of plate waste in the university refectory 

and then to create awareness about the food waste problem and to find sustainable and cyclical 

solutions to this problem in Yaşar University' refectory. After the observation method, it is 

planned to conduct face-to-face interview to measure food waste perceptions of consumers 

who are students, academicians and administrative staff of Yaşar University for the further 

research. Furthermore, based on observation results, we cooperated with Fazla Gıda, which 

provides digital platform for the companies in order to reduce food waste and to ensure the 

evaluation of the waste generated. After meetings with Fazla Gıda, proposed flow system for 

plate waste will be prepared for university refectories This proposed flow will enable the 

reduction of food waste in refectories and capacity planning for preparation of food at the 

preparation stage of food. We believe that, our cooperation with Fazla Gıda will continue to 

find sustainable solutions of food waste within the framework of circular economy.  
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Abstract: In modern agriculture, farmers face certain problems in obtaining necessary 

information and improving agricultural production. This paper aimed to reveal the standpoints 

of farmers related to the role of agricultural extension services (AES) as a source of 

information and farmers’ opinion on the quality of work of extension officers. In order to 

examine this goal, two municipalities were selected, Alibunar and Kruševac. A total of 65 

farmers were included in the research and a survey of their attitudes was conducted.  

The analysis of farmers’ attitudes indicates that some of them are still not sufficiently familiar 

with the work of extension service. In the municipality of Alibunar, the most important source 

of information is other farmers, although half of them regularly use services of AES. Farmers 

in Kruševac are more focused on using the services of extension officers, which they value as 

the most important source of information related to agricultural production. Farmers from 

both municipalities think that the work of extension officers, both in terms of transparency and 

quality of information, can be improved. 

 

Keywords: Standpoints, Farmers, Extension service, Improving the quality of work. 

 

 

INTRODUCTION 

 

ignificant changes in the global market have greatly affected agricultural production. The 

demands placed on today’s farmers include not only the production of sufficient 

quantities of safe food, but also the application of modern measures and numerous 

innovations in the production process. The success of this process depends primarily on the 

characteristics of the farmers: their level of education, readiness to attend additional 

educational seminars, commitment to lifelong learning, but also openness to change and 

willingness to minimize the impact of tradition on the business decision-making process. An 

important factor that should facilitate this process and help farmers to improve agricultural 

production is agricultural extension service.  

 

The most important provider of agricultural extension services in Serbia, as in most South-

Eastern European countries, is public agricultural extension service (PAES). The availability 

of modern extension services to agricultural producers and small businesses is extremely 

important for the development of agriculture (Volk et al., 2015). The efficiency of the extension 

service depends on the ability and competence of the extension officers, but also on their focus 

on the needs and requirements of service users, mostly agricultural producers. That is why 
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understanding the attitudes of farmers towards the work of PAES are of vital importance for 

the work of the service itself. 

 

The effectiveness of extension services is highly dependent on the quality of work of extension 

officers, which is evaluated based on the degree of their clients’ satisfaction. Therefore, the 

function of extension service should be created on the basis of information on attitudes of 

farmers towards AES, otherwise it will not be viable (Qtaishat & AL-Sharafat, 2012). The 

paper aims to reveal the attitudes of farmers regarding the role of agricultural extension services 

as a source of such information and their opinion on the quality of work of extension officers 

in selected municipalities in Serbia.  

 

MATERIALS AND METHODS 

 

The research presented in this paper is aimed at examining the attitudes of farmers from the 

two municipalities towards the work of the agricultural extension service. Two types of data 

are used in research: primary data collected through the survey and secondary data obtained 

from relevant research by domestic and foreign authors. Primary data were collected in June 

and July 2020, using the face-to-face survey technique, based on a pre-prepared questionnaire. 

A total of 65 respondents were interviewed, of which 35 from the municipality of Alibunar and 

30 from the municipality of Kruševac. The data were processed in SPSS 19.0, using descriptive 

statistics, Independent Samples t-Test for comparison of data from selected municipalities and 

Pearson’s linear correlation coefficient to determine the correlation between individual 

variables.  

 

In order to perceive the characteristics of municipalities and to justify their selection, the data 

from the Statistical Office of the Republic of Serbia, namely Census of Agriculture 2012 and 

Farm Structure Survey 2018 were used. The aim was to select two municipalities that differ in 

agrarian structure and characteristics of farm managers. Two municipalities were selected – 

Alibunar from the Autonomous Province of Vojvodina and the municipality of Kruševac from 

Central Serbia. These municipalities differ greatly in the observed characteristics, which 

contributes to the quality of the research. 

 

Characteristics of municipalities included in the research 

 

According to Farm Structure Survey 2018 (SORS), there are 3,013 farms in the municipality 

of Alibunar, representing 0.5% of the total number of farm in the Republic of Serbia. 

Comparing to Census of Agriculture 2012, the number of farm decreased by 407 or 11.9%, 

which is, in percentages, more than in the Republic of Serbia (10.6%). Farms with more than 

5 ha of agricultural land participate with 49.6% in the total number of farms and occupy 95.3% 

of the utilised agricultural land. Farms between 10 and 50 hectares in size are the most 

numerous (921 or 30.6%). 

 

In the municipality of Kruševac, in 2018 there were 11,867 farms or 2.1% of the total number 

of farms in the Republic of Serbia. Compared to 2012, the number of farms decreased by 797 

or 6.3%, which indicates a slower decrease compared to the national level. Farms with up to 5 

ha of agricultural land represent 88.3% of the total number of farms, while larger farms (>50 

ha) are less represented. 

 

Out of 564.541 farms in Serbia (2018), managers of 95.3% of them have only practical 

experience, and only 1.29% of managers have higher training. In the municipality of Alibunar, 
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91.0% of managers have only practical experience, and 35 (1.16%) have additional training, of 

which most (15 or 42.9%) are from farms ranging in size from 5 to 10 ha. In Kruševac, even 

96.3% of managers have only practical experience, which is above the national average, while 

93 of them (0.78%) have higher training. As in the municipality of Alibunar, most managers with 

training are from farms that have 5 to 10 ha of agricultural land. 
 

The provision of extension services by the public extension service on the territory of Alibunar 

is conducted by the AES Institute Tamiš Pančevo, and on the territory of the municipality of 

Kruševac by the Agricultural Extension and Advisory Service Kruševac.  

 

RESULTS AND DISCUSSION  

 

Socio-demographic characteristics of the respondents 

 

The research included a total of 65 respondents, namely agricultural producers – 35 (53.8%) 

from the municipality of Alibunar and 30 (46.2%) from the municipality of Kruševac. There 

are significantly more males (60 or 92.3%) than females (5 or 7.7%) in the sample, which is to 

be expected since the intention was to include farm holders in the research. The average age of 

the respondents was 49, with the standard deviation being high (11.578), since the respondents 

were from 22 to 72 ages. Independent Samples t-Test showed that there is no statistically 

significant difference between the average age of respondents from the observed municipalities 

(for the municipality of Alibunar M=49.77; SD=12.010 and for the municipality of Kruševac 

M=48.30; SD=11.204; t=0,508; p=0.613). According to the level of education, most 

respondents are with high school – 53 or 81.5%, while an equal number of respondents are 

with primary school and university degree (6 or 9.2%). All 6 respondents with university 

degree are from the municipality of Alibunar. 

 

For 42 respondents (64.6%) agriculture is the primary occupation, with more respondents from 

the municipality of Kruševac giving this answer (21 or 70.0% of the number of respondents 

from this municipality) compared to the municipality of Alibunar (21 or 60.0%). The research 

included farmers who have been engaged in agriculture from 2 to 50 years, with the average 

experience in agricultural production being 20.8 years. There is no significant difference 

between the length of engagement in agricultural production in the two observed municipalities 

(based on the results of the Independent Samples t-Test). 

 

Only five respondents (7.7%) are engaged in animal husbandry. Most of them are engaged in 

growing of cereal (37 or 56.9%), followed by growing fruit (12 or 18.5%), vegetable (9 or 

13.8%), and finally viticulture (two or 3.1%). All respondents whose dominant production is 

growing vegetables are from the municipality of Kruševac, while fruit growing is similarly 

represented in the municipality of Alibunar (five respondents) and the municipality of 

Kruševac (seven respondents). The average mark of the intensity of agricultural production 

(evaluated by farmers) on farms is 3.88. There are no significant differences between the 

municipalities in terms of the estimated intensity of agriculture (Alibunar M=3.97; SD=0.747 

and Kruševac M=3.77; SD=0.858), while none of the farmers assessed their production as 

completely non-intensive (score one on a five-point Likert scale). 

 

The level of farmers’ awareness of innovations in agriculture 

 

The surveyed farmers assessed their own level of information related to innovations in 

agricultural production, also on a five-point scale. The average assessment of respondents in 
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both municipalities is 3.20. Using the Independent Samples t-Test, it was found that there is a 

significant difference between the information level of farmers in municipalities: farmers in 

the municipality of Alibunar believe that they are more informed (M=3.57, SD=1.01) 

compared to farmers from the municipality of Kruševac (M=2.77, SD = 1.19; t=2.871; 

p=0,006). 

  

Modern agricultural production is based on the application of new knowledge and information, 

not only in order for farmers to achieve their own goals, but also to realize national goals aimed 

at producing a sufficient amount of food (Čikić and Petrović, 2013). The classical linear model 

of innovation and knowledge transfer in modern agriculture is being replaced by an interactive 

and networking model (Nikolić and Paunović, 2019; Zrakić et al., 2018). Farmers need to be 

innovative, able to tackle problems and responsive to new opportunities (Nikolić and Paunović, 

2019). In order to do so, farmers need different types of information. Today, farmers have 

access to abundance of information from various sources, which imposes to them the need to 

be able to evaluate and select the information they really need. This process requires certain 

knowledge from farmers, who must assess the credibility, objectivity and reliability of existing 

information because only such information can be a good basis for making the right decision. 

The role of AES in this process remains crucial. For these reasons, it was analysed to what 

extent the surveyed farmers see AES as a source of valid information. 

 

The surveyed farmers from both municipalities assessed the agricultural extension service as 

an extremely important source of information. If the average grade of all respondents is 

observed, AES was rated with the highest mark (3.94) (Graph 1). It is interesting that the 

farmers from Kruševac rated higher than the farmers from Alibunar only the information 

provided by experts employed in AES and agricultural pharmacies. In other words, farmers in 

the municipality of Kruševac have more confidence in the information they receive from the 

experts employed in institutions, compared to information from other sources. The obtained 

results are in line with previous research in which it was found that half of farmers consider 

AES as a source of valid information (Sarker & Itohara, 2009). 
 

Figure 1. The Average score for selected sources of information obtained by respondents 

0.0

1.0

2.0

3.0

4.0

5.0

A
E

S

F
ri

en
d

s 
an

d
 n

ei
g

h
b

o
u

rs
 

In
te

rn
et

A
g

ri
cu

lt
u

ra
l 

p
h

ar
m

ac
y

F
ai

rs
 &

 e
x
h

ib
it

io
n

s

R
ad

io
 &

 T
V

 

Jo
u

rn
al

s,
 n

ew
sp

ap
er

 &
 

p
u

b
li

ca
ti

o
n

s

L
ec

tu
re

s 
&

 w
in

te
r 

sc
h

o
o

ls
 

3.94 3.74 3.54
3.28

2.95 2.77 2.63
2.28

Alibunar Kruševac Average

  
Source: Authors’ calculation based on data from research 



 

393 

Farmers from Alibunar rated their own awareness of innovations in agricultural production 

with a higher average score (3.57) compared to farmers from Kruševac (2.77). This can be 

related to the following results, according to which farmers from the municipality of Alibunar 

perceive friends and neighbours (average score 3.94), fairs and exhibitions (3.94), and even the 

Internet (3.57) as important sources, i.e. they high evaluate those sources that allow them to 

independently collect and evaluate information. At the same time, farmers from the 

municipality of Kruševac rated fairs and exhibitions as the second least important source of 

information (score 1.80; after lectures and winter schools, which were rated the lowest – 1.00). 

This is consistent with other research which also confirmed that farmers perceive fairs, 

demonstrations and exhibitions as an insignificant source of information (Al-Zahrani et al., 

2016). Farmers from both municipalities, on average, rated the worst sources of information 

that include the use of mass media, namely radio and TV programs, magazines, newspapers 

and other forms of print media, but also lectures and winter schools. 

 

Special attention in the research is paid to cooperation and attitudes of farmers about the quality 

of cooperation with the agricultural extension service. In that sense, first of all, it was necessary 

to examine the extent to which the surveyed farmers cooperate with AES. Regular contacts 

between extension officers and farmers contribute to the quality of extension services, because 

in this way two-way communication is achieved, which also contributes to strengthening the 

perception of farmers that AES is a source of reliable information (Sarker & Itohara, 2009; 

Qtaishat & AL-Sharafat, 2012). At the same time, irregular visits by extension officers result 

in farmers’ dissatisfaction with the work of this service (Maoba, 2016). 

 

More respondents from the municipality of Kruševac cooperate with extension officers (21 or 

70.0%) compared to the municipality of Alibunar (19 or 54.3% where three of these 

respondents stated that the extension officers initiated cooperation, compared to the remaining 

16 who independently sought the help of AES). Farmers from the municipality of Alibunar 

more often cooperate with extension officers, four (11.4%) on a monthly basis, and five 

(14.3%) several times a year (Table 1). 
 

Table 1. Frequency of farmers’ contacts with AES 

 Alibunar Kruševac Total 

Number Percent Number Percent Number Percent 

Once a month 4 11,4 0 - 4 6,2 

Several times per 

year 
5 14,3 6 20,0 11 16,9 

Once a year 7 20,0 15 50,0 22 33,8 

Once in several 

years 
3 8,6 0  3 4,6 

Total number of 

farmers that have 

contact with AES 

19 54,3 21 70,0 40 61,5 

Never 16 45,7 9 30,0 25 38,5 

Total in both municipalities 65 100,0 

Source: Authors’ calculation based on data from research 
 

Interestingly, there are no particular features that distinguish these farmers from others: the 

average age and length of engagement in agricultural production is at the level of the entire 

sample, five stated that agriculture is not their primary occupation; two are university educated, 

while others are with high school education. The only difference is reflected in the average size 
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of arable land: at the level of the municipality of Alibunar the average size of land per 

respondent is 93.8 ha, while among respondents who have regular contact with AES is 108.1 

ha. However, it should be noted that five out of the 11 respondents (45.5%) who cultivate over 

100 ha in the municipality of Alibunar stated that they never use the services of AES. It does 

not mean that they do not have access to extension services, since these farmers highly valued 

other sources of information, and one of them also hires a private advisor. 

 

Farmers who had contact with AES representatives expressed their views on the quality of 

work of agricultural extension officers. These assessments are grouped into three categories: 

the importance and quality of information provided by AES, the cooperation of AES with 

farmers and the quality of this cooperation (Table 2). 
 

Farmers from both municipalities believe that they receive enough reliable and quality 

information from AES. Despite that, farmers from Kruševac believe that the information is 

repeated from year to year. These respondents rated with a score 3.57 the attitude that the 

obtained information helps them in running and improving the farm, which, in addition to the 

previous attitude, indicates that they are not completely satisfied with the obtained information. 

Farmers in the municipality of Alibunar believe that AES renew the information it provides on 

an annual basis, but they gave lower marks to their impartiality. As these farmers are focused 

(to a greater extent) on other sources of information, and not only on AES, it means that they 

tend to compare the obtained information from different sources and only then make decisions. 

This imposes greater demands on extension officers who provide services in the municipality 

of Alibunar. 
 

Table 2. Respondents' attitude towards the work of AESs in Serbia  

 Alibunar Kruševac Total 

Significance and quality of information provided by AES 

They provide information on agricultural production 4,26 4,86 4,58 

They provide information on financial resources 3,58 3,10 3,33 

AES provides unbiased information 3,32 4,33 3,85 

The information is reliable and can be trusted 4,26 4,05 4,15 

The information provided by AES is of practical 

importance for the improvement of the farm 
4,05 3,57 3,93 

The information provided by AES is the same every 

year 
2,58 4,33 4,58 

Cooperation of AES with farmers 

They show new ways of doing business 4,26 3,57 3,90 

They help farmers acquire new knowledge 4,26 4,10 4,18 

They help farmers make decisions 3,84 4,52 4,20 

They help farmers analyse their own problems 3,42 2,62 3,00 

Quality of cooperation 

It is easy to get in touch with AES 4,42 4,71 4,58 

Extension officers cooperate equally with all 

farmers 
3,63 3,14 3,38 

They pay enough attention to farmers 3,79 4,05 3,93 

AES informs farmers through newspapers, radio and 

television about important news related to 

agricultural production 

3,74 1,05 2,33 

Source: Authors’ calculation based on data from research 
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With the lowest average score the respondents evaluated the information they receive from 

AES which refer to the sources of financing of agricultural production. This indicates the need 

for continuous education of extension officers, especially from the segment of existing support 

that farmers can use from the relevant ministry and local government. At the same time, this 

may indicate that farmers have poor access to finance (Veselinović and Drobnjaković, 2014). 

 

Farmers in Kruševac rely more on the services of AES in decision-making, but they evaluated 

the work of extension officers less in terms of demonstrating new technical knowledge (ways 

of doing business) and the support they receive in analysing their own problems. Although the 

obtained mean score can be evaluated as average (3.00), it should be noted that according to 

other research, the willingness of extension officers to help farmers identify their problems and 

solve them is rated very low (1.9 on a scale of 1 to 5) and that it represents one of the biggest 

challenges facing modern AES (Maoba, 2016). 

 

The surveyed farmers also showed a high degree of agreement with the attitudes that it is easy 

to get in touch with AES, i.e. that extension officers pay enough attention to them. Respondents 

again expressed the view that the mass media are insufficiently used in the work of the AES, 

especially in the municipality of Kruševac. The application of mass media in extension work 

is of particular importance because it enables coverage of a large number of users in a relatively 

short period at low costs. In recent years, there has been a change in the type of mass media 

used in extension work. Print media (pamphlets, reports, flyers) predominantly used by public 

AES is being increasingly replaced by electronic media (Norton & Alwang, 2020). That is why 

continuous education of extension officers is imperative in organizing a modern and efficient 

AES. 

 

Finally, respondents who cooperated with AES assessed the degree of satisfaction with the 

cooperation with this service, which is crucial for understanding their attitudes towards the 

quality of extension services provided. The average score of all respondents is high and 

amounts to 4.08, with a higher degree of satisfaction shown by respondents from the 

municipality of Alibunar (4.32) compared to Kruševac (3.86). This is consistent with previous 

surveys of the level of user satisfaction with AES services, when it was found that 67% of 

respondents rated the quality of extension services as the highest, while 33% as satisfactory 

(Đurić et al., 2019). 

 

Using Pearson’s linear correlation coefficient, it was determined that there is no statistically 

significant relationship between the assessment of respondents’ satisfaction with AES work 

and their age (r=-0.173; Sig=0.287; N=40), and education level (r=0.096; Sig=0.556; N=40). 

This is in contrast to other studies in which it has been found that farmers with a higher level 

of education have more positive attitude towards AES (Qtaishat & AL-Sharafat, 2012). 

However, a medium-strong negative correlation was determined between the degree of 

satisfaction of AES service and the length of farmers’ engagement in agriculture (r=0.465, 

N=40, at the level of significance 0.01), where respondents with less experience in agricultural 

production showed a higher degree of satisfaction with the work of agricultural extension 

officers. This can be confirmed in other research where was found that younger farmers with 

less experience show more tendency to try and adopt innovation in production process (Idrisa 

& Ogunbameru, 2008). The coefficient of determination is 21.6%, which means that more than 

20% of the users’ satisfaction with extension services depends upon how long the respondents 

have been engaged in agricultural production. 
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FUTURE RESEARCH DIRECTIONS 

 

The particularity of extension work in agriculture is reflected in the fact that it is difficult to 

quantify its effects. That is why considering the degree of customer satisfaction with the 

services provided is a starting point that can be used to evaluate the success of AES. The 

conducted research indicates that there is a certain degree of user satisfaction with the work of 

agricultural extension officers, but also that there are significant differences in the perception 

of the quality of services received by farmers from the two municipalities covered by the 

research. Future research should be more comprehensive both in terms of geography and the 

number of respondents included in the research, in order to obtain more detail results. 

 

CONCLUSION 

 

In the paper are presented the results of a research related to the assessment of the attitudes of 

farmers from two municipalities, Alibunar and Kruševac, towards the work of agricultural 

extension officers. A total of 65 respondents were interviewed. As the primary objective of 

AES was to provide new knowledge and information to farmers; it was examined to what extent 

farmers are informed, as well as from which sources they obtain information. The average 

score of respondents’ awareness is 3.20 on a five-point scale, with significant differences 

between the observed municipalities, in favour of farmers from Alibunar. The most important 

source of information is AES, especially for farmers from the municipality of Kruševac, while 

producers from the municipality of Alibunar also obtain information from friends and 

neighbours, at fairs and exhibitions and from the Internet. 

 

Out of 65 farmers, 40 have contacts with representatives of the public AES. Although the 

respondents expressed the opinion that they receive enough information from extension 

officers, they evaluated less the importance of these information for improving the work of 

their farm, impartiality of information, as well as the readiness of extension officers to 

cooperate equally with all interested farmers. This indicates that although there are contacts 

between extension officers and users of their services; there is a need to suit the type and 

structure of information, as well as communication channels, to the needs and expectations of 

farmers. 

 

Finally, farmers cooperating with AES rated the quality of that cooperation with an average 

score of 4.08. It is interesting to note that there is a statistically significant relationship between 

the length of engaging in agricultural production and the degree of satisfaction with the work 

of AES, whereby respondents who have less experience in agriculture showed a higher degree 

of trust in agricultural extension officers. This can be explained by the fact that respondents 

who have been engaged in agricultural production recently need more help from extension 

officers, but also the readiness of this group of producers to put innovations in use, i.e. to 

deviate from traditional models and techniques of farming.  
 

The obtained results show that there are established channels of communication and 

cooperation between public AES and agricultural producers, but also that it is necessary to 

make certain modifications in the work of extension officers, in order to be more focused on 

the needs of farmers, which will ultimately strengthen mutual trust and perception of the 

extension service as a significant factor in improving agricultural production in Serbia. 
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Abstract: Despite the fact that we live in a country where the farmers' associations are created 

among the first on the Old Continent, and where one of the first Institute for Nature Protection 

is created, statistics warn us that the demise of several hundred Serbian villages and thus the 

emptying of strategically important areas of the state of Serbia today, is a serious development 

problem. In this paper an analysis of the rural, age and educational structure of the population, 

in rural areas of the Republic of Serbia, has been performed. The authors believe that the 

situation is not hopeless and point out that the sustainable development of the village is 

possible only if favorable local preconditions for it are met. Therefore, it is necessary to revive 

and institutionally expand the competencies of rural local communities as a form of local rural 

self-government in the Serbian folk tradition. Accordingly, decentralization and polycentric 

development are the main conditions for the renewal of the population and devastated parts of 

Serbia. Moreover, native networks and integrated rural development are models applicable 

through LAP in accordance with the characteristics of the area. Nowadays, it is necessary to 

raise people's awareness of the importance of rural survival and sustainable management of 

resources in agriculture, i.e. to breathe new life into rural areas, which would also be a motive 

for staying in the countryside. 

 

Keywords: Sustainable village, Status, Development policy, Local communities, Local self-

government. 

 

 

1.  INTRODUCTION 

 

he objective of this research is to indicate on the situation and problems in Serbian 

villages, using the statistical data. An analysis of the rural, age and educational structure 

of the population in rural areas of the Republic of Serbia has been performed. At the 

same time, the authors point out the development possibilities of villages in Serbia and suggest 

measures and mechanisms for their implementation. 

 

The results of the research show the basic development problems, which are repeatedly 

reflected in the elements and aspects of further construction and foundation of the existing 

theory and practice, of the inhabitants3 of rural areas, where the authors propose development 

measures and mechanisms to overcome those problems. 

 

Data sources are: annual publications of the Statistical Office of the Republic of Serbia, 

relevant bulletins; 2011 Census, Strategy for Agriculture and Rural Development of the 

Republic of Serbia for the period 2014-2024, Law on Local Self-Government, "Official Gazette 

of RS", no. 129 of 29 December 2007, 83 of 5 August 2014 - other law, 101 of 16 December 

                                                           
1  Faculty for Applied Ecology – Futura, Pozeska 83a, 11000 Belgrade 
2  Faculty for Applied Ecology – Futura, Pozeska 83a, 11000 Belgrade 
3  The term rural in the paper refers to the rural settlements. / Author's note / 

T 



 

400 

2016 -other law, 47 of June 20, 2018. et al. Other sources, given in the footnotes and 

bibliography, were also used. 

 

2.  MATERIALS AND METHODOLOGY 

 

The paper uses research methods and procedures specific to economics and agroeconomics. 4 

 

By watching, monitoring and observing, a description was made, as an immediate, sensory-

perceptual cognition of the subject of research. Using the descriptive analysis, we came to the 

cognition, findings and descriptions (origin, course and development) of the observed 

phenomenon (extinction of Serbian villages). The research period is long, considering the 

fact that the problem which the authors point out is several decades old. 

 

The empirical method, as an important analytical method, was used to process empirical data, 

using statistics and mathematics. We used the statistical method to collect, present (tables, 

charts), analyze and interpret numerical data. Furthermore, quantitative research was 

performed using the mathematical method. In this regard, modeling was applied, where the 

model is presented as a simplified picture of the observed phenomenon. By modeling, the key 

parameters of the activities are identified, and these parameters are the basis for the agreement 

of different activities in the function of reviving Serbian villages.  

 

In addition, general methodological procedures were also applied. By the analytical method, 

the individual and constituent elements of the observed phenomenon were investigated. The 

general characteristics of the phenomenon were derived by the synthetic method, whereby the 

observation of the differences between the important and the irrelevant, the main and the 

secondary, came to the fore. We performed inductive method for the analysis from the 

individual to the general. On the other hand, using the deductive method, starting from the 

general, we analyzed individual properties and elements. Deduction showed how complex the 

problem of rural extinction in Serbia is. At the end, systematic analysis has indicated the 

importance of recovery and revitalization of villages in Serbia, in the context of the entire 

socio-economic system of the Republic of Serbia. 

 

3.  SERBIAN VILLAGES IN THE SYSTEM OF LOCAL SELF-GOVERNMENT5 

 

"Local self-government, in short, is a form of management and decision-making of citizens in 

local communities. It is in fact the original basic organization of government in a state 

performed by local authorities.6 Local self-government is a form of decision-making and 

management in local communities, constituted in narrower parts of the state territory, directly 

by its inhabitants or through their representatives, which they directly elect, as well as other 

local bodies. It has the status of a constitutional matter, and its independence is guaranteed by 

                                                           
4 Pejanovic, R. (2007). Some methodological phases and procedures in economy (and agricultural economy). 

Poljoprivredni fakultet: Letopis naučnih radova, Novi Sad, pp. 174-186 
5   The term "local government" was first used by the English philosopher Jeremy Bentham in 1832. The term 

itself is not clear and precise enough, so the question is what exactly is meant by it. Miodrag Jovicic thought 

that the term from the Swiss "autonomie locale" and partly the German "gemeinde (kommunal) 

selbstverwaltung" completely corresponded to "local self-government" in our language. It is narrower than 

the French term "administration locale", and broader than English "local government" and "local self-

government". Stankovic, M. (2015) Local Self-Government in Serbia, Belgrade, 16; Simovic, V.  (1966). 

Communal system and communal policy, Beograd, 41 
6  Durdev, A. (2003). Local government. Lokalna samouprava, Novi Sad, 5 



 

401 

the constitution, which means that it enjoys its protection.''.7 /Orlovic, P. S., Constitutional 

Status of Local Self-Government in Serbia, pp.1649–1667/ 

 

Regardless of the fact that local self-government has a long tradition as a level of government 

in Serbia, the status of today's villages is not defined by the Constitution, and villagers are 

deprived of the right to decide about themselves and the environment in which they live. The 

constitutional position of local self-government, prescribed by the Constitution, is such that it 

is guaranteed as a "right of citizens" which "limits state power" (Article 12 of the Constitution 

of 2006). However, further elaboration of this constitutional starting point has not been 

completed. 

 

In Serbia, local self-government units are municipalities, cities and the city of Belgrade, as it 

is written in the Constitution of the Republic of Serbia from 2006 (Article 188), which 

determines the position of local self-government units. Villages are not defined in the system 

of local self-government, they do not have a status, budget, source revenues nor competencies. 

 

Local community councils / LCC /, which have been a form of administrational organization 

in villages since 1963, are a guarantee of further accelerated destruction of villages. According 

to the Law on Local Self-Government (Official Gazette of the RS, no. 129/2007, 83/2014, 

101/2016 and 47/2018.), rural local communities are not seen as the level of government that 

may have statutory competencies. In terms of the jobs (rural) local communities can perform, 

and the funds they can get, they are determined by the local self-government unit / LGU / in 

accordance with the needs of citizens and the possibilities of local communities. 

 

According to the Law on Local Self-Government (Official Gazette of RS, No. 129 of December 

29, 2007, 83 of August 5, 2014 - other law, 101 of December 16, 2016 - other law, 47 of June 

20, 2018. ), local communities and other forms of local self-government are formed in villages, 

and they can only propose and adopt legally determined jurisdiction and plans, but do not 

decide on anything, do not have a budget, source revenues nor precise jurisdictions according 

to the principle of subsidiarity - number of councilors from villages, depending on the number 

of inhabitants in the villages and the percentage of the population in the municipality to which 

they belong, as is the case in EU countries. The local community council is the basic 

representative body of citizens in the area of local self-government.8 

 

The act on the establishment of a local community, in accordance with the statute of the 

municipality or city, determines the activities performed by the local community, local bodies 

and organization of work of local bodies, decision-making and election procedure of councils 

and other local self-government bodies, but also protection of rights during elections and other 

important issues concerning the work of the local community, i.e. another form of local self-

government. 

 

By article 74 of the Law on Local Self-Government the competencies of the Local Community 

Council are defined. 

 

Local community council: 

1) adopts the statute of the local community; 

2) adopts the financial plan of the local community and develops programs of the local 

                                                           
7  Markovic, R. (2015) Constitutional Law. Belgrade, pp. 405-406 
8   Law on Local self-government. Official Gazette of the Republic of Serbia, no. 129/2007, 83/2014, 101/2016, 

47/2018 
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community; 

3) elects and dismisses the president of the local community council; 

4) propose measures for the development and improvement of communal and other 

activities in the area of the local community; 

5) adopt rules of procedure for the work of the local community council and other acts 

within the competence of the local community; 

6) initiate the adoption of new or change of existing municipal regulations; 

7) perform other tasks within the competence of the local community determined by the 

statute of the municipality, the act on the establishment of the local community or other 

municipal regulations.9 

 

On June 20, 2018, the National Assembly of the Republic of Serbia adopted the Law on 

Amendments to the Law on Local Self-Government / LLSG /, whose important changes relate 

to the introduction of the right of supervision of local self-government bodies over the legality 

of work and local community acts, which expanded the power of municipality in terms of 

regulating the framework for the local community. From the above, we can conclude that the 

revival of Serbian villages is still in line with the illusion of Potemnik, given that the ''village 

is still not deciding about the village''. 

 

It can be concluded that, in our recent history, the situation of the rural population has never 

been so miserable and today this situation is confirmed by statistics and the fact that our villages 

are getting older and emptier. 

 

The words of wise people, that the peasant is the foundation of the Serbian domestic order, 

today is both a warning and a signpost for us. 

 

This foundation was destroyed after the Second World War, when migration processes, from 

villages to towns, took place in Serbia, which resulted in the emptying of the village and the 

crisis in agriculture that have continued to this day. Confirmation of that are the results of the 

census of 1948, according to which the agricultural population made up 68 percent of the total 

population, and in 1991 only 17 percent. The Serbian domestic order is based on a strong 

village, with a strong large family, and it has been destroyed for the decades, still the fragments 

of that order are kept by the elderly today. 

 

Ploughland that could feed half of Europe and that fed cattle for export, by which Serbia lived 

during the time of Milos and Karadjordje, is being turned into pastures and deserted meadows 

with an area of 505 618 ha of uncultivated land in 2012. Out of a total of 4709 settlements, i.e. 

villages /according to the Constitution, there is no category of villages/ in which lives more 

than half of the population of Serbia; 1200 of them are in the phase of disappearance. In 1034 

of them there are less than 100 inhabitants, mostly middle-aged and older, and 550 of them 

have less than 50 inhabitants. As many as 500 villages do not have an asphalt road, 400 villages 

do not have shops, and there are no post offices in 2000 villages. Furthermore, in 230 villages 

there is no primary school and two thirds of villages do not have an ambulance. In 200 villages 

there are almost no inhabitants, and also in 200 of them there is no one younger than 25. It is 

estimated that in the next 10 years another 700 villages will become empty. Statistics show that 

in every fourth village, the youngest resident is older than 60, and according to the data of the 

SANU Village Committee, as many as 260 000 unmarried men are younger than 50. 

                                                           
9  Law on Local self-government. Official Gazette of the Republic of Serbia, no. 129/2007, 83/2014, 101/2016, 

47/2018 
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4.  DEMOGRAPHIC DISCHARGE AND RURAL INDICATORS10 

 

In almost all parts of the Republic of Serbia, especially in the zones which are at a great distance 

from local, subregional and regional centers, as well as in hilly and mountainous areas, a long 

period of continuous negative demographic development is present. The consequences of this 

demographic situation are numerous and multifaceted. From the point of view of the situation 

in the spatial organization of the settlement network in Serbia, the appearance of spontaneously 

displaced rural settlements deserves special attention - because it results in spatial-demographic 

imbalances in the network of settlements in some parts of Serbia, as well as in Serbia as a 

whole, but also because of the significant disproportions in the degree of socio-economic 

development and the level of demographic manifestation of settlements in Geospace. 

/Stamenkovic, S./ 

 

In connection with the above, we will list some relevant indicators presented by tabular 

overview of settlements and populations of central Serbia and Vojvodina in 1991 and 2002. In 

1991 the group of the smallest settlements (499 and less inhabitants) included 2373 settlements 

(50.6% of the total number of settlements), in which 7.3% of the population lived. In 2002 the 

group included 2722 settlements (57.8%), in which lived 7.8% of the total population. Special 

emphasis should be placed on the representation and growth of demographically dwarf 

settlements (less than 49 inhabitants), whose number doubled in the observed period: from 180 

(3.8%) to 346 settlements (7.4%)11. 

  

Table 1. Settlements of central Serbia and Vojvodina by demographic size in 1991 and 2002 12 

Settlement size 1991. 2002. 1991. 2002. 

1 000 000 and more inhabitants  

500 000 – 999 999 inhabitants 

200 000 – 499 999 inhabitants 

100 000 – 199 999 inhabitants 

50 000 – 99 999 inhabitants  

20 000 – 49 999 inhabitants  

10 000 – 19 999 inhabitants 

5 000 – 9 999 inhabitants  

2 000 – 4 999 inhabitants  

1 000 – 1 999 inhabitants 

500 – 999 inhabitants 

200 – 499 inhabitants 

50 – 199 inhabitants  

49 and less inhabitants  

1 

- 

- 

4 

12 

26 

42 

96 

334 

675 

1 080 

1 350 

843 

180 

1 

- 

- 

3 

14 

25 

42 

95 

309 

544 

951 

1 335 

1 041 

346 

1 168 454 

- 

- 

602 708 

739 980 

787 388 

598 477 

650 968 

1 005 285 

935 500 

765 274 

453 371 

109 985 

5 405 

1 119 642 

- 

- 

511 502 

902 848 

748 255 

615 941 

657 269 

930 159 

750 303 

676 843 

449 165 

126 604 

9 470 

Total 4 693 4 706 7 822 795 7 498 001 

 

From this data, we can see the appearance of demographic fragmentation of settlements as a 

consequence of population decline, population aging, etc. 

                                                           
10  At the local level, the OECD defines rural areas according to population density. Rural settlements are 

considered to be settlements with a population density below 150 inhabitants per km2. According to that 

classification, 85% of the territory of the Republic of Serbia is considered rural. 
11  Stamenković, S. (2004) Some actual questions of the spatial organization of the network of settlements and 

the relevant demography problems in Serbia.  Demografija, Beograd  
12  Documentation material by the Statistical Office of the Republic of Serbia  
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Follow-up, the table presents demographic indicators of rural areas of the Republic of Serbia, 

data on the estimated movement of the population of the Republic of Serbia, educational 

structure of the population older than 15 in rural areas, unemployment in rural areas, age 

structure and rural infrastructure. By analyzing the data, we got the information necessary for 

modeling the revival of villages in Serbia in the context of the entire socio-economic system, 

i.e. the economic system of the Republic of Serbia. 

 

Table 2. Demographic indicators of rural areas of the Republic of Serbia 

Indicators Serbia Rural Areas 

Geographical indicators   

Area /km2/ 88 499 69 040 

Number of settlements 6 158 5 965 

Demographic indicators   

Population (Census 2002) 7 498 001 3 279 522 

Population (Census 2011) 7 186 862 2 914 990 

Population density (inhabitants / km²) 9.3 6.2 

Share of population younger than 15 (%) 14.3 13.9 

Share of the population older than 65 

years (%) 
17.4 20.2 

Ageing index 1.2 1.4 

Source: 2011 Census of Population of the Republic of Serbia 

 

Table 3. Movement of the estimated number of inhabitants of the Republic of Serbia in the 

period 2012-2018. 

Estimated population 

number (average 

annual rate) 

Republic of 

Serbia 

Region of 

Belgrade 

Region of 

Vojvodina 

Region of 

Sumadija 

and Western 

Serbia 

Region of 

South and 

Eastern 

Serbia 

Region of 

Kosovo  

and 

Metohija 

2002 7 500 031  1 578 364  2 034 851  2 135 393  1 751 423  - 

2011 7 236 519  1 658 151  1 932 945  2 033 203  1 612 220  - 

2016 7 058 322  1 683 962  1 881 357  1 956 786  1 536 217  - 

2017 7 020 858  1 687 132 1 871 515  1 941 130 1 521 081  - 

2018 6 982 604  1 690 193  1 861 863 1 924 816 1 505 732  - 

 

Over 2002-2018, the number of populations in the Republic of Serbia was continuously 

declining. At the regional level, only the Region of Belgrade recorded population growth, while 

the most pronounced decline was recorded in the Region of Southern and Eastern Serbia. 

Statistical Office of the Republic of Serbia published the data of the number of live births in 

the Republic of Serbia, which in 2016 was 64 734, while the number of deaths was 100 834. 

In that year alone, the negative natural increase was 36 100. In the period 2006-2016, the 

number of inhabitants in RS was reduced by about 385 000 only on the basis of natural increase. 

Of the total number of municipalities /169/ in the Republic of Serbia, the rate of natural increase 

in 2016 was positive in only five municipalities: Sjenica, Novi Sad, Presevo, Tutin and Novi 

Pazar. 
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Unfavorable demographic trends also result in an unfavorable educational structure of the rural 

labor force, which does not meet the requirements of the labor market, therefore the quality of 

the labor force is one of the limiting factors of economic development of rural areas. At the 

same time, the educated population finds it difficult to stay in rural areas without satisfactory 

transport and communal infrastructure. 

 

According to the 2011 census of the Republic of Serbia, the educational structure of the 

population older than 15 years is dominated by persons with completed secondary school 

(42.4% in rural areas), which is a significantly higher percent compared to the participation of 

persons with completed primary school (27.7%) and those without formal education (23.4%). 

The structure of the real labor force in rural areas does not respond to the requirements of the 

modern labor market. The reason for that is the lower percent of highly educated population in 

these areas, compared to the national average (6.1% : 16.2%), and that is one of the important 

limiting factors of economic development of these areas. Households whose main activity is 

agriculture are characterized by a lower share of educated members and lower unemployment 

(here we are talking about the hidden unemployment, i.e. unpaid helping household members). 

 

Table 4. Educational structure of the population older than 15 years in rural areas 

% without formal 

education 

13.7% 

With share of 80.4% with 

incomplete primary education. 

23.4% 

With share of 81.2% with incomplete 

primary education 

% primary school 20.8% 27.7% 

% high school 48.9% 42.4% 

% highly educated 

population 

16.2% 

With share of 65.2% with 

Bachelor's degree 

6.1% 

With share of 51.8% with  

Bachelor's degree 

% unknown 0.4% 0.4% 

Source: SORS (processed by The Ministry of Agriculture, Forestry and Water Economy of 

the Republic of Serbia), * According to SORS criteria 

 

Table 5. Unemployment in rural areas 

Type of settlement 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Employment rate (%) 

Serbia 49.8 51.5 53.7 50.4 47.2 45.4 45.4 47.5 50,4 52,0 55,2 

Urban settlements 49.1 50.8 50.7 47.9 45.4 43.9 43.4 45.7 49,2 53,5 53,5 

Other settlements 51.0 52.4 58.1 54.0 49.8 47.4 47.9 50.2 52,3 57,8 57,8 

Unemployment rate (%) 

Serbia 20.9 18.1 13.6 16.1 19.2 23.0 23.9 23.0 20,1 18,2 15,9 

Urban settlements 22.0 18.6 15.9 18.4 21.4 24.8 26.9 25.0 21,6 17,9 17,9 

Other settlements 19.4 17.3 10.8 13.3 16.4 20.6 20.1 19.9 17,9 12,9 12,9 

Source: SORS (processed by The Ministry of Agriculture, Forestry and Water Economy of 

the Republic of Serbia), * According to SORS criteria 

 

Although the rural economy has a high unemployment rate, in recent years this indicator has 

stabilized at around 20%. The unemployment rate in rural areas is still high, with a particularly 

pronounced share of younger categories of the unemployed rural population.  
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The youngest and oldest categories of the rural population have an evidently higher share in 

total employment, compared to the same categories of the urban employed population. The 

participation of women in formal employment in rural areas is generally at the lower level 

compared to urban areas. Regionally speaking, the most unfavorable position of women13 

according to labor market indicators is in the region of Southern and Eastern Serbia. All age 

categories of women in rural areas participate in the total employment with about 39%, while 

this participation of women in urban areas is around 44%. 

 

Table 6. Rural infrastructure 
General data by regions, 

2016 Region 
Area (km²) Number of settlements Population  

   In total per km² 

Republic of Serbia, In total 88 499 6 158 7 058 322  

Region of Belgrade 3 234 157 1 683 962 521 

Region of Vojvodina 21 614 467 1 881 357 87 

Region of Sumadija and Western 

Serbia 
26 493 2 112 1 956 786 74 

Region of South and Eastern 

Serbia 
26 248 1 973 1 536 217 59 

Region of Kosovo and Metohija 10 910 1 449 ... ... 

Source: SORS (processed by The Ministry of Agriculture, Forestry and Water Economy of 

the Republic of Serbia), * According to SORS criteria 

 

Rural infrastructure in the Republic of Serbia is underdeveloped. Rural area is characterized 

by low roads infrastructure, communal infrastructure and other important elements of living 

standards. Infrastructure at the municipal level is more or less developed, with huge potential 

for further development, but also with great limitations such as poor information on the needs, 

characteristics and benefits of rural infrastructure, which contributes to unresolved water 

supply, telecommunications and other obstacles to development. 

 

  

                                                           
13  The total number of women who live in villages is 1.6 billion and they make up one quarter of the world's 

total population. World data indicates that women in rural areas own only 2% of the land and earn only 1% 

of all agricultural income, which shows us the extremely difficult position they are in. Gender inequality in 

the countryside, in Serbia, does not deviate much from world statistics. The largest part of the informally 

engaged labor force in performing agricultural work in RS make women, with a share of about 63%. 

Futhermore, there is a low share of women who are farm owners, i.e. on whose behalf the farm operates 

(only about 17%), and an even lower share of them as farm managers, i.e. those who make decisions about 

the organization of agricultural production on the farm (16%) and permanent employees on the farm 

(14.8%). Women who live in the household are usually not the owners of the houses in which they live, they 

do not own land, nor the means of production. A survey by the Institute for Gender Equality showed that 

women who live in villages, in 61% of cases do not own or co-own a house, which is certainly due to 

patriarchal patterns of inheritance of parents' property in which female heirs renounce their right to 

inheritance. The position of older women in the countryside is far more difficult than that of working age, 

and it is especially more difficult than the position of women living in urban areas. Although 50% of women 

in the village are older than 65, grandmothers in the villages very rarely own property – to be precise only 

9.1% of them. 88.5% live and work on their husband's property, while in 2.4% of cases the property is 

shared. 
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5.  ORGANIZATIONS OF THE NETWORK OF RURAL SETTLEMENTS – NATIVE 

NETWORKS 

 

Rural settlements in Serbia were formed spontaneously, often by chaotic concentration on 

randomly populated areas. Nowadays, the network of rural settlements is changing, some 

villages are already extinguished, others are empty (dying villages), some are still sustainable 

(sustainable villages), while some, which are located in prosperous areas and close to the big 

cities, are developed. Among them, there are several villages that could serve as a prototype of 

successful, agrarian and rural development for our specific global circumstances which are 

fundamentally unfavorable. Therefore, it is necessary for each type of village to find a specific 

development model that would be optimal for it. The most urgent measures need to be taken in 

the dying villages as well as those that are still sustainable. It is very difficult to determine, 

with statistical reliability, which village is sustainable and which is not. However, it is much 

more likely that a village with more than 500 inhabitants will develop and last longer, than the 

one with less than 200 inhabitants, and in this category (villages with more than 500 

inhabitants) the largest number in 2002 in Serbia was 951 villages and in 2011 - 2832 villages! 

Scientists who deal with the sociology of villages claim that the disappearing villages are those 

with less than 100 inhabitants, and in Serbia in 2011 there were 1043 of them! Also, many 

villages with less than 200 inhabitants, if they are left without children and young women who 

still want to give birth, can be joined to this statistics. 

 

This refers to villages that are infrastructurally neglected, economically devastated and 

obsoleted, precisely those in the Region of Southern and Eastern Serbia where we have the 

lowest population rate of 59 inhabitants per km2. When observed together extinguished and 

dying villages it can be seen that a quarter of the total number of settlements has disappeared, 

and in Serbia there are 4709 of them. For these villages, virtual rural municipalities should be 

formed, and for all the other villages native communication networks. Moreover, electronic 

means of communication are necessary for the inclusion of a large number of successful people 

from the Serbian diaspora, who want to be included and have important tasks in strategies, 

plans and projects of local, regional and national development. In that way, connections and 

relations of the Serbian diaspora with the Republic of Serbia would be institutionalized. If they 

are already leaving the country, these ties would create an opportunity for Serbia not to lose 

them completely and for them also not to lose Serbia. 

 

6.  INTEGRATED RURAL DEVELOPMENT 

 

The biological extinction of the nation demands that we turn to the countryside. Instead of the 

current approach to the agriculture, where farmers are treated as producers of cheap food, it is 

necessary to introduce the concept of integrated rural development, which will be based on 

demographic, natural, economic and socio-cultural potentials. The concept of integrated rural 

development is based on the comprehensive development of rural mixed residential areas in 

which almost half of the population of Serbia lives. The policy of relying on agriculture and 

rural economy should not only be in the function of temporarily survival, but also in the 

function of the permanent commitment of Serbia and its economic development policy. This 

should be based on decentralization and balanced economic development that would bring back 

life to the Serbian village. The state should support this development concept and create 

mechanisms for maximum exploitation of opportunities, that come through EU funds. 

Accordingly, it is important to encourage the administration to adapt to the EU planning and 

implementation system for the development of rural areas, but also to encourage the rural 

population to use those measures. 



 

408 

At the same time, small agricultural holdings, whose number is declining every year, need to 

be organized into agricultural cooperatives and associations. Therefore, commercial family 

farms and cooperatives must have a unique, integrated, and modernized product procurement 

and sales system. The state needs to create a Center for Support of Agricultural Cooperatives 

and solve the problem of ownership over the property of cooperatives. Also, rural development 

programs should be focused on training farmers to use new technologies in restructured 

agricultural production, thus contributing to the reduction of the isolation of the most important 

regions and putting emphasis on the local conditions and opportunities. Thanks to such 

programs, the inhabitants of these areas are given the chance to engage in other activities 

besides the agriculture, such as forestry, crafts, construction of small processing facilities, 

greenhouse flowers production, vegetables, tourism. The diversification of the economy both 

at the level of the village and at the level of small agricultural holdings will enable the 

inhabitants of the village to become entrepreneurs. The role of the state, in order to rebuild and 

revitalize the village is directly related to the general economic development policy and the 

environments created by the state. The best long-term strategy is not to develop comparative, 

but competitive advantages. Stronger appearance of brand products on the market implies a 

strategic concept of development of export-oriented agriculture, but also improving the 

competitiveness of agricultural products, raising product quality, creating and promoting 

Serbian brands: Arilje raspberries, Pozega plums, Homolje honey, Srem sausages, ham and 

bacon, Sjenica cheese, Uzice beef prosciutto, Uzice bacon, Rtanj tea, Krivovir cheese, Homolje 

sheep cheese, Kladovo caviar, Serbian Slivovitz, etc. This is definitely the right way to revive 

Serbian villages and agriculture. At first glance, the implementation of some of these measures 

may seem daunting, regarding the fact that significant resources and a long period of time are 

required, but this should not be the reason to delay the beginning of their implementation. 

 

CONCLUSION 

 

The legal academic profession and science believe that real local self-government exists if three 

conditions are met. The first is that the local population elects its representative bodies that 

directly or through their executive bodies have "certain decisive rights". The second is that 

these bodies have their financial and local jurisdiction, i.e. to perform a certain range of tasks 

on their territory as a government. Third, that the jurisdiction of local authorities really and 

formally affects the life and development of the local community.14 

 

Nowadays, situation does not testify in favor of the above, since the political role of local self-

government is obviously weak, which is confirmed by the data presented in the previous part 

of the paper. So, it can be concluded that the village is still not deciding about the village, due 

to the fact that the villagers do not have the authority, financial resources nor the ability to 

directly influence the personnel policy. So, what awaits us in the future?  

 

Despite the legislative framework and the general sympathies of the social community for the 

village and rural development, the rural environment is still not developing. Older people who 

left the villages in the 1960s and 1970s are returning to rural areas, and besides them you can 

also find some enthusiasts, lovers of nature and healthy living who return there. 

 

Rural areas are marginalized by local decision makers, both in local development planning and 

in the implementation of potential measures. The statistics show that the method of realization 

of policy makers intended for the end users, and based on the principle "bottom-down" did not 

                                                           
14 Orlovic, P. S. Constitutional Status of Local Self-Government in Serbia. (pp. 1649-1667)  
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give the expected results. Therefore, it is necessary to introduce decision-making at the local 

level using ''bottom-up'' model, i.e. to include all those to whom the defined development 

guidelines apply. 15  

 

In addition, the most vivid answer for bringing life back to dying Serbian villages and 

supporting more balanced regional development would be a quote of the great military leader: 

''One can rule well from a distance but only one can manage well from close16.'' 
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