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Preface

This is the ninth issue of the Springer’s series Eurasian Studies in Business and
Economics, which is the official book series of the Eurasia Business and Economics
Society (EBES, http://www.ebesweb.org). This issue includes selected papers
presented at the 21st EBES Conference that was held on January 12-14, 2017, at
the Department of Finance, Budapest University of Technology and Economics
(BME), Budapest, Hungary, with the support of the Istanbul Economic Research
Association. Distinguished colleague Prof. Peter Szilagyi, CEU Business School,
Hungary, and the University of Cambridge, UK, joined the conference as the
keynote speaker. All accepted papers for the issue went through a peer-review
process and benefited from the comments made during the conference as well.

During the conference, participants had many productive discussions and
exchanges that contributed to the success of the conference where 185 papers by
343 colleagues from 46 countries were presented. In addition to publication oppor-
tunities in EBES journals (Eurasian Business Review and Eurasian Economic
Review, which are also published by Springer), conference participants were given
an opportunity to submit their full papers for this issue.

Theoretical and empirical papers in the series cover diverse areas of business,
economics, and finance from many different countries, providing a valuable oppor-
tunity to researchers, professionals, and students to catch up with the most recent
studies in a diverse set of fields across many countries and regions.

The aim of the EBES conferences is to bring together scientists from business,
finance, and economics fields, attract original research papers, and provide them
publication opportunities. Each issue of the Furasian Studies in Business and
Economics covers a wide variety of topics from business and economics and pro-
vides empirical results from many different countries and regions that are less
investigated in the existing literature. The current issue covers fields such as:


http://www.ebesweb.org
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(i) CONSUMER BEHAVIOR

(i) ORGANIZATIONAL STRATEGY
(iii) FINANCIAL ECONOMICS
(iv) INDUSTRIAL AND PUBLIC POLICY

Although the papers in this issue may provide empirical results for a specific
country or regions, we believe that the readers would have an opportunity to catch up
with the most recent studies in a diverse set of fields across many countries and
regions and empirical support for the existing literature. In addition, the findings
from these papers could be valid for similar economies or regions.

On behalf of the series editors, volume editors, and EBES officers, I would like to
thank all presenters, participants, board members, and the keynote speaker, and we
are looking forward to seeing you at the upcoming EBES conferences.

Istanbul, Turkey Ender Demir



Eurasia Business and Economics Society

EBES is a scholarly association for scholars involved in the practice and study of
economics, finance, and business worldwide. EBES was founded in 2008 with the
purpose of not only promoting academic research in the field of business and
economics but also encouraging the intellectual development of scholars. In spite
of the term “Eurasia,” the scope should be understood in its broadest terms as having
a global emphasis.

EBES aims to bring worldwide researchers and professionals together through
organizing conferences and publishing academic journals and increase economics,
finance, and business knowledge through academic discussions. To reach its goal,
EBES benefits from its executive and advisory boards which consist of well-known
academicians from all around the world. Every year, with the inclusion of new
members, our executive and advisory boards became more diverse and influential. I
would like to thank them for their support.

EBES conferences and journals are open to all economics, finance, and business
scholars and professionals around the world. Any scholar or professional interested
in economics, finance, and business is welcome to attend EBES conferences. Since
2012, EBES has been organizing three conferences every year: one in late May or
early June, one in January, and one in late September or early October. Since our
first conference, around 9732 colleagues from 92 different countries have joined our
conferences and 5240 academic papers have been presented. Also, in a very short
period of time, EBES has reached 1713 members from 84 countries.

Since 2011, EBES has been publishing two academic journals. One of those
journals, Eurasian Business Review—EABR, is in the fields of industry and business,
and the other one, Eurasian Economic Review—EAER, is in the fields of economics
and finance. Both journals are published thrice a year, and we are committed to
having both journals included in SSCI as soon as possible. Both journals have been
published by Springer since 2014 and are currently indexed in the Emerging Sources
Citation Index (Thomson Reuters), SCOPUS, EconlLit, Google Scholar, EBSCO,
ProQuest, ABI/INFORM, Business Source, International Bibliography of the Social

vii
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Sciences (IBSS), OCLC, Research Papers in Economics (RePEc), Summon by
ProQuest, and TOC Premier.

Furthermore, since 2014 Springer has started to publish the conference proceed-
ings series (Eurasian Studies in Business and Economics) which includes selected
papers from the EBES conferences. Please note that the 10th, 11th, 12th, 13th, 14th,
15th, 16th, and 17th EBES Conference Proceedings are accepted for inclusion in
the Thomson Reuters’ Conference Proceedings Citation Index. The 18th and sub-
sequent conference proceedings are in progress.

On behalf of the EBES officers, I sincerely thank you for your participation and
look forward to seeing you at our future conferences. In order to improve our future
conferences, we welcome your comments and suggestions. Our success is only
possible with your valuable feedback and support.

I hope you enjoy the conference and Budapest, Hungary!

With my very best wishes,

Jonathan Batten, PhD
President

EBES Executive Board

Jonathan Batten, Monash University, Australia

Iftekhar Hasan, Fordham University, U.S.A.
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Consumer Behavior



The Influence of Sales Stimulation Methods )
on the Behaviour of Consumers While e
Making the Decision on Purchase

of Products in the Latvian Market

Anda Batraga, Valerijs Praude, Jelena Salkovska, and Oksana Afoniceva

Abstract The purpose of this research is the determination the extent of influence
of various stimulation methods on the behaviour of consumers while making the
decision on purchase of products in the Latvian market. In the course of the research
approaches to development and realization of sales’ stimulation process were used
which were described in scientific literature and the results of empirical researches
that were made under the leadership of the authors. In the article the following
research methods were used: abstract literature analysis, Latvian residents’ ques-
tionnaire (1320 respondents), and the correlation analysis. As a result the model for
developing and realization of sales promotion process was made, the extent of
influence of various stimulation methods on the behaviour of consumers while
making the decision on purchase of products in the Latvian market was determined
based on the correlation analysis. The results of the research let the authors to make
conclusion and develop recommendations for producers and sellers of foodstuff for
process of developing and realization of sales’ stimulation for these products in the
Latvian market. The results of the research have as well as theoretical as practical
meaning not only for Latvian market subjects, but also for foodstuff market subjects
in other countries.

Keywords Purchase - Consumer - Foodstuff - Sales promotion - Consumer’s
behaviour
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4 A. Batraga et al.
1 Introduction

Nowadays the market is experiencing a high saturation, which is expressed both in
consumer growth and in the increase in the supply of relevant market products and
services. Market saturation forms the conditions for constant competition for a
company. The competition develops not only for market share and making and
retaining turnover and profit; the main competition basis is the consumer, its
attention, attraction and retaining for one’s good and/or service. In order to attract
consumer’s attention, companies use several marketing tools. One of which is sales
promotion. Promotion of sales is an integral part of modern marketing communi-
cation tool, which has now become one of determinative tools for the attraction of
consumers’ attention.

The purpose of this research is the determination the extent of influence of
various stimulation methods on the behaviour of consumers while making the
decision on purchase of products in the Latvian market. We put forward the
following hypotheses:

1. The quality and price of a product are determinants of the purchase of Latvian
food products.

2. There is no difference between women and men choosing and buying food.

3. The promotion of sales as one of the main criteria for the selection of food
products will be chosen by consumers with average and low-income levels.

4. Consumer loyalty cannot be created with sales promotion tools.

In order to achieve the objective, to prove or reject the proposed hypothesis, we
stipulated the following tasks:

1. To get an insight into the nature, role and objectives of sales promotion, based on
academic and specialized literature.

2. To analyse and develop a sales promotion implementation scheme on the basis of
the obtained theoretical and practical knowledge.

3. To conduct a survey of Latvian population on the impact of sales promotion
on consumer perception, process of making a purchase decision and creation of
loyalty to food products.

4. To approve or reject the proposed hypotheses, to draw conclusions and sugges-
tions on the impact of sales promotion on consumer behaviour and decision-
making process, based on theoretical and research results.

As research methods of the study, mainly primary and secondary data collection
methods are used, as well as theoretical literature analysis, secondary data analysis
and investigation. The quantitative method of primary data collection is questioning.
The study period covers the period from 2010 to 2015.
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2 Theoretical Aspects of Sales Promotions

Sales promotions are particularly effective if they are part of an integrated commu-
nications strategy. The customers’ perception of the relative value of various pro-
motions depend largely on their cultural values and differences, which lead to certain
types of sales promotion being very successful in one country but failing in another
(Doole and Lowe 2008). European and US consumers make more than 50% of their
purchase decisions at the point-of-sale. Therefore, POS sales promotion and adver-
tising expenditures constitute an increasingly higher percentage of overall promo-
tional expenditures worldwide (Lascu 2006).

Along with growing internet sales and technology development, consumers no
longer always buy in store (Hathaway 2014) however, retail stores play a huge role
in attracting consumers, as it is reflected in companies’ performance. It is important
for any company which is engaged in sales, both in domestic and international
context, to understand what strategy and tactics should be chosen in targeting
consumer audiences. It is essential in decision making both in local and in interna-
tional market, but the latter is the case when one should also think about adaptation
of marketing mix (Puke and Batraga 2016) and promotion methods. For example,
promotion is the marketing strategy element with the second highest degree of
adaptation among the marketing strategy elements—70% (Batraga and Puke
2015). These arguments should be taken into account, as we consider the specific
impact of sales promotions on Latvian market.

Sales promotions are becoming an increasingly important instrument of the
communication mix (Pelsmacker et al. 2007). While sales promotion has been part
of the marketing process for a long time, its role and importance in the integrated
marketing communications program of a company has increased dramatically
(Belch and Belch 2007).

Sales promotion is a mode of short-term marketing communication with a view to
stimulate the product brand purchase and sale with a variety of marketing techniques
(Praude and Salkovska 2015). It follows from the definition that sales promotion has
several main characteristics. First of them is the short term, for example, coupons
valid only for a short time; some lottery that takes place only within a certain period
of time or a price discount offered for a short time period. Another relevant feature is
the motivation to make a purchase (sales promotion techniques affect consumer
behaviour with information on and conditions of sale, as well as cause impulsive
needs to make a purchase). Finally sales promotion is characterized by an invitation
to make a purchase (sales promotion techniques include recommendations to buy
certain products immediately, while they are active).

Sales promotion has certain advantages, such as attractiveness and awareness
as well as relatively low costs. Attractiveness and awareness mean that marketing
communication attracts consumers with important and advantageous information,
thus creating an additional value of the product in the eyes of the buyers. The
relatively low costs mean that short-term marketing activities do not require such
significant one-time investments as advertising does.
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Sales promotion also has disadvantages. Firstly, it cannot be used in building a
steady positive image of the brand and/or company image and for attracting loyal
consumers. Next, the use of unfair practices cannot be avoided (for example, by
offering an artificial price discount, lottery, etc.). Moreover, all the techniques can be
promptly used by the competitors, for example, by reacting to price discounts,
coupons etc., and finally, just like advertisement, sales promotion techniques stim-
ulate the use of unhealthy products.

Taking into account the above-mentioned characteristics, the advantages and
disadvantages, sales promotion is mostly expedient to be used to achieve a powerful
and prompt consumer reaction; to stimulate product sales in the conditions of
decrease of demand, when the product is on maturity or decline stage of the lifecycle
and for creating integrated marketing communications, namely, planning sales pro-
motion activities together with advertisements, and other modes of communication.

There are four distinct directions in applying sales promotion. It can be used for
stimulating the manufacturer’s sales force as well as the trader’s sales to consumers.
Manufacturer’s sales can also be enhanced through sales promotion to stimulate
distributors and consumers. The relationship between the target audiences of sales
promotion is shown in Fig. 1. In this article we advert to sales promotion in relations
“foodstuff manufacturer and trader—individual consumer”.

A range of factors affects the development of sales promotion (Wells et al. 2008;
Shimp 2007; Kotler and Keller 2006). Thus, escalating product sales make the
companies look for new and efficient consumer stimulation techniques. Since the
differences among products/brands offered in the market are gradually diminishing,
companies use sales promotion to draw consumers” attention to the product/brand.
Another trend suggests that an increasing number of companies use sales stimulation
and, in order to keep up with the competitors and not to lose their customers, are
forced to allocate more marketing budget resources to these techniques. The distrib-
utors, in their turn, request more flexible prices from the manufacturers, as otherwise
it is difficult or even impossible to sell a large amount of the product.

Moreover, the efficiency of advertisement has declined due to high costs, legal
restrictions and the difficulties of perception of a large amount of information. The
development of sales promotion is also affected by the fact that the number of
the target audiences (young people with active lifestyle, etc.) that take purchase

Fig. 1 Target audiences | M
— anufacturer l—
of product/brand sales
promotion. Source: Sales force
Developed by the authors Salest
based on Pelsmacker et al. Trade | alestorce |
(2007) promotions
- Consumer
| Distributor | promotions
Retail promotions

> | Consumer |<—
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decisions at the place of sale of the product/brand has increased. Besides, under the
situation when there is a huge number and range of products/brands offered in the
market, the customers’ loyalty to an individual product/brand is decreasing and the
focus on the attractive offers is growing. Research shows that the efficiency of sales
promotion substantially increases if it is used together with advertising. If the
product exposition in a shopping unit is associated with current TV advertisement,
it provides an increase in revenues of 15% while well-presented exhibition without
advertisements would be less effective (Totten and Block 1994). Intensive distribu-
tion of samples and discount coupons along with advertising provides for better
results compared to the situations when the advertisement is not reinforced with sales
promotion offers.

Despite the popularity of sales promotion, there are still many unsolved problems.
As a result of the conducted research, we have detected a list of weaknesses in the
organization of sales promotion by Latvian food manufacturers and traders. To start
with, the companies plan and implement certain sales promotion modes without
adapting them to the preferences of the target audience. Along with that, sales
promotion objectives are usually not precisely defined and sales promotion adjust-
ments to other modes of integrated marketing communication are not grounded.
Finally, the companies make hardly any complex sales promotion valuations and do
not conduct researches in this field either. We suggest the following scheme for the
development and implementation of sales promotion (Fig. 2).

As can be seen, the process of sales promotion development and implementation
process consists of six stages, between which there is not only a certain sequence, but
also a feedback.

According to the distinct stages, a research was conducted on foodstuff sales
promotion development, implementation and valuation of from consumers’ perspec-
tive. The study had two objectives. The objective from the theoretical perspective
was to examine the justification of the proposed scheme (Fig. 2). The practical
objective was to offer to the companies a study sample, which can be used when
planning, implementing and evaluating sales promotion activities.

Defining of Adjustement
Investigation Defining of sales of sales Sales Control and
of the target sales promotion promotion promotion valuation of
audience of—p promotion —» modes and —» activities with —» activiies —»  sales
company’s objectives planning of other implemen- promotion
product/brand marketing integrated tation activities
budget marketing

Fig. 2 Stages of sales stimulation development and implementation. Source: Developed by the
authors based on Totten and Block (1994)
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3 Research Methodology

We chose interrogation as the main method of research of sales promotion activities
in foodstuff market. Interrogation is a quantitative research method of structured data
collection, based on consolidation of information on individuals, groups and/or
organizations (Miller and Brewer 2003). Interrogation is based on a set of questions,
as the result of which the researcher can obtain primary data on “respondent’s’
convictions, attitude, behaviour, thoughts, knowledge and expectations in the given
area of researched. Namely by means of interrogation it is possible to achieve the
objective of the investigation and to verify the suggested hypotheses.

In scope of the investigation, an individual electronic distance written interroga-
tion of respondents has been conducted. Electronic interrogation method was chosen
based on the need to interrogate a large number of respondents. Electronic interro-
gation format speeds up data collection process, making it easier, faster and at lower
investigation costs. Among other things, electronic interrogations have flexible
content and design creation opportunities; for example, audio and video materials
can be added to the questionnaire that in turn can attract extra attention of respon-
dents and interest to participate. During analysis, electronic interrogation results are
easier to be organized, structured and analysed (Berger 2011).

When developing, collecting and analysing electronic interrogations, one should
also consider the disadvantages of these methods, which are related to three main
aspects: coverage, privacy and control. On the one hand, respondents’ human factor,
which may result in false answers, should be kept in mind, but on the other hand the
researcher must provide for the respondent’s confidentiality and privacy by choosing
safe and pre-tested internet sites. The mentioned aspects are emphasized by Malhotra
(2007). The interrogation we conducted was distributed only through verified
websites; among other things, during the analysis respondents’ questionnaires will
be tested for suitability of the respondents for the given investigation (Berger 2011;
Neuman 2007; Miller and Brewer 2003).

A total of 1320 respondents participated in the interrogation on buyers’ behaviour
in sales promotion during sales promotion activities, including 1199 females and
121 male aged 18-77 years (all of them buyers of foodstuff in Latvian retail
networks). In order to achieve the objective and to prove or refute the suggested
hypotheses we interrogated the target audience, which differed by age, income level,
marital status, interests, lifestyle and personal characteristics. The interrogation was
conducted using a variety of forums—recipes, beauty, handicrafts, family and child
care, auto enthusiasts, sports enthusiasts, healthy lifestyle proponents, construction
and repair, dating, and others. The distribution of respondents by age groups is
shown in Table 1.

One can see that the largest group of interrogated respondents is aged from 26 to
35 years 0ld—32.26%, the second largest group is from 36 to 45 years old—21.82%,
the third group—the youngest respondents aged 18-25 years old, or 20%. The
average age of the respondents amounted to 37 years old, which is a sufficiently
good Latvian consumers’ age in terms of the purchasing power with a stable and
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Table 1 Distribution of
respondents by age groups

Table 2 Distribution of the
level of respondents’ monthly

income after tax

Age group Number of respondents Frequency, %
18-25 264 20

26-35 426 32.26

3645 288 21.82

46-55 224 16.96

56-65 96 7.27

66 and up 22 1.69

Total 1320 100

Source: Developed by the authors

Income level (euros) | Number of respondents | Frequency, %
Less than 200.00 153 11.6
200.01-400.00 327 24.68
400.01-600.00 270 0.5
600.01-800.00 237 18
800.01-1000.00 155 11.7
1000.01-1500.00 101 7.7
1500.01-2000.00 37 2.8

More than 2000.00 40 3

Total 1320 100

Source: Developed by the authors

Table 3 Distribution of respondents by marital status

Marital status

Number of respondents

Frequency, %

Living single

195

14.8

Living with parents 127 9.6
Living in civil marriage, no children 288 21.8
Living in civil marriage with a child/children 318 24.1
Married, no children 87 6.6
Married with a child/children 303 23
Living single with a child/children 2 0.2
Total 1320 100

Source: Developed by the authors

sustainable consumer behaviour and purchase decision-making behaviour. Table 2
shows the level of the respondents’ personal income. The largest group of respon-
dents by personal income is from 200.01 to 400.00 euros per month, the second
largest group is from 600.01 to 800 euros per month.

Overall, the average income level of the respondents exceeds the state minimum
salary. We also obtained data on the marital status of the respondents (see Table 3).
According to the data of Table 3, the majority of respondents live with their civil
partner with or without children; 23% of respondents are married and live with a



10 A. Batraga et al.

child or children. Respondents’ age and lifecycle stage show specific values and
attitude, based on rational and well-considered purchase decision-making behaviour.
The analysis was carried out according to the sales promotion organization scheme,
we have developed (Fig. 2). The investigation is not just of theoretical but also of
practical significance, as by using this sample the companies can make their own
research before planning and implementation of sales promotions.

4 Investigation of Consumers’ Target Audience

To determine the specific characteristics of the target audience, including the attitude
to sales promotion activities, the impact of demographic, social and economic
factors on purchase decision-making, etc., the respondents were asked the following
questions:

1. Do you purchase foodstuff during sales promotion activities?
2. What categories of foodstuff would you like to buy during sales promotion
activities?

At the same time, correlation calculations were made between the respondents’
gender and foodstuff purchases during sales promotion activities; between respon-
dents’ marital status and foodstuff purchases during sales promotion activities and
between respondents’ income and foodstuff purchases during sales promotion activ-
ities. To answer question 1, the respondents needed to assess the factors influencing
foodstuff purchase by a 10-point scale. The interrogation results are shown in
Table 4.

According to Table 4, when choosing foodstuff the consumers mainly are not
guided by emotions; they consider product quality, price factor as well as sales
promotion activities to be the decisive factors. Brand and the country of origin are
less significant when purchasing foodstuff.

95% of respondents answered in the affirmative on the question 2 that is the
evidence of sales promotion measures popularity in the target audience. The buyers
that do not pay attention to sales promotion activities (5%) consider product quality
and other characteristics to be the crucial factor. They emphasize that during sales

Table 4. Foodstuff purchase Range Influencing factors
influencing factors 1 Product quality—average score 8.9 of 10
2 Price—7.8
3 Sales promotion activities—7.5
4 Foodstuff ecology—7.2
5 Company/brand—=6.9
6 Country of origin—5.3
7 Emotions/mood—4.35

Source: Developed by the authors
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promotion activities mostly products with low quality are offered; among other
things, the short shelf life has been highlighted, as well as a large retail margin
that is typical for sales promotion activities, due to which they are not expedient, and
the fact that the same product can be purchased at different prices in different sales
outlets that affects the purchase decision-making during sales promotion activities.

The answers to question 2 show that the buyers purchase a variety of foodstuff
during sales promotion activities. In addition, the majority of the respondents
(26.2%) purchase goods from all product categories, 14.3% mentioned dairy prod-
ucts, 13.5%—meat products and 13.1%—processed fruit and vegetable and canned
products (Fig. 3).

In can be concluded that the purchased foodstuff structure shown in Fig. 3 is
largely dependent on the organization of sales promotion, its mode and expediency
that should to be considered in the process of planning of these activities.

To process the results of the interrogation, the correlation between the character-
istics of the target audience and its behaviour during the implementation of sales
promotion activities was calculated, taking into account that the main factors
influencing consumer behaviour in foodstuff market are the demographic (age,
gender), social (marital status) and economic (income) ones (according to the
investigation we have conducted). As it can be seen from Table 5, we found a
close correlation between the consumer’s gender and purchases during sales pro-
motion activities.

In the correlation between the factors influencing foodstuff purchase, it has been
revealed that males and females in selection and purchase of products behave the
same way regarding the purchase, the frequency of foodstuff purchases and the

= Meat and meat product production, processing and
canning products (13.5%)

Fish, crustaceans and shell-fish production,
processing and canning products (8.9%)

Fruit and vegetable processing and canning
products (13.1%)

26.20% '

8.90% I m Vegetable and animal oils and fats (2.8%)
Dairy products (14.3%)

Grain milling products, starch and starch
processing products (6.7%)

Confectionery and bakery products (7.0%)

= 2.80%

14.30% |

u Other foodstuff (7.5%)
" 6.70% |
Would like to purshase products with a discount

and/or during sale from all foodstuff groups
(26.2%)

Fig. 3 Foodstuff categories, purchased during sales promotion activities. Source: Developed by the
authors
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Table 5 Correlation between respondents’ gender and foodstuff purchases during sales promotion

activities
Respondent’s gender | Do you purchase
Male =1, products during sales
Female = 2) promotion?
Respondent’s gender Pearson correlation | 1 —0.084
(Male = 1, Female = 2) | Sig_ (2-tailed) 0.002
N 1320 1320
Do you purchase products | Pearson correlation | —0.084 1
during sales promotion? Sig. (2-tailed) 0.002
N 1320 1320

Source: Developed by the authors

Table 6 Correlation between buyers’ income

activities

and foodstuff purchase during sales promotion

Do you purchase
foodstuff during discount
time and/or sales?

Please specify your
monthly income,
-euros (after tax)?

Do you purchase food-

Pearson correlation

1

0.043

stuff during discount time | Sjg_ (2-tailed) 0.117
and/or sales N 1320 1320
Please specify your Pearson correlation | 0.043 1
monthly income, -euros Sig. (2-tailed) 0.117

(after tax)? N 1320 1320

Source: Developed by the authors

amount of spontaneous purchases. There is a difference between the criteria of
foodstuff selection of males and females, and their significance. When purchasing
foodstuff, males pay less attention to the product price and sales promotion activities
offered, but more attention is paid to the quality of the product and the country of
origin.

Processing the results of the interrogation, it has been found out that there is no
correlation between income level of the buyer and foodstuff purchases during sales
promotion activities (Table 6).

This means that, regardless of income level, in general, respondents willingly
bought foodstuff during sales promotions. There are a number of factors why the
respondents like to buy foodstuff during the promotion. As the main determinants of
product purchase during sales promotion activities, the respondents mentioned the
possibility to obtain financial benefit, the opportunity not to overpay for the products
and save family budget. Sales promotion provides an opportunity not only to buy
favourite products cheaper, but also gives the opportunity to try a variety of new
products, that the other time they would not have purchased due to a relatively high
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price. The buyers emphasize that it is often possible to buy high quality products at
an affordable price during sales promotion activities.

It has been revealed that there are two groups of buyers. The first group choses not
only familiar products, but also would willingly purchase unfamiliar and newly
designed products during sales promotion activities. By contrast, the second group
would choose the products, they have planned to purchase, when sales promotion is
applied, but would not purchase new and unfamiliar products.

Interrogation as a method of research of consumers target audience should be
complemented with other methods—analysis of customer cards, the analysis of
marketing database (if any), and discussions in focus groups.

Based on the information obtained about the target audience characteristics, the
companies are able to define specific sales promotion objectives according to the
situation and to plan specific sales promotion modes according to the product
categories. They can also diversify sales promotion activities between consumer
segments within the target audience and coordinate sales promotion organization
with the other strategic and tactical marketing activities.

S Defining of Product Sales Promotion Objectives
and Mode Chose

To specify the objectives of sales promotion, in the research process the following
questions were raised:

3. Do you buy more than one product from foodstuff category during sales promo-
tion activities?

4. Do sales promotion activities motivate you to make unintentional product
purchases?

5. Do sales promotion activities stimulate to choose certain products amongst
equivalent products?

6. Do you purchase new, unfamiliar foodstuff when some sales promotion activities
are applied?

7. Would you continue to make repeated purchases of the new product if it meets
your needs?

In response to question 3, the majority of respondents (53.5%) admitted that sales
promotion activities do not affect the amount of purchase of one type of foodstuff,
but a relatively large number of respondents (44.6%) say that they purchase more
than one kind of product during sales promotion activities. Only 1.9% of respon-
dents replied that they never buy the foodstuff that sales promotion activities are
applied to. It means that sales promotion activities stimulate the growth of market
share of the respective foodstuff.
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In response to question 4, the majority of respondents (61.6%) admitted that
foodstuff sales promotion activities affect their choices and encourage to make
unplanned purchases. 21.4% of respondents emphasized that sales promotions do
not affect their behaviour, that is, at the time of purchase they are unable to influence
and stimulate the quantity of unplanned purchases. In turn, 17% of respondents
could not answer the question on the impact of sales promotions on unplanned
purchases. This means that sales promotion activities stimulate product/brand
testing.

In response to question 5, the majority of respondents 64.9% confirmed the
stimulating effect of sales promotion activities on product purchase amongst equiv-
alent products. 10.5% responded negatively, while for 24.5% of respondents it was
difficult to ground their behaviour. It means that sales promotion activities stimulate
the increase of a product/brand usage intensity and attracting of the buyers away
from the competitors.

When assessing the answers to question 6, we found that the respondents are
likely to buy new unfamiliar products during sales promotions. As previously stated,
sales promotions reduce purchase risk and encourage to purchase new products. 72%
of the interrogated respondents willingly purchase new products during sales pro-
motions and only 28% do not want to take a risk.

If some new and unfamiliar product satisfies the needs of the consumer, then the
majority of consumers would be ready to continue to buy this product in the future.
The responses to question 7 showed that 73.2% of the respondents continue to use
the new product they have tried if it meets their needs, and only 11.2% are not ready
to use the new product. It should be noted that 15.5% of the respondents emphasize
that the key factor is the price of the product after the sales promotion activities are
over. If the price is not too high, they would continue to buy the new product;
however, if the price is higher compared to other equivalent products, they would
resist to make a repeated purchase of the new product. Thus, a well-grounded
organization of sales promotion activities stimulates the attraction of customers to
a new product/brand.

The study results are quite in accordance with the advantages of sales promotion
activities put forward by Pelsmacker et al. (2007) and empirical experience as
described by Egan (2007).

After processing and analysis of questions 3—7 of the interrogation, we concluded
that sales promotion activities, provided that they are properly organized and the
characteristics of the target audience are taken into account, can provide a motivation
for testing a product/brand as well as intensive use of the product/brand. Moreover,
they can attract consumers to a new product/brand; attract competitors’ consumers
and facilitate the increasing of the market share.

During the planning process of each sales promotion activity the specific objec-
tives should be précised and implemented in accordance with both the company’s
objectives and the needs of the target audience. It is also important to define the
appropriate modes of sales promotion for a certain target audience and to reconcile
them with the stipulated objectives. For this purpose the respondents have been
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u Price discount (46%)

Product purshased for standard price, but there
will be extra quantity (8%)

1+ 1 or 2 + 2 offer (purchasing one or two
products another one will be given for tree (33%)

® Product purchased for standard price, but there
will be an extra discount for another product (3%)

Product purchased for standard price, but there
will be a gift (6%)

Product purchased for standard price, but with an
oprion to take part in a lottery (3%)

Purhases with coupons (1%)

Fig. 4 Choice of the mode of sales promotion. Source: Developed by the authors

asked the question: What type of sales promotions would you give preference to,
when purchasing foodstuff? The results of the interrogation are presented in Fig. 4.

According to Fig. 4, the interrogated respondents amongst other modes of sales
promotion prefer discounts (46%); 33% of respondents willingly buy products
which are accompanied by free products. The interest is less in sales promotion
modes when one can buy the product at a standard price, but in bigger volume, as
well as with a gift and opportunity to participate in lotteries. Coupon-based sale is a
very unpopular sales promotion mode for foodstuff. When purchasing foodstuff,
customers need an obvious, immediate, most of all, significant benefit. Therefore, as
the main advantage of sales promotion the respondents consider the opportunity to
save money and/or receive additional free product unit or quantity. The opportunity
to receive a gift, an additional discount or to win a valuable prize the respondents
consider to be less affective as it does not meet the above-mentioned purchasing
criteria. Sales promotion priorities are also affected by the traditionally developed
consumers’ attitude (for example, coupons have not “assimilated” amongst Lat-
vians), by lack of confidence (lottery), etc. On the one hand, when planning sales
promotion modes, one should take into account consumers’ preferences, but on the
other hand, it makes sense to explore the problem deeper: an adverse reaction may be
addressed not to a certain mode of sales promotion, but rather to its entire
organization.

Summarizing the results of the given investigation as well as other authors”
opinions (Kracklauer et al. 2004) we recommend linking the objectives of sales
promotion activities to specific modes of sales promotions that are both of theoretical
and practical importance. This interrelation is reflected in Table 7.
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Table 7 Interrelation between sales promotion objectives and sales promotion modes

No. | Sales promotion objectives Sales promotion modes

1 Product/brand testing motivation | Communication in the store (catalogues, booklets etc.)
Coupons offer

Bonuses for purchase (gifts)

Discounts

Remuneration to loyal consumers

Product demonstration in the outlets

Free product trials

Free delivery of products

2 Product/brand intensive use Coupons offer
motivation Set of products for a favourable price
Communication in the store (catalogues, booklets,
consultations)
Discounts

Product demonstration in the outlets
Competitions, lotteries

Wholesale buying stimulation
Client cards

3 Attraction of consumers to anew | Distribution of samples

product/brand Coupons offer

Partial compensation of expenses after sale
Bonuses for purchases (gifts)

Discounts

Product demonstration in the outlets
Client cards

4 Attraction of competitors’ Distribution of samples
consumers Coupons offer
Set of products for a favourable price
Discounts

Competitions, lotteries

Free product trials

Free delivery of products
Wholesale buying stimulation
Client cards

Communication in the outlets

5 Increase of market share Coupons offer

Set of products for a favourable price
Discounts

Remuneration to loyal consumers
Wholesale buying stimulation

Client cards

Communication in the outlets

Source: Developed by the authors based on Shimp (2007) and Totten and Block (1994)

The choice of a specific sales promotion mode and its linking to sales promotion
objective which is set forward is dependent on market situation, the target audience
characteristics, on the product/brand characteristics, product category, marketing
budget and other factors.
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6 Coordination of Sales Promotion Activities with Other
Marketing Activities

One of the factors that determine the efficiency of marketing communications is
cyclic and interaction-oriented communication, which includes the dialogue with
consumers, brand loyalty etc. Integrated marketing communication ensures full
potential in order to achieve sales targets (Dmitrijeva and Batraga 2012). The sales
promotion program should be coordinated with other marketing activities of the
company. We see that nowadays one of the most important company’s objectives in
Relationship Marketing development is not only the attraction of consumers, but
also their retention and preservation, which means raising the level of loyalty.
Therefore sales promotion activities should be coordinated with the company’s
loyalty program (LP), which in turn is closely connected with Consumer Relation-
ship Management (CRM) program. To find out the relation between the sales
promotion program and the level of consumer loyalty, as well as the influencing
factors, we studied the answers to the following questions:

8. Are you loyal to foodstuff companies/brands/products?
9. What companies/brands/products are you loyal to?

10. If the product/brand you are loyal to has a Standard price, but an equivalent
product/brand has a lower price as a result of sales promotion activities, would
you buy this product?

11. Could you become a loyal consumer of the new product/brand you bought under
the influence of sales promotion activities?

We calculated the correlation between the demographic and economic factors,
affecting consumers’ behaviour, and loyalty to the company/brands/products.

The responses to question 8 show that 58.7% of the respondents consider
themselves to be loyal to a variety of foodstuff/brands/companies; 17.9% say that
they are not loyal, and for 23.4% of interrogated persons it was “difficult to say”. In
essence, it can be concluded that loyalty coefficient is very high. By analysing the
answers to the open question 9, it was found that there is a relatively high level of
loyalty to Latvian foodstuff/brands/companies. Among the manufacturers, the fol-
lowing companies were mentioned: Latvijas maiznieks, Hanzas maiznica, LimbaZu
piens, Rigas piensaimnieks, Spilva, Kekavas galas kombinats, etc. Amongst brands
and foodstuff the respondents mentioned the brands Karums, Druva, Eksporta
sviests, Holandes siers etc. It should be noted that the highest level of loyalty is to
dairy products, meat products and bakery product categories. Imported products/
brands dominate in other foodstuff categories. However, it is insufficient to reveal
consumer loyalty level just in present situation in order to make conclusions on the
stability of loyalty. As the result of the analysis of responses to question 10 it was
found out that 42.8% of the interrogated respondents that so far have been loyal are
ready to give up purchasing the product/brand, if during sales promotion activities
they would be offered another equivalent product. Only 23.1% of respondents
would remain loyal to their products/brands, while 34.1% were unable to give an
unambiguous response to this question. This is the evidence of the large impact of
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Table 8 Correlation between respondent’s income level and loyalty to foodstuff

Please specify your
monthly income,
-euros (after tax)?

Are you loyal to
familiar/certain foodstuff
manufacturers (brands)?

Please specify your

Pearson correlation

—_

0.118

monthly income, Sig. (2-tailed) 0
-euros (after tax)? N 1320 1320
Are you loyal to familiar/ | Pearson correlation | 0.118 1
certain foodstuff manu- | Sig (2-tailed) 0

facturers (brands)? N 1320 1320

Source: Developed by the authors

sales promotion activities on consumer’s behaviour. If the respondents are given an
appropriate attractive offer, their loyalty may change. The analysis of responses to
question 11 shows that there is a possibility that a new, previously unknown product/
brand, that the consumer chooses during sales promotion activities, could further
become the choice of product/brand the customer is loyal to. The majority of
respondents (68%) answered in the affirmative to this question, 24.9% responded
negatively, while for 7.1% of respondents it was difficult to say.

It has been revealed that loyalty to foodstuff/brand does not depend on con-
sumers” age and gender, however, there is a tight correlation between the buyers’
income level and their loyalty to foodstuff/brands (Table 8). According to Table 8, it
can be seen that correlation coefficient is statistically significant with a probability
bigger than 0.99 or significance level less than 0.01. The higher the income, the
greater opportunity of loyalty to foodstuff brands is.

When planning sales promotion activities and modes and setting specific objec-
tives, one should take into account that this is just one of the integrated marketing
communication (IMC) modes. Researches show that the efficiency of sales promo-
tion largely depends on its successful integration with the other forms of IMC
(Praude and Salkovska 2015; Kracklauer et al. 2004).

For example, an efficient sales promotion integration could be with the adver-
tisement of an according product/brand advertising in printed press, with content
marketing on the internet, with the sponsorship of the events, where representatives
of the target audience take part, with public relations in social networks, etc. The
more attention will be paid to these issues as early as during sales promotion
planning process, the more efficient its implementation in practice will be.

7 Implementation and Evaluation of Sales Promotion
Activities

In order to evaluate the implementation of sales promotion activities, we developed
and asked the respondents open questions and one question with already formulated
affirmations that the respondents needed to answer by scale “““disagree, partly agree,



The Influence of Sales Stimulation Methods on the Behaviour of. . . 19

agree, totally agree”.” Summarizing the answers to open questions, conclusions on
both positive and negative evaluation of sales promotion activities can be made that
companies should take into account in their practice. For example, the consumers
noted that there is often only the percentage of discount indicated in special offers
while it would be preferable to specify the price of the product before and after the
discount.

The consumers expect from marketing staff a more serious attitude towards sales
promotion offers and a better preparedness. To schedule their purchases, the con-
sumers would like to receive timely notification of planned sales promotion activ-
ities. Sometimes the product, related to sales promotion activities, is either not
available in the outlets or is available, but the price is not imputed into the cash
register system, that complicates purchase decision-making and develops a negative
attitude towards foodstuff sales promotion activities in general.

Consumers pay attention that sales promotion activities are sometimes not so
advantageous, as they would like them to be. On the one hand, there is an offer
highlighted in the outlets, but the consumers do not perceive it as special, they do not
see any additional benefit and purchase motivation. The outlets should take into
account the fact that the consumers do not pay attention to disadvantageous promo-
tional offers, such as a small discount for products.

The majority of the interrogated respondents believe that foodstuff sales promo-
tion is based on mass approach, but individual and personal offers would be more
desirable. The respondents also emphasize that sales promotion activities are mainly
applied to the staple food, targeting in particular the price-sensitive consumers, but it
would be desirable to implement a variety of activities, such as extending the product
range, or special offer for healthy foodstuff with a higher quality.

A small group of respondents has negative attitude towards sales promotion
activities just due to unsuitability of the products. There is an opinion that the
main purpose of sales promotion is to get rid of obsolete or unwanted products
with a short shelf life or poor quality. In the consumers’ opinion, the seasonal factor
should be used in sales promotions. Moreover, the foodstuff produced in Latvia
should be more involved in sales promotion activities. In addition to advantageous
discounts, the consumers would like to have more information about product
characteristics and features. If the product is new or unfamiliar in the market, the
consumers would like to have the product tasting and additional information on
cooking and/or consumption.

The previously conducted research on topical MC trends/directions in the case of
Latvia confirmed that a dialogue with consumers is important (Dmitrijeva and
Batraga 2012). This would provide for presenting appropriate information which,
in turn, would lead to the loyalty to a brand. Based on the condition that there is a
correlation between sales promotion application and consumers’ loyalty, found by
Dahlen et al. (2010) at the end of the interrogation of the study, the respondents were
asked to evaluate a number of affirmations on sales promotion activities (Table 9).

The majority of the interrogated respondents (51.4%) agreed or totally agreed that
foodstuff sales promotion activities is an efficient way to save money, but regarding
the possibility to save time spent on purchases only 32.8% of the respondents agreed
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Table 9 Respondents’ valuation of sales promotion activities

Respondents’ valuation, %

Disagree | Partly Agree | Totally

No | Affirmation % agree % | % agree %

1 Foodstuff sales promotion activities is an 8.0 40.5 39.0 12.5
efficient way to save money

2 Foodstuff sales promotion activities is an 214 45.8 28.2 4.6
efficient way to save time spent for purchases

3 Foodstuff sales promotion activities are helpful | 12.5 43.0 39.6 4.9
in purchase decision-taking

4 Foodstuff sales promotion activities influence 12.6 43.6 36.1 7.7
the choice of foodstuff

5 During foodstuff sales promotions it is possible | 4.8 23.7 51.0 20.5

to try new foodstuff that one would not buy for
standard price

6 During foodstuff sales promotions it is possible | 7.9 39.2 43.2 9.7
to buy products of rather high quality

7 During foodstuff sales promotions it is possible | 18.9 37.3 33.8 10.0
to make according food stock

8 In the outlets I always pay attention to foodstuff | 7.6 29.3 39.0 24.1
sales promotion activities

9 Before foodstuff purchases I visit the website, | 27.7 32.6 259 13.8

look through the booklets, newspapers, have a
look at sales promotion offers

Source: Developed by the authors

or totally agreed while 45.8% partly agreed or disagreed. It means that the companies
should improve organization of sales promotion events, paying attention to product
placement, booklets and other information. 44.5% of the interrogated respondents
totally agreed or agreed that the foodstuff sales promotion activities are helpful in
purchase decision-making and 43.8% of the respondents—that it helps to choose the
appropriate product. However, as many consumers (respectively 43.0% and 43.6%)
only partially agree with such affirmations. This points to the necessity to improve
sales promotion planning, including the importance of the list of products, grounding
of discount percentage etc. The majority of respondents, interrogated within the
investigation (71.5%) totally agreed or agreed that during foodstuff sales promotions
it is possible to try new foodstuff and/or buy relatively high-quality products
(52.9%), because it is expedient. It is a positive valuation; however, it does not
mean that there is no need to improve the implementation of this objective. Still,
there is a problem related to the diversity of sales promotion modes—i.e., not
limiting promotion activities to discounts, but to offer foodstuff tastings and gifts,
to distribute samples by mail, to provide a wide range of information by e-mail, etc.
Relatively few respondents (43.8%) agreed and completely agreed that it is possible
to make an according food stock during foodstuff sales promotion. To some extent,
the wish to make a stock does not depend on marketing activities, but if the company
wants to achieve bigger revenues, it is necessary to improve sales promotion
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activities further. For example, respectively 27.7% and 32.6% of the respondents
disagreed and only partly agreed that, to get prepared for foodstuff purchase during
sales promotion activities, they visit the website, look through the booklets and
newspapers and have a look at the outlets.

We should also take into account the fact revealed by Hathaway (2014) in his
research that nowadays that 54% of consumers, when being in the store, use their
mobile devices to compare the prices of goods. Consequently, the retailers should
choose the mode of sales promotion thoroughly in order to achieve the consumer’s
purchase decision. The decisions on foodstuff purchase are still mostly taken in the
store and sales promotions and the decision can as well be influenced by POS
advertising. The result of the experiment, conducted by Chandon et al. (2009) is
interesting. It is concluded in the research that in-store attention is limited and that
higher attention can increase consideration and choice of new brands. Therefore, it
can be concluded that more attention should be paid to the content of sales
promotion.

The consumers’ valuations show the efficiency of sales promotion activities. This
evaluation may be supplemented with quantitative calculations of efficiency indica-
tors, such as product/brand/product category volume before and after sales promo-
tion activities; frequency of purchases, based on the data from client cards before and
after sales promotion activities; average purchase amount, based on the data from
client cards in natural and monetary terms before and after sales promotion activities
and the number of receipts from certain product/brand/product category purchases
before and after sales promotion activities. The comparison of the results by the
mentioned indicators before and after sales promotion activities in combination with
consumers’ valuations provides for objective assessment of sales promotion plan-
ning and organization and allows introducing the necessary corrections in the further
process. This is the way the feedback works (Fig. 1).

8 Conclusion

Sales promotion is one of the most popular IMC modes, which remains topical in the
implementation of promotion program of the companies, however, when planning
and implementing sales promotion activities, the companies make a lot of mistakes
that reduce their efficiency, for example, limit the activities just to price discounts,
insufficiently develop sales promotion content, etc. To eliminate the mistakes, we
suggest that when planning and implementing sales promotion activities, it is
expedient for the companies to use the scheme we offer (Fig. 2), showing the
sequence of sales promotion development and implementation stages and feedback
between the stages. An empirical investigation on the planning, implementation and
valuation of sales promotion activities from the consumers’ standpoint approved of
the rationale for the proposed scheme.

The result of the empirical investigation can also be used by other companies—food
manufacturers and traders when planning, implementing and evaluating sales
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promotion activities as well as by the companies of other sectors, provided that
certain adjustments in accordance with the specific character of the sector and
the target audience are introduced. The hypothesis, relevant to the above-stated
findings, that the determinants of the purchase of Latvian food products are the
quality of the product and the price was completely proved: the consumers do
not choose food products based on emotions, but consider product quality and
price factor as determinant. However, the hypothesis that there are no differences
between men and women choosing and buying food has been proven partly.
When choosing and purchasing products, men and women act in the same way
before and after the purchase, regarding both the frequency of purchase of food
and the amount of spontaneous purchases made. Yet, there is a difference
between the selection criteria for men and women and their importance.

The hypothesis that sales promotion as one of the main criteria for choosing food
products is chosen by consumers with average and low-income levels was rejected,
as regardless of income level, respondents generally were keen to buy food during
promotion. The hypothesis that sales promotion tools cannot create consumer loyalty
has been proven partly, as 42.8% of respondents are ready to refuse to buy a product/
brand they have been being loyal to if a similar product is offered at promotional
events. A weak and unstable loyalty was observed in the sector.
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Consumers’ Behavior in Decision-Making M)
in Foodstuff Purchasing Process s

Jelena Salkovska, Valerijs Praude, Anda Batraga, and Oksana Afoniceva

Abstract The purpose of this research is developing of model of market segmen-
tation for food consumers, as well as determination the extent of influence of various
factors influencing the behavior of the Latvian consumers while making the decision
on purchase of these goods. In the course of the research approaches to market
segmentation of food products consumers were used, as well as statistical data for
Latvian food product market, described in literature, also the results of empirical
researches. As a result the model of market segmentation for food consumers was
developed, the extent of influence of various factors influencing the behavior of the
Latvian consumers was determined based on the correlation analysis. The results of
the research let the authors to make conclusion and develop recommendations for
producers and sellers of food products for possible effective marketing impact on the
Latvian food product consumers. The results of the research have as well as
theoretical as practical meaning not only for Latvian market subjects, but also for
food product market subjects in other countries.

Keywords Purchase - Consumer - Foodstuff - Consumers’ behavior - Market
segmentation

1 Introduction

Food products are an integral component of consumption for each person; it is the
need that a person will always satisfy first. Companies make their offer directly
based on consumer’s demand for food products. In Latvian food industry competi-
tion of similar products dominates; in particular, saturation of offers is peculiar for
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the sector which causes additional difficulties in attracting consumer attention to a
particular product. Nowadays one of the main tasks of the company and marketing is
the consumer himself, researching and analyzing their needs and problems. The
companies need to segment the market as precisely as possible, to analyze con-
sumer’s decision-making process, and, based on that, it is possible to outstand from
the saturated environment of equivalent products.

The purpose of this research is developing of model of market segmentation for
food consumers, as well as determination the extent of influence of various factors
influencing the behavior of the Latvian consumers while making the decision on
purchase of these goods. The following hypotheses have been put forward in the
study: (1) in foodstuff category, meat processing products are the most demanded
ones; (2) there is a is a statistically significant correlation between consumers’
marital status foodstuff purchase decision-making; (3) there is a statistically signif-
icant correlation between consumers’ incomes and foodstuff purchase decision-
making.

Based on the stipulated objectives and hypotheses, the authors have set the
following tasks:

1. To analyze the components, influencing consumer behavior and purchasing
decision-making process, based on academic and specialized literature.

2. To research and analyze the consumer food products purchasing habits; to
determine food product market segmentation model; to investigate consumer
behavior affecting factors and consumer behavior in purchasing decision-making
process.

3. To conduct an interrogation of Latvian population on the impact of sales promo-
tion on the perception of the consumer and purchasing decision-making process.

4. To confirm or reject the proposed hypotheses as well as to draw conclusions and
proposals, based on the research results.

As research methods of the study mainly primary and secondary data collection
methods are used, as well as theoretical literature analysis, secondary data analysis
and investigation. The quantitative method of primary data collection is questioning.

2 Foodstuff Market Segmentation Model

Marketing concept evolution is in line with market development trends and perfor-
mance orientation change. Today’s market is characterized by close interaction
between the actors that appears in the form of efficient communication, information
exchange and co-ordination of activities in order to achieve mutually beneficial
objectives. Therefore, a relatively new marketing concept is developing—Relation-
ship Marketing, that is widely described in literature (Berry et al. 1983; Webster
et al. 2005; Kotler et al. 2011) and is applicable in practice (Kracklauer et al. 2004).
Based on the literature, we have concluded that Relationship Marketing is
establishing, retention and development of company’s relationship and continuous
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performance, coordinated with suppliers, customers, and other market actors in order
to achieve mutually beneficial objectives. Relationship Marketing is consumer-
oriented marketing, where a significant part of decision-making on marketing mix
components (product, price, place and promotion) is passed to the consumer and he
or she is involved in cooperation with companies (especially through websites). The
difficulties, related to implementing a relationship marketing strategy within a retail
context are noted by Pressey and Mathews (2000). The necessity of meaningful
relationship with the consumers was emphasized in the researches by Gummesson
(2002), Hougaard and Bjerre (2002). According to Gummesson (2002), relationship
marketing is a marketing based on Interaction with networks of relationship. The
authors of the article agree that relationship marketing is the base of consumer’s
behavior, including decision-making process is buying foodstuff. So, relationship
marketing is focused on long-term cooperation between companies and consumers.
Consequently, the objective is to offer long-term values to the customers and to
satisfy their needs in long-term. Therefore, relationship marketing requires from all
company units coordinated marketing activities in customer service.

Summarizing the opinions of the authors of literature on consumer relations
development (Webster et al. 2005; Bruhn 2003; Ackfeldt and Wong 2006), we
come to the conclusion that it is reasonably to highlight the following levels of
consumer relations:

— Basic level: the companies sell products, but do not care about long-term com-
munication with the consumers,

— Unilateral reaction level: the companies sell products and suggest to the con-
sumers to notify about all questions that arise in product consumption process,

— Bilateral reaction level: the companies sell products and then carry out a dialogue
with the consumers, express their interest in the complaints, problems and choices
and react to them,

— Active communication level: the companies sell products and then maintain
active communication with the consumers, related to existing and new products,
including problems, development opportunities, etc.

— Partnership level: the company not only sells products, but also involves the
consumers in product development and the sales process in order to increase the
value of products, using internet marketing and other interactive opportunities.

A gradual transition from a lower to a higher level means the improvement of
relationship marketing. According to Praude (2011), Praude and Salkovska (2015),
relationship marketing requires a well-grounded market segmentation, which in
essence is market segmentation by groups of consumers according to their needs,
performance in the market and attitude towards marketing activities. Namely, market
segmentation is the base for defining the target market (the company need to
cooperate with and to and satisfy their needs). Market segmentation process, includ-
ing its methods, principles and criteria, is widely described in literature (Kotlers and
Keller 2006; Dibb and Simkin 1996; Best 2005). However, in the opinion of the
authors of the article, when offering a complex of segmentation criteria (demo-
graphic, social, economic, psychological, etc.) we do not sufficiently address to
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practical recommendations for the company, such as what criteria preference should
be given to in a particular situation, taking into account the characteristics of the
product/brand/company/market. It should also be noted that only segmentation
techniques from company’s standpoint are suggested in in theory and used in
practice, that is to say, the manufacturer/trader segments the market in order to
attract consumers for already offered products. Relationship Marketing is intended to
make market segmentation to adapt to the needs of consumers in the process of
interaction.

We investigated consumers’ behavior in foodstuff purchasing process. In order to
reveal market segmentation and consumers’ choice criteria, a pilot study initially has
been carried out. For this purpose, in 2015, a discussion within a focus group was
organized and an interrogation of experts was conducted. The focus group consisted
of 60 Latvian foodstuff consumers. In the beginning of 2016, food manufacturers
and sales representatives, as well as marketing specialists (a total of ten people) were
involved in experts’ interrogation where they responded to the questions of the
authors of the article in written. Summarizing the results of the discussion and the
expertize, the researchers have concluded:

1. in market segmentation aspect the companies have a distinct emphasis on demo-
graphic (gender and age), social (marital status) and economic (income) criteria;
2. trading companies are additionally recommended to take into account consumers’
behavior in purchasing process, that is, their habits (to make/not to make a
purchase list), planned/unplanned purchase portion, and purchase frequency;
. Eight bestsellers in foodstuff category have been highlighted (Table 4);
4. foodstuff purchase determining factors from consumer’s standpoint have been
ranged (Table 5).

(O]

Based on the analysis of literature and the pilot study, the authors of the article
have developed a market segmentation model according to Relationship Marketing
concept (Fig. 1). A foodstuff market segmentation model, organized according to
relationship marketing concept, has been proposed. It means that, unlike traditional
approach, market segmentation is based on consumer’s needs. Only after these needs
are revealed, one can define which demographic, social and other characteristics
distinguish a specific target audience from another target audience with different
needs.

We have carried out an empirical research based on the model developed (Fig. 1),
putting forward the following hypotheses (H):

H1—in foodstuff category, meat processing products are the most demanded ones;

H2—there is a is a statistically significant correlation between consumers’ marital
status foodstuff purchase decision-making;

H3—there is a statistically significant correlation between consumers’ incomes and
foodstuff purchase decision-making.

The objective of the empirical research was to verify the hypothesis HI-H3, that
is, to approve/partially approve/reject them.
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Fig. 1 Foodstuff market segmentation according to Relationship Marketing concept. Source:
Developed by the authors based on Best (2005) and Kotler et al. (2011)

3 Methodological Grounds and Data of the Empirical
Research

We have chosen consumers’ interrogation as the empirical research method. Inter-
rogation is an integral part of quantitative research methods and structured data
collection method based on the gathering of information about individuals, groups of
people and/or organizations. According to Neuman (2007), interrogation is based on
a set of questions, as the result of which the researcher can obtain primary data on
respondent’s’ convictions, attitude, behavior, thoughts, knowledge and expectations
in the given researched area. In the opinion of the authors of the article, namely by
means of interrogation it is possible to achieve the objective of the investigation and
to verify the suggested hypotheses. In scope of the research, an individual electronic
distance written interrogation of respondents has been conducted, using a variety of
forums—recipes, beauty, handicrafts, family and child care, auto enthusiast, sports
enthusiast, healthy lifestyle proponents, construction and repair, dating and other.
Electronic interrogation method was chosen based on the need to interrogate a
large number of respondents. Electronic interrogation format speeds up data collec-
tion process, making it easier, faster and at lower investigation costs. Among other
things, electronic interrogations have flexible content and design creation opportu-
nities, for example, audio and video materials can be added to the questionnaire that
in turn can attract extra attention of respondents and interest to participate. During
analysis, electronic interrogation results are easier to be organized, structured and
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analyzed. This view has been supported by Berger (2011), Miller and Brewer
(2003). To ensure accurate and detailed results, the authors analyzed the data,
collected by means of interrogation, analytically by using SPSS. A total of 1320
respondents participated in the interrogation on buyers’ behavior in sales promotion
during sales promotion activities, including 1199 females and 121 male aged
18-77 years (all of them buyers of foodstuff in Latvian retail networks). In order
to achieve the objective and to prove or refute the suggested hypotheses the authors
interrogated the target audience, which differed by age, income level, marital status,
interests, lifestyle and personal characteristics. The distribution of respondents by
age groups is shown in Table 1.

According to the results of Table 1, the largest group of interrogated respondents
is aged from 26 to 35 years old—32.26%, the second largest group is from 36 to
45 years 0ld—21.82%, the third group—the youngest respondents aged 18-25 years
old, or 20%. The average age of the respondents amounted to 37 years old.

This is a characteristic Latvian consumers’ purchasing power age with a stable
and sustainable consumer behavior in the process of purchase decision-making.
Table 2 reflects the level of respondents’ income level. According to the data of
Table 2, the largest group of respondents by personal income is from 200.01 to
400.00 euros per month, the second largest group is from 600.01 to 800 euros per

Table 1 Distribution of

Age group Number of Percentage of
respondents by age groups (years old) respondents respondents

18-25 264 20

26-35 426 32.26

36-45 288 21.82

46-55 224 16.96

56-65 96 7.27

66 and up 22 1.69

Total 1320 100

Source: Developed by the authors

Table 2 Distribution of

Number of Percentage of
respondents by income level  [poome Jevel (EUR) respondents respondents
(afer tax, per month) Less than 200.00 153 116

200.01-400.00 327 24.68
400.01-600.00 270 0.5
600.01-800.00 237 18
800.01-1000.00 155 11.7
1000.01-1500.00 101 7.7
1500.01-2000.00 37 2.8
More than 2000.00 40 3
Total 1320 100

Source: Developed by the authors
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Table 3 Distribution of respondents by marital status

Marital status Number of respondents | Percentage of respondents
Living single 195 14.8

Living with parents 127 9.6

Living in civil marriage, no children 288 21.8

Living in civil marriage with a child/ 318 24.1

children

Married, no children 87 6.6

Married with a child/children 303 23

Living single with a child/children 2 0.2

Total 1320 100

Source: Developed by the authors

month. Overall, the respondents have an average income level that exceeds the state
minimum salary in Latvia. Respondents’ income may indicate the possibility to
choose foodstuff and at the time of purchase not to rely on economic factors only, but
to evaluate sales promotion activities from various aspects. Table 3 shows the data
on respondents’ marital status.

According to the data of Table 3, the majority of respondents live with their civil
partner with or without children; 23% of respondents are married and live with a
child or children. Respondents’ age and lifecycle stage show specific values and
attitude, based on rational and well-considered purchase decision-making behavior.

4 Findings of Empirical Research of Consumers’ Behavior
in Foodstuff Purchasing Before Purchase on Purchase
Stage

In order to investigate consumer’s behavior before the purchase of foodstuff, the
respondents were asked to assess their demand for foodstuff groups by 5-point scale
(O-never buy, 1-very seldom, 5-very often). According to the data of Table 4, the
most demanded and purchased foodstuff groups are dairy products, meat and meat
product production, processing and canning products and fruit and vegetable
processing and canning products. Less purchased foodstuff groups are grains,
confectionery and bakery products. The lowest demand is for fish, crustaceans and
shell-fish processing and canning products, as well as for vegetable and animal oils
and fats. On the one hand, the most demanded and purchased foodstuff rating shows
the change of respondents’ consumption habits, based on the increase of demand for
healthier products. On the other hand, the needs may change and therefore trading
companies, together with the manufacturers, need to carry out researches in this field
(followed by offering new products, brands and communications).
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Table 4 Respondents’ most demanded foodstuff groups

Range Foodstuff groups

Dairy products (average score—4.3 of 5)

Meat and meat product production, processing and canning products (4.2)

Fruit and vegetable processing and canning products (4.1)

Grain milling products, starch and starch processing products (3.9)

Confectionery and bakery products (3.5)

Fish, crustaceans and shell-fish processing and canning products (3.2)

N NN B W N =

Vegetable and animal oils and fats (2.9)
8 Other foodstuff (2.2)

Source: Developed by the authors

’_I‘able 5. Foodstuff purchase Range Influencing factors
influencing factors 1 Product quality (average score—8.9 of 10)
2 Product price (8.6)
3 Discounts and other promotion activities (8.3)
4 Product ecology (7.8)
5 Brand recognition (6.7)
6 Country of origin of the product (5.3)
7 Emotions (4.9)

Source: Developed by the authors

Answering to the question on foodstuff purchase influencing factors, the respon-
dents considered product quality, price factor, as well as sales promotion and product
ecology to be the crucial factors. The respondents were offered to evaluate all factors
by 10-point scale (0-the factor does not have influence at all; 10-crucial factor).
Brand and the country of origin are less decisive factors when purchasing foodstuff.
There is a small difference between product quality and price as product selection
criteria. Thus, consumers pay attention to the ratio “price-quality”. Investigating
correlation between general foodstuff purchase influencing factors, it has been
revealed that there is a certain difference between the choice of males and females.
For example, males pay less attention to the product price and sales promotion
activities offered. More attention is paid to the quality of the product, its brand and
the country of origin (Table 5).

In order to investigate the consumers’ behavior in product purchase decision-
making process, the following questions were asked: How many times a week do
you purchase foodstuff? Do you make a product list of products before buying? Do
you make the purchase decision individually or after another person’s consent? What
is the approximate portion of spontaneous purchases in possible purchase volume?
The authors conclude that the respondents make foodstuff purchases, based on a
variety of habits, preceding the purchase decision-making: 12.4% (164) of respon-
dents make up a complete product list before purchasing, but 48.5% (640) of
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respondents make a shopping list, noting only the major necessary products.
Amongst the respondents, there are 39.1% that do not make a shopping list, that
shows that in foodstuff purchasing process the respondents select, compare, evaluate
and take the decision to purchase the product directly in the outlet.

Prior to foodstuff purchase, the majority of respondents (47.9%) make decision
on final product selection, listening to the recommendations of their relatives while
10.4% of respondents pay attention to the recommendations of friends and acquain-
tances, 6% listen to the doctor’s recommendations and 6.6% listen to food experts’
recommendations. A relatively large number of respondents—29.1%—make food-
stuff purchase decisions individually. These results show that word-of-mouth com-
munication has a great role in purchase decision-making process.

Regarding the purchased foodstuff, 5.2% of the interrogated respondents buy
only the items that were planned, but 94.8% of respondents make unexpected
(spontaneous) purchases during foodstuff purchasing. 37% of them make spontane-
ous purchases, the portion of which in total volume of purchases accounts for
10-30%. 28.2% of the respondents make up to 10% of spontaneous purchases
while for 16.5% of respondents, spontaneous foodstuff purchases can reach up to
50% of the total purchase volume. 3.5% of interrogated respondents have noted that
nearly always foodstuff purchases occur spontaneously. This means that placement
of goods in the outlet, customer service and internal communication in the store play
an important role in foodstuff purchasing process. In the authors’ opinion, integrated
marketing communications and especially content marketing in internet are of great
importance.

Analyzing the buyers’ behavior at the purchase stage, the authors have calculated
the correlation between making a list prior to purchase by the respondents and the
quantity of spontaneously purchased foodstuff (Table 6).

According to the data of Table 6, the correlation coefficient is statistically
significant with a probability greater than 0.99 or significance level less than 0.01.
This means that there is a statistically significant correlation between the foodstuff
list, made by the respondents, and the quantity of spontaneously purchased food-
stuff. If the respondents make up a complete or incomplete product list prior to

Table 6 Correlation between making a foodstuff list and the quantity of spontaneous purchases

Do you usually | Please assess the
make a list approximate portion of
before foodstuff | spontaneous purchases in
purchase? total purchase volume
Do you usually make a list | Pearson correlation | 1 0.276
before foodstuff purchase? | Sig. (2-tailed) 0
N 1320 1320
Please assess the approxi- | Pearson correlation | 0.276 1
mate portion of spontaneous | Sjg. (2-tailed) 0
purchases in total purchase | 1320 1320
volume

Source: Developed by the authors
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purchase, they make a less quantity of spontaneous purchases during purchasing
process.

There is also a tight correlation between the respondents’ foodstuff purchase
frequency and its impact on spontaneous, unplanned purchases (Table 7).

According to the data of the Table 7, the correlation coefficient is statistically
significant with a probability greater than 0.99 or significance level less than of 0.01.
This means that the more frequently the respondents purchase foodstuff, the more
often they make spontaneous and unplanned purchases.

The quantity of spontaneous purchases made by respondent is also affected by
age and income level. In Table 8 one can see the correlation between respondent’s
age and the quantity of spontaneous purchases that create a close relationship
between these indicators: the older the respondent is, the less spontaneous purchases
he or she makes. This can be explained both with the respondent’s financial situation
and the personal characteristics and lifecycle stage.

The quantity of spontaneous and unplanned purchases also depends on respon-
dent’s personal income level.

According to the data of the Table 9, the correlation coefficient is statistically
significant with a probability greater than 0.95 or significance level less than of 0.05.

Table 7 Correlation between foodstuff purchase frequency and the quantity of spontaneous
purchases

Assess the average portion of
Purchase | spontaneously purchased
frequency | foodstuff in your purchases
Purchase frequency Pearson correlation | 1 0.276
Sig. (2-tailed) 0
N 1320 1320
Assess the average portion of | Pearson correlation | 0.276 1
spontaneously purchased Sig. (2-tailed) 0
foodstuff in your purchases N 1320 1320

Source: Developed by the authors

Table 8 Correlation between respondent’s age and the quantity of spontaneous purchases

Assess the average portion
Respondent’s | of spontaneously purchased
age foodstuff in your purchases
Respondent’s age Pearson correlation | 1 —0.116
Sig. (2-tailed) 0
N 1320 1320
Assess the average portion of | Pearson correlation | —0.116 1
spontaneously purchased Sig. (2-tailed) 0
foodstuff in your purchases [ 1320 1320

Source: Developed by the authors
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Table 9 Correlation between respondent’s income level and the quantity of spontaneous purchases

Please specify your
monthly income,
-euros (after tax)

Assess the average portion
of spontaneously purchased
foodstuff in your purchases

Please specify your

Pearson correlation

1

0.066

monthly income, euros | Sjg. (2-tailed) 0.016
(after tax) N 1320 1320
Assess the average por- | Pearson correlation | 0.066 1
tion of spontaneously | Sig. (2-tailed) 0.016

purchased foodstuff in N 1320 1320

your purchases

The higher the respondent’s income is, the bigger is the quantity of spontaneous
purchases he makes.

As the result of the research it can be concluded that one hypothesis (H1) have
been partly approved, as not only meat, but also dairy products have been marked as
the most demanded foodstuff groups, but amongst purchase selection criteria prod-
uct quality and price where the dominating ones. Two hypotheses (H2 and H3)
have been approved entirely. The results of the research are significant and can be
applied in practice, in marketing planning, by coordinating manufacturers, traders
and other market actors and attracting consumers within Relationship Marketing
communications.

5 Conclusions

Food manufacturers and traders should use Relationship Marketing concept, which
provides a focus on consumer needs based on market segmentation, target market
identification and interaction with the consumer. Within Relationship Marketing
concept the companies should pay attention to researches on the most demanded
foodstuff categories and satisfaction of consumers’ needs by involving them in
cooperation with the company. Within Relationship Marketing concept the compa-
nies should pay attention to researches on foodstuff selection criteria and to take
them into account when planning marketing activities.

Foodstuff consumers’ behavior in the market (including the pre-purchase and
the purchase stage) is mainly determined by the following factors: demographics
(gender, age); social (marital status); economic (income). In foodstuff outlets con-
sumers’ purchase volume, purchase frequency and proportions between planned and
unplanned purchases should be analyzed and taken into account in marketing
activities. There is a statistically significant correlation between demographic, social
and economic factors of consumer’s behavior in the market and purchase decision-
making in the outlets.
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Market segmentation and target market definition is not an end in itself, but rather
the basis for marketing activity within Relationship Marketing concept in the field
of product development and sales, pricing, customer service and communication.
Involving consumers in this activity is mandatory. Improving market segmentation,
the companies can plan a gradual transition from basic consumer relation level to the
higher level.
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of an E-Marketing Strategy

Katsoni Vicky, Goula Aspa, Karagianni Olympia, Prezani Aikaterini,
Papandoniou Panagiotis, and Hatzidimitriou Maria

Abstract The growing international demand for top medical services in combina-
tion with consumers’ constant research for competitive prices in such services, has
led to the growth of medical and health tourism in Greece, mainly because of the
country’s Mediterranean climate and its qualified health experts. In accordance with
the above, the use of the Internet enables the Greek medical community to expand its
marketing and advertising outside its borders. In this paper, the authors try to form a
data base of the medical tourism providers in Greece and then they proceed with a
website evaluation of the medical tourism providers in order to investigate and
appraise their internet appearance. The results of the website evaluation can in turn
lead to useful practical results with the aim of providing a successful e-marketing
strategy implementation of the medical tourism providers.

Keywords Medical tourism - ICTs in tourism - Web evaluation - Medical tourism
marketing - Tourism distribution channels

1 Introduction

Although Greece’s climatic and geographical characteristics favor the development
of medical tourism, however it has been very recently prioritized in the political
agenda and the data on medical tourist flows are poor. The Greek medical tourist
sector is unable to follow the rest of the well-established destinations in terms of
ICTs integration (Katsoni et al. 2016). The aim of this research is first to develop of a
database of Greek medical tourism providers for the first time in the country and then
to propose a comprehensive evaluation framework for medical tourism websites.
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The rest of the article is organized as follows. First we discuss medical tourism in
Greece, then we introduce the role of ICTs in medical tourism as well as the role of
the e-medical tourism facilitators and providers. Then we present our proposed
evaluation framework by evaluating the web sites of 107 medical tourism providers
using as methodological tool, 29 criteria drawn from the international literature
along with our findings, and in the final section we discuss concluding remarks
and present future directions for further research.

2 Literature Review

2.1 Medical Tourism in Greece

Greece had 26.5 million tourist arrivals in 2015, ranked ninth in Europe, mainly
because of its cultural and natural advantages and high tourist infrastructures and
expertise (HSA 2016). Although medical tourism has a significant impact on
countries’ national economy, empirical results clearly demonstrate that medical
tourism is highly underdeveloped in Greece. According to Medical Tourism Asso-
ciation (2011, p. 7), “medical tourism refers to people who live in one country and
travel to another country in order to receive medical, dental and surgical care,. . ..
because of affordability, better access to care or a higher level of quality of care”.
A survey by Mckinsey & Company in Athens (Mckinsey 2011, p. 59) confirms that,
“Greek hospitals haven’t yet established official agreements with top international
hospitals, which could enhance the international medical profile of the country”.

2.2 ICTs and Web-Evaluation Strategies for an Online
Medical Tourism Marketing Strategy

The role of internet as an effective and innovative distribution channel for tourism
services is seriously acknowledged by the tourism industry, and ICTs are incorpo-
rated in the marketing strategy of medical tourism as a result of the globalization of
health services. However, lack of technical knowledge from medical tourists and
medical tourism companies for promoting the medical tourism product has led in the
emergence of new medical tourism intermediaries (Katsoni et al. 2016). The latter
show a multifunction activity that is as brokers between international patients and
hospital networks, as advisers, evaluators and negotiators between the consumer/
patient and the medical tourism providers, and also as typical travel agents. They can
be either specialized travel agencies, electronic medical tourism guides
(e.g. treatmentabroad.net) and specialized e-journals (e.g. International Medical
Travel Journal- imtjonline.com) or hotels’ networks, offering special services for
medical tourists. As the medical providers’ internet appearance is crucial, their
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website performance becomes a very important aspect of their marketing strategy.
Evaluation is considered the process through which website owners achieve the
harmonization of the site to customers’ needs and requirements (De Marsico and
Levialdi 2004). Evaluation involves concepts such as quality, truthfulness, and
accuracy as well as the use of criteria and standards that enable one to appraise the
extent to which particulars are accurate, effective, economical, or satisfying
(Dragulanescu 2002). The growth of e-Commerce renders a company’s success
depends on its website quality (Mich et al. 2003). The quality of the various website
attributes (e.g. content, structure, navigation, human engineering, user interface, and
usability, internet marketing strategies) influence users’ opinion as well as the
perception of the related organization’s identity (Susser and Ariga 2006; Sigala
2003). The evaluation criteria used in the present study, are discussed in the
methodology section below.

3 Methodology

We used a combination of content analysis methods to explore, compare and analyze
the Greek medical tourism websites based in Greece. This study uses a Quantitative
Research method which means that statistical tools have been used in order to extract
results (Christou 2011). It also means that the questionnaire that was set can only be
answered with ‘yes or no’ replies from the researchers. The Comparative Content
Analysis method is also used, due to the fact that the above mentioned websites are
compared and analyzed by examining the information available to their visitors
(Weber 1990). The authors followed a two-step procedure:

In the first step the authors had to identify all providers that are based in Greece
and market medical tourism products and services to both domestic and international
medical tourists. The identification process started from October 2015 until January
2016, by conducting repeated Internet searches to identify medical tourism providers
with head offices or affiliate offices in Greece. The authors made a clear distinction
between medical tourism services and health and wellness tourism services pro-
vided; the findings of the latter are discussed in another paper. In total 107 Greek
medical tourism providers were identified and data of the identified medical tourism
providers and their location in Greece were gathered. This led to the development of
a database of Greek medical tourism providers for the first time.

When conducting Internet searches the authors used the most popular medical
tourism services in the major search engines as discussed by Lunt and Carrera
(2010), that is Plastic Surgery, Dental Surgery, Cardiologic Surgery, Bariatric
Surgery, Orthopedic Surgery, IVF Transplantation, Ophthalmic Surgery, General
Checkups; therefore, we used such phrases as “medical tourism Greece”, “medical
Greece”, “plastic surgery Greece”, “dental surgery Greece”, “cardiac surgery
Greece”, “bariatric surgery Greece”, “orthopedic surgery Greece”, “IVF Greece”,
“organ transplantation Greece”, “eye surgery Greece”, “‘checkups Greece” “stem cell
tourism Greece”, “transplant tourism Greece”, and “global health care Greece”.
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The authors also used Google News Greece and Use of Google Alerts in order to
identify the above mentioned terms in newspaper articles describing Greek medical
travel businesses marketing medical travel, excluding the ones that had expired
websites, non-functioning email accounts and not responding or disconnected
phone service.

In the second step, content analysis was used to study the websites of the
remaining medical tourism providers. Content analysis was performed by analyzing
printed versions of company websites. Detailed information was recorded for each
category of analysis. Information extracted through content analysis was fact-
checked and feedback was solicited from the research team. Our evaluation frame-
work included the completion of questionnaires with the aim to examine and
compare the above mentioned websites by using criteria that already exist in the
scientific literature, modified to fit the needs of our research. The combination of four
criteria mentioned below provides a holistic view of the current Greek medical
tourism websites:

* General website information: About us section, FAQs section, Photo gallery,
Downloadable material, Maps, Weather information, External links, Last updated
date of the website, Site map, Logo existence, Languages support.

* Information about services provided by each provider: Air tickets, Visa,
Ground transportation, Insurance, Hotel booking, direct hotel booking, Sightsee-
ing, Medical records transfer, Pre/Post care services, International mobile phones,
Translation services.

* Website interactivity and contact information: Email, Phone number, Postal
address, Social media links, Newsletters, Information request forms, Patients’
testimonials.

¢ Medical tourism exclusive information: Hospital names, Hospital credentials,
Available procedures, estimated cost, Medical staff CVs.

The above criteria, as well as their origin in the relevant literature review are
analyzed thoroughly below. The last stage involved the actual statistical analysis
using SPSS v.17.

* About us section = “The purpose of the website, general information about the
services provided” (Mason and Wright 2011, p. 171).

* FAQs section = “Questions regarding common matters.” This is a very useful
tool as the patient can get quick answers to his questions without having to
communicate with the provider (Sobo et al. 2011, p. 125).

* Photo gallery = “Photos taken by the provider regarding its facilities, services or
even satisfied patients” (Giannopoulos and Mavragani 2011, p. 722).

* Downloadable material = “Material such as travel guides, useful articles, video
files, informative leaflets” (Giannopoulos and Mavragani 2011, p. 723).

e Maps = “For tourists that visit Greece for the first time or patients who wish to
know the exact location of the facilities so they can make the appropriate
arrangements” (Tanrisevdi and Duran 2011, p. 727).
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e Weather information = “Information regarding the weather conditions so the
patients can visit the country prepared” (Tanrisevdi and Duran 2011, p. 755).

» External links = “Links that are relevant either with the provided services or with
touristic information” (Cormany and Baloglu 2011, p. 711).

» Last updated date of the website = “The exact date when the website was last
updated. If the website hasn’t been updated for a long time, it might not be
considered as trustworthy” (Cormany and Baloglu 2011, p. 711).

» Site map = “A way for the website’s visitor to take a glance at the website’s
content” (Sobo et al. 2011, p. 125).

¢ Logo existence = “The provider’s own logo which makes visitors remember the
website” (Sobo et al. 2011, p. 125).

* Languages support = “The languages each website supports” (Panagopoulos
et al. 2011, p. 703).

* Air tickets = “Information regarding issuing air tickets” (Cormany and Baloglu
2011, p. 712).

* Visa = “Visa related issues information” (Gan and Frederick 2011, p. 171).

e Ground transportation = “Information regarding tourists transportation while in
the country” (Cormany and Baloglu 2011, p. 712).

e Insurance = “Information regarding public and/or private insurance plans”
(Mason and Wright 2011, p. 171).

e Hotel booking = “Information regarding available hotels near the provider’s
facilities” (Cormany and Baloglu 2011, p. 712).

* Direct hotel booking = “The website provides an application to book directly a
hotel within its website.” This way, the visitor doesn’t have to visit another
website to make his hotel booking (Panagopoulos et al. 2011, p. 703).

e Sightseeing = “Information regarding sightseeing services” (Cormany and
Baloglu 2011, p. 712).

* Medical records transfer = “Information regarding the ways of transferring each
patient’s medical records” (Cormany and Baloglu 2011, p. 712).

* Pre/Post care services = “Information regarding pre medical care and post
medical care services” (Gan and Frederick 2011, p. 171).

* International mobile phones = ‘Information regarding the use of international
mobile phones” (Cormany and Baloglu 2011, p. 712).

* Translation services = “Information regarding the translation services provided
from the health provider” (Cormany and Baloglu 2011, p. 712).

e Email = “Existence of a valid email address” (Cormany and Baloglu 2011,
p- 711).

* Phone number = “Contact number of the provider” (Cormany and Baloglu 2011,
p.- 711).

» Postal address = “Postal Address of the provider” (Cormany and Baloglu 2011,
p- 711).

¢ Social media links = “Links to the social media platforms of the provider”
(Cormany and Baloglu 2011, p. 711).

* Newsletters = “The ability to sign up for a newsletter” (Giannopoulos and
Mavragani 2011, p. 723).
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* Information request forms = “The existence of a contact form so the visitors can
request further information on the services provided” (Cormany and Baloglu
2011, p. 711).

* Patients’ testimonials = “Comments from patients that have used the provider for
an operation, checkup or a medical service” (Cormany and Baloglu 2011, p. 711).

* Hospital names = “A list of all the hospital names the provider cooperates with”
(Gan and Frederick 2011, p. 171).

* Hospital credentials = “The credentials of the hospitals that the provider coop-
erates with” (Cormany and Baloglu 2011, p. 711).

e Available procedures = “A list of all the available procedures provided”
(Cormany and Baloglu 2011, p. 711).

* Estimated cost = “An estimated cost for each service” (Cormany and Baloglu
2011, p. 711).

* Medical staff CVs = “Detailed CVs of the medical staff “(Mason and Wright
2011, p. 171).

4 Results

Of the 107 medical tourism providers criterion (Table 1 below), about us presented
in percentage 70.1% and 29.9% of providers not included in their web site. 38.3% of
web site medical tourism providers includes Frequently Asked Questions and 61.7%
does not. Of the 107 providers 71 (66.4%) have at their site photo gallery and
33 medical tourism providers (33.6%) haven’t at their site photo gallery. To down-
loadable material holds 27.1% of providers that include in their site while the
remaining 72.9% did not have this option. Of the 107 medical tourism providers,
79 (73.8%) in the site have maps while 28 (26.2%) have no maps. Based on the
criterion weather information from 107 web site, 4.7% had the choice to customers
and 95.3% had not. 65.4% includes external links while the rate of 34.6% did not
include it. 99.1% of the providers of medical tourism in their site the last updated
date stated while the percentage of 0.09% medical tourism providers not reported.
The site map has 18.7% of providers instead of 81.3% were not in the site map. In
97 (90.7%) of the site have on their logo while only 10 (9.3%) had no logo. The
choice of languages on site medical tourism providers include 100%.

On the Table 2 below, the following elements can be observed: 13.1% of the
medical tourism providers offer the service of issuing air tickets while 93 providers,
that is, 86.9% do not offer the specific service. 8 out of 107 providers, that is, 7.5%,
offer precise information concerning the process of issuing a visa, while the
remaining 92.5% do not provide the specific service. From the 107 medical tourism
providers that were studied, 29 which consist the 27.1% of the total number include
information in their site regarding the transportation of patients and their families
to the hospital, airport or hotel, while the remaining 72.9% offer no such feature.
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Table 1 General website Frequency Percent
information

About us

Valid Yes 41 70.10%
No 66 29.90%
Total 107 100.00%

Frequently asked questions

Valid Yes 71 38.30%
No 36 61.70%
Total 107 100.00%

Photo gallery

Valid Yes 29 66.40%
No 78 33.60%
Total 107 100.00%

Downloadable material

Valid Yes 79 27.10%
No 28 72.90%
Total 107 100.00%

Maps

Valid Yes 5 73.80%
No 102 26.20%
Total 107 100.00%

Weather information

Valid Yes 70 4.70%
No 37 95.30%
Total 107 100.00%

External links

Valid Yes 1 65.40%
No 106 34.60%
Total 107 100.00%

Last updated date

Valid Yes 20 0.90%
No 87 99.10%
Total 107 100.00%

Site map

Valid Yes 97 18.70%
No 10 81.30%
Total 107 100.00%

Logo

Valid Yes 107 90.70%
No 0 9.30%
Total 107 100.00%

Languages

Valid Yes 20 100%
No 87 0%
Total 107 100.00%
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Table 2 Information about

services provided by each
provider
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Frequency Percent
Air tickets
Valid Yes 14 13.1%
No 93 86.9%
Total 107 100.00%
Visa
Valid Yes 8 7.5%
No 99 92.5%
Total 107 100.00%
Group transportation
Valid Yes 29 27.1%
No 78 72.9%
Total 107 100.00%
Insurance
Valid Yes 12 11.2%
No 95 88.8%
Total 107 100.00%
Hotel booking
Valid Yes 44 41.1%
No 163 58.9%
Total 107 100.00%
Direct booking
Valid Yes 5 4.7%
No 102 95.3%
Total 107 100.0%
Sightseeing
Valid Yes 29 27.1%
No 78 72.9%
Total 107 100.00%
Transfer of medical records
Valid Yes 20 18.7%
No 87 81.3%
Total 107 100.00%
Pro/Pre care services
Valid Yes 24 22.4%
No 83 77.6%
Total 107 100.00%
International mobile phones
Valid Yes 4 3.7%
No 103 96.3%
Total 107 100.00%
Translation services
Valid Yes 20 100%
No 87 0%
Total 107 100.00%
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The survey that was conducted indicated that only 11.2% of the providers offer
insurance, that is, cooperate with an insurance company in order to facilitate patients.
On the contrary, a major 88.8% do not include the particular service in their side.
Hotel booking is offered by 41.1% of the providers while the remaining 58.9% do
not render the service. The direct booking service is offered by only a 4.7% of the
sites whereas the majority of them, namely, 95.3%, do not render this service.
Guided tour services are provided by a minor 27.1% whereas a large percentage,
72.9%, do not offer the particular service. Similarly, the majority of the sites
surveyed, 81.3%, do not provide transfer of medical records, a service offered by a
small percentage, only 18.7%. The pro/pre care services, that is the care of the patient
before and after a surgery or medical treatment, is included only by a 22.4% of the
providers’ sites while the larger percentage, namely, 77.6% do not offer such a
service. In addition, only a 3.7%, that is, 4 out of the 107 sites surveyed supply their
patients with mobile phones to be used during their stay in the country where the
medical services will be offered, whereas the remaining 103 (96.3%) do not render
such a service. Translation services are offered by 20 of the sites, namely, 18.7%
while the majority of the providers, 81.3%, do not feature the particular service in
their sites.

In Table 3, the majority of the providers, namely 90 out of 107 that were studied,
a number that consists the 84.1% of the total percentage, offer an email address and
only a minor 15.9% features no email address in their sites. A large 92.5%, that is,
99 sites provide phone numbers while the remaining 8, that is 7.5%, do not offer
such a contact number. A 90.7% of the sites surveyed, namely, 97 out of the
107, include a post address contrary to the remaining 9.3%. Social media links are
provided by 75 sites (70.1%) while a small number, 29.9% do not render the service.
A small percentage, namely, 21.5% feature a newsletter in their sites while a major
78.5% do not offer such an option. The majority of the providers, in particular,
86.9%, include an info request form in their sites while the remaining 13.3% do not
offer it. Finally, Patient testimonials are provided by 37.4% of the health providers
contrary to the 62.6% of the sites which do not render the specific service.

As we see in Table 4 below, 85 out of the 107 providers, that is 79.4%, include the
names of the affiliated hospitals while a minor 20.6% do not provide such informa-
tion. A 36.4% include details concerning hospital certificates whereas, 63.3% do not
feature similar information on their sites. The estimated cost of the surgeries, medical
treatments, hotels or air tickets is presented in only 18.7% of the surveyed sites,
contrary to the remaining 81.3% that do not include it. A considerable percentage,
namely, 72.9% feature the resumes of doctors and nurses in their sites in order to
further inform every patient. However, a minor percentage, 27.1% do not offer such
an option. From the total number of the providers studied, 10 (9.3%) were portals,
11 (10.3%) were medical facilitators, 60 (56.1%) were clinics and 26 (24.3%) were
private doctors. In the study conducted, the variable, available procedures, refers to
the operative treatments offered to patients and to the percentage of the providers that
offer the specific services. Plastic surgery services are offered by 39.3% of the health
providers while the remaining 60.7% do not render such treatments. Dental surgery
services are provided by 41.1% whereas the greater 58.9% do not include such an
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Table 3 Website interactivity Frequency Percent
and contact information -

Email

Valid Yes 90 84.1%
No 17 15.9%
Total 107 100.00%

Phone number

Valid Yes 99 92.5%
No 8 7.5%
Total 107 100.00%

Postal address

Valid Yes 97 90.7%
No 10 9.3%
Total 107 100.00%

Social media links

Valid Yes 75 70.1%
No 32 29.9%
Total 107 100.00%

Newsletter

Valid Yes 23 21.5%
No 84 78.5%
Total 107 100.00%

InfoRequest form

Valid Yes 93 86.9%
No 14 13.1%
Total 107 100.00%

Patients testimonials

Valid Yes 40 37.4%
No 67 62.6%
Total 107 100.00%

options. A 19.6% render cardiologic surgery services, contrary to the majority of the
health providers, namely 80.4%, who do not offer any such option. Bariatric surgery
is provided by 22.4% while the greater percentage of 77.6% does not include the
particular surgery. Orthopedic surgery is featured in the sites of 25.2% of the
providers while the majority, 74.8% do not offer such services. IVF has gained the
largest percentage in Greece, namely, 45.8% of the providers who offer it while the
remaining 53.2% do not include it. Transplantation services are provided only by
19.6% whereas 80.4% do not offer such an option. Ophthalmic surgery services are
renders by 20.6%, contrary to a major 79.4% that do not include such a treatment.
The sites of the providers offer checkup services only by 22.4% whereas the
majority, 77.6% do not provide similar services.
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Table 4 Medical tourism exclusive information

Frequency Percent

Hospital names

Valid Yes 85 79.4%
No 22 20.6%
Total 107 100.00%

Hospitals’ credentials

Valid Yes 39 36.4%
No 68 63.6%
Total 107 100.00%

Estimated cost

Valid Yes 20 18.5%
No 87 80.6%
Total 107 100.00%

Medical staff CVs

Valid Yes 78 72.9%
No 29 27.1%
Total 107 100.00%

Provider

Valid Portal 10 9.3%
Medical 11 10.3%
Clinic 60 56.1%
Private 26 24.3%
Total 107 100.00%

Plastic surgery

Valid Yes 42 39.3%
No 65 60.7%
Total 107 100.00%

Dental surgery

Valid Yes 44 41.1%
No 63 58.9%
Total 107 100.00%

Cardiologic surgery

Valid Yes 21 19.6%
No 86 80.4%
Total 107 100.00%

Bariatric surgery

Valid Yes 24 22.4%
No 83 77.6%
Total 107 100.00%

Orthopedic surgery

Valid Yes 27 25.2%
No 80 74.8%
Total 107 100.00%

(continued)
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Table 4 (continued)

‘ Frequency Percent
IVF
Valid Yes 49 45.8%
No 58 54.2%
Total 107 100.00%
Transplantation
Valid Yes 21 19.6%
No 86 80.4%
Total 107 100.00%

5 Discussion

Greece is a suitable destination to develop medical tourism due to its climate, its
location, its well-trained professionals etc., however its development is much smaller
than this of other similar countries. The results of this study confirm this assertion.
Apart from the fact that Greece does not have a specific marketing strategy towards
medical tourism, there are not enough businesses that promote and evolve medical
tourism. There were only 107 medical tourism providers with internet appearance
found in our sample of the whole country. Also, the businesses that want to attract
medical tourists through the web are not fully developed towards this niche market
hence there is a significant need for improvement, as it was found from the analysis
of our results.

In the methodology section of this study the authors have categorized the criteria
of the evaluation into four groups. The results of this study will be discussed
according to those groups.

5.1 General Website Information

Most of the websites show a very positive image to their visitors by having an ‘about
us’ section. This makes the medical tourist aware of the company as well as what it
represents and its values. Also, the majority of the websites has a photo gallery and
interactive maps which familiarizes the user with the facilities and the destination.
A brand name is present to almost every website as most of them own their personal
logo. Another attribute present in many websites is the existence of external links.
These links are either advertisements—from which each provider gets paid for, or
useful information for medical tourists.

However, the FAQs section appears to be non-existent in many of the websites
that have been evaluated. This might make a website less attractive to a visitor as he
would have to call or email the provider for a simple question that could have been
included in such a section. Downloadable material and weather conditions are also
attributes that are not mentioned in most of the websites even though, they can make
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a website look updated and richer. Lastly, almost none of the websites has a last
updated date or a site map. These attributes might seem ‘too technical’ to a user but
they make the websites look more trustworthy.

5.2 Information About Services Provided by Each Provider

The available services Greek providers offer definitely need improvement. Medical
tourism can benefit both the health and tourism sectors of each country. However,
none of those sectors comprehend its importance as shown in this study’s statistics.
For example, not many of the medical tourism websites, that have been evaluated,
have a hotel or a flight booking service. In fact, most of them include only general
information about such services and do not offer direct bookings by implementing
small applications (widgets) in their websites. Also, not many of the websites have
visa information, insurance information, international mobiles information, medical
records transfer services, sightseeing services and pre/post care services. Those are
all information and services which are very attractive to a future medical tourist. For
example, other medical tourism websites abroad, even offer all-inclusive packages
with all of the above services in very competitive prices.

Lastly, translation services are not as present as they should be. Most of the
providers mention that their doctors and general staff can speak in English but they
do not mention other languages or translation services. Therefore, for example, even
though a website might be translated in German, a German medical tourist might
have to contact and communicate with the provider in English.

5.3 Website Interactivity and Contact Information

As this is probably the most important attribute a medical tourism website can have,
most of the evaluation percentages are high in this category. Most of the providers
provide an email, a phone number, their physical address as well as an information
request form. Also, many of the providers have social media pages from which they
interact with their visitors. This percentage can be improved however, as this is an
almost free and efficient way to advertise products and services.

However, as we can see, the patients’ testimonials percentage is low. This is one
of the most important attributes that should be in such web pages as it adds
credibility to the provider.

Lastly, the newsletter percentage is also low which might indicate that the website
doesn’t update its content regularly with relevant medical news.
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5.4 Medical Tourism Exclusive Information

This category might sound mandatory for each provider, however statistics show
that there is not enough emphasis on the relevant attributes. An excellent example
would be the 18.5% of the estimated cost attribute. This means that the majority of
the websites does not include one of the most important factors that a medical tourist
thinks about—the price. In addition, not many of the providers include in their
websites hospitals’ credentials which make the services less reliable. However, most
of the websites include their staff’s CVs which means that they want to advertise
their personnel’s skills and abilities.

6 Conclusions

In this article, we offered a systematic database for Greek medical tourism providers
for the first time in the Greek scientific community. Then, we proposed a compre-
hensive evaluation framework for medical tourism providers’ websites. The pro-
posed framework is based on the medical tourism website evaluation by the authors
and consists of four main categories. Each category consists of a variety of attributes
which are examined individually. The proposed evaluation model is generic, open,
and standardized as it can be applied for evaluating websites of various medical
tourism providers’ categories. This information can be used to help website
designers and managers to improve the corresponding website attributes taking
into account customers’ needs and preferences, thus promoting an effective
e-marketing strategy of the medical tourism providers.

There are several limitations in our recent study, as it is confined only to
description attributes. By expanding or modifying the evaluation questionnaire
(for example by using Likert scaling) we can be able to rate performance indicators
and to analyze each given provider’s website sample specific features.
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Smartphone Adoption: Design of Factors )
Within the Framework of Theory st
of Consumption Values

Katarina Petrov¢ikova and FrantiSek Sudzina

Abstract After the initial feature mobile phone adoption, there is a widespread
smartphone proliferation. The Theory of Consumption Values (TCV) is a marketing
theory that explains purchase behavior of consumer goods and services. The frame-
work consists of functional, social, epistemic, hedonic, and conditional values; the
latter being functional and/or social values present only in a specific situation. TCV
is used in mobile device adoption literature disproportionably more often than in
other fields. However, virtually all TCV studies focused on smartphones are qual-
itative. The aim of this research is to design factors which could be later used in
quantitative studies. These factors are identified using principal component analysis.
With regards to the results, there were five factors identified for functional values, six
factors for social values, three factor for epistemic values, four factors for hedonic
values, and seven factors for conditional values.

Keywords Adoption - Smartphone - Theory of consumption values

1 Introduction

According to Kotler et al. (2017, p. 23), “[s]Jmartphones are ever-present, always on,
finely targeted and highly personal.” According to Hollensen (2016, p. 542), “[s]
martphones make up an increasing share of mobile devices.” With the rise of the
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smartphone penetration on the market, the need for the explanation what are the
consumers’ motives to own one has arisen. In literature, there exist several studies
presenting reasons to buy and use smartphones.

The reason why users need to engage in using smartphones during their leisure
time was researched in several studies. One of the main questions that tried to solve
and answer was the identification what were the very essential features smartphones
offer that influence the users’ decision making.

Jung (2014) looked at the benefits one can gain by using a smartphone. As the
research showed there were few that could be mention: sense of confidence, amuse-
ment (by spending free time during the day), sense of comfort by using a smartphone
and restorative as well. When they looked into the functions frequently used on
smartphones they found that the very first reason is the core product description: the
communication function. Smartphones were more and more used as a tool to be in
touch and stay connected through different types of mobile messengers and nowa-
days more and more important presence on various social networks. Other very
important function according to Jung (2014) influencing the decision to own a
smartphone was the information search function. Because of these mentioned the
usage of a smartphone led to improved socialization, more productive daily life and
to the satisfaction of so acquired information. The study showed a strong connection
between leisure time and restorative. The users showed important habit of using a
smartphone to entertain themselves.

Kim et al. (2013) integrated and extended the traditional theoretical and concep-
tual behavioural constructs which utilised the cognitive-affective-conative stages
framework which went beyond users’ intention to use mobile technology and
identified the mobile users’ engagement motivations’ impact which would keep
the engaging behaviour while using a smartphone. The results showed that users’
engagement was strongly beyond intention and this lead to their future behaviour.
They identified three sub-elements of motivations which influenced the users:
utilitarian, hedonic, and social motivations. They results confirmed that users have
three stages of attitude: cognitive, affective, and conative. Users’ satisfaction was
increased by users’ motivation to engage in using a smartphone. The other factor
influencing the users’ satisfaction was their social motivation. This study supported
why “hedonic and social” motivations were highly related to their continued
engagement intention.

In addition, Yeh et al. (2016) found that consumer value and the users’ identifi-
cation with a specific brand predicted a positive brand loyalty. They found emotional
value the most significant in creating a brand loyalty toward specific smartphone
producer. Other were brand identification, functional value and followed by social
value. The interesting outcome of their study was that the effect of functional value
on brand loyalty did not change as age decreased which implied insignificant effect
of age differences.
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Rahim et al. (2016) investigated the factors influencing purchase intention of a
smartphone among university students in Malaysia. They focused at the identifica-
tion of a possible relationship between product features, brand name, social influ-
ence, product sacrifice and purchase intention of smartphones. As they confirmed,
product features were significantly and positively related to purchase intention of
smartphones. Other relevant findings were: there was a significant and positive
relationship between brand name and purchase intention and a significant and
positive relationship between social influence and purchase intention of smartphones
as well. The surprising result of their study among university students was the fact
that they were not willing to sacrifice anything with a high value to them to buy a
smartphone. To conclude the purchase intention of buying smartphones according to
this study was positively related to specific product features, brand name and social
influence.

When it comes to social values and perceived ease of use, Haba et al. (2017)
found that they did not have a direct nor indirect effect on smartphone purchase
intention among Malaysian working professionals. However, perceived usefulness,
economic value and brand image had an indirect effect on smartphone purchase
intention in their study. Lay-Yee et al. (2013) also tried to identify the factors
affecting the costumer intentions to buy a smartphone. They found that most of
the smartphone users placed the product features as the highest priority when buying
a smartphone. After that came convenience as the second consideration based on
their research. They stressed also the importance of a brand in influencing the
customer’s decision to buy a smartphone. Social influence also had a significant
impact on smartphone users purchase decision, where users were referring to friends,
family, and other relevant people for them. It also had less impact on affecting the
purchase decision as compared to the other selected variables tested in this study.

This paper does not use any Technology Acceptance Model-inspired model but it
utilizes the Theory of Consumption Values. The Theory of Consumption Values
(Sheth et al. 1990) provides a framework to categorize customer’s motives for
buying:

 functional values—values related to utility,

* social values—values related to being highly valued by others,

* epistemic values—values related to learning,

* hedonic values—values related to pleasure,

» conditional values—functional and/or social values present only in some
situation.

The aim of the paper is to create constructs within the Theory of Consumption
Values that could be used for future quantitative research of smartphone adoption.
The rest of the paper is organized in the following way: In the next section, there is a
description what data were collected and how, and how they were analyzed. In the
following section, results of the analysis are presented. The last section offers
conclusions.
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2 Data and Methodology

Following the framework of Saunders et al. (2012), the following choices were
made: the philosophy was chosen to be positivism, the approach was selected to be
induction, the methodological choice was mono method quantitative, the strategy
was survey, and the time horizon was set to be cross-sectional.

Data were collected using a paper-based questionnaire in 2013. There were
277 respondents, of them 69 were men, 207 were women and one respondent did
not provide the information. They were 19-25-years old, average being 20.7.
Respondents were students of University of Economics in Bratislava, Slovakia;
PreSov University, Slovakia and Pavol Jozef Saférik University, Slovakia. Overall,
174 respondents owned a smartphone.

Statements for the values were rated on a 1-6 Likert scale, 1 meant fully agree and
6 meant fully disagree; there was no central value in order to avoid the central
fixation bias. The questionnaire per se is not provided, and statements are not
explicitly mentioned in this section but wording and order of the statements will
be provided in Tables 1, 2, 3, 4 and 5 in the next section.

With regards to the data analysis, principal component analysis with VARIMAX
rotation is used to generate factors for each value. It is possible that a different
rotation method (such as OBLIMIN, QUARTIMAX, EQUAMAX, PROMAX)
would lead to different results but VARIMAX rotation was used because the created
factors should be later used for a regression, so orthogonality is of essence. SPSS is
used for data analysis.

Table 1 Rotated component matrix for functional values

Component
Smartphones 1 2 3 4 5
are convenient 0.300 | —0.225 0.595 | —0.086 | —0.094
are unreliable 0.056 0.563 | —0.309 0.198 | —0.088
difficult to use —0.287 0.574 0.173 0.205 0.059
are too expensive —0.109 0.138 0.202 0.594 0.387
are trouble free 0.030 0.005 0.730 | —-0.121 | —0.033
don’t have adequate battery life —0.031 | —-0.040 | —0.120 | —0.078 0.774
are too big to carry around —0.032 0.413 | —0.096 0.175 0.499
have difficult-to-use keyboards —0.026 0.686 | —0.227 | —0.059 0.248
have screens that are too small —0.205 0.644 0.065 | —-0.125 | —0.081
save time 0.484 | —0.049 0.569 0.147 | —-0.138
are good time killers 0.032 | —-0.116 | —0.086 0.738 | —0.149
improve job performance 0.629 0.204 0.292 0.074 | —-0.130
deprive me of my privacy 0.169 0.229 | —0.244 0.621 0.049
help increase social networks 0.470 | —-0.210 0.059 0.294 0.307
keep people in touch with friends and 0.717 | -0.157 0.072 0.014 0.071
family
keep people organized 0.723 | -0.071 |-0.019 |-0.064 |-0.110
provide instant information 0.710 | —0.204 0.127 0.047 0.008
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Table 2 Rotated component matrix for social values

Component
1 2 3 4 5 6

Children (12 and under) —0.160 0.003 0.072 0.217 0.435 0.567
Teenagers 0.192 | —0.050 | —0.043 0.241 0.772 0.038
People in their 20s 0.551 0.023 | —0.024 0.213 0.638 | —0.102
People in their 30s 0.444 0.542 | 0.027 0.095 0.354 | —0.256
People in their 40s 0.156 0.859 0.082 0.066 0.070 | —0.062
People in their 50s —0.076 0.842 | 0.149 | —-0.022 | —0.068 0.158
People 60 and over —0.249 0.636 0.340 | —0.100 | —0.227 0.207
College students 0.719 0.007 | —0.081 0.067 0.275 0.063
Salespeople 0.654 0.135 0.011 0.056 0.062 0.074
Unemployed people —0.104 0.157 0.739 0.053 0.031 0.038
Sole proprietors (small business 0.451 0.035 0.525 | —0.094 0.262 0.137
owners)

Business travelers 0.671 | —0.077 0.214 0.093 0.072 | —0.044
Skilled laborers 0.237 | -0.116 0.524 0.310 | —0.038 | —0.392
Musicians 0.144 0.114 | 0.363 0.286 | 0.067 | —0.070
Factory workers 0.024 0.147 0.640 0.199 | —0.199 0.283
Retired people —0.272 0.170 | 0.579 | —0.109 | —0.037 0.311
Business managers 0.788 | —0.074 | —0.089 0.153 0.034 | —0.079
Wealthy people 0.463 | —0.039 | —0.170 0.383 | —0.271 | —0.124
Disabled persons 0.196 0.072 0.244 0.095 | -0.111 0.678
Highly educated people 0.406 0.186 0.045 0.444 | —0.163 0.178
Gamers 0.067 | —0.044 | 0.103 0.692 0.295 | —0.083
Mac users 0.086 | —0.101 0.028 0.740 | 0.093 0.096
People wearing designers shoes 0.092 0.092 0.115 0.635 0.113 0.106

3 Results

Rotated component matrix for functional values is provided in Table 1. Based on
eigenvalues, five factors were created.

Based on the correlation coefficients from Table 1, it is possible to name these
factors:

. Efficacy

. Impracticality

. Comfortability

. Problematic aspects of ownership
. Low comfort

DN AW =

Rotated component matrix for social values is provided in Table 2. Based on
eigenvalues, six factors were created.

Based on the correlation coefficients from Table 2, it is possible to name these
factors:
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Table 3 Rotated component matrix for hedonic values
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Component
1 2 3 4
I enjoy the aesthetic appearance of a smart phone 0.234 | —0.001 0.798 0.146
I have fun when using a smart phone 0.308 | —0.133 0.777 0.028
I worry when I use smart phone 0.018 0.665 | —0.043 | —0.123
I feel happy when I use smart phone 0.681 0.073 0.413 | —0.128
I feel clever when I use smart phone 0.777 0.170 0.266 | —0.140
I feel safe when using a smart phone 0.686 0.190 0.210 | —0.091
I feel content when using a smart phone 0.696 | —0.046 0.421 0.074
I feel angry when using a smart phone 0.081 0.732 0.034 0.013
I feel disappointed when using a smart phone 0.108 0.830 0.042 0.020
I feel confident when using a smartphone 0.766 0.071 0.116 0.199
I feel restless when using a smartphone 0.270 0.759 0.058 0.009
I feel independent when using a smart phone 0.763 0.067 0.074 0.075
I feel more able than others when I use a smart phone 0.790 0.186 0.003 0.114
I feel clumsy when using a smart phone 0.046 0.793 | —0.060 0.200
I feel stressed when using a smart phone 0.081 0.827 | —0.034 0.168
I feel nostalgic because of my smart phone 0.381 0.555 | —-0.189 0.101
I feel a sense of belonging when I use my smart phone 0.621 0.241 | —0.037 0.361
I feel proud when I use my smart phone 0.753 0.070 0.078 0.325
I feel impatient waiting for the smart phone to do things | 0.189 0.019 0.158 0.723
I feel frustrated because of the difficult learning curve 0.106 0.619 | —0.070 0.421
I feel trapped because I am restricted to the functions on | 0.018 0.514 | —0.004 0.582
the smart phone
Table 4 Rotated component matrix for epistemic values
Component
1 2 3
Settle disagreements with friends 0.426 0.211 0.038
Get more information about something that sparks my curiosity 0.580 0.504 | —0.062
See how smart phones work 0.401 0.520 0.037
Get more in-depth information about items in the news 0.555 0.489 | —0.217
Download new applications to see what other people are talking 0.540 0.449 0.082
about
Listen to educational audio recordings 0.006 0.034 0.717
Improve skills with applications that help me practice something 0.159 0.747 0.126
Stimulate the mind by playing puzzle or number games 0.035 0.543 0.499
To try out new applications in hope for finding something new and 0.311 0.599 0.413
fantastic
Download and read classic literature —0.086 0.592 | —0.089
Explore the capabilities of the smart phone device 0.328 0.590 0.190
Visit social networking sites to satisfy curiosity about friends’ 0.785 | —0.036 0.309
activities
Ping friends for advice 0.768 0.092 | —0.166
Surf the web for entertainment 0.697 | —0.013 0.438
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Table 5 Rotated component matrix for conditional values

Component

1 2 3 4 5 6 7
Using voice communication
Near a television 0.064 0.038 0.182 0.070 0.253 0.687 0.106
Near a computer 0.283 0.060 0.137 0.137 0.305 0.679 0.133
Near a video game 0.062 | —0.004 0.252 0.102 0.066 0.827 | —0.040
console
Inside your home 0.444 0.154 0.072 0.189 0.360 0.310 0.494
Outside of your home 0.254 0.163 | —0.045 0.276 0.666 0.220 0.287
Away from office 0.317 0.228 0.017 0.220 0.581 0.304 0.238
Commuting 0.266 0.103 0.109 0.135 0.839 0.178 0.003
Traveling 0.234 0.136 0.075 0.161 0.787 0.116 | —0.083
Using text-based communication
Near a television 0.761 0.095 0.286 0.125 0.181 0.081 0.055
Near a computer 0.715 0.028 0.376 0.027 0.168 0.215 | —0.026
Near a video game 0.444 | —0.041 0.436 | —0.013 | —0.017 0.469 | —0.341
console
Inside your home 0.791 0.239 0.007 0.247 0.150 0.053 0.223
Outside of your home 0.747 0.225 | —0.133 0.242 0.193 0.131 0.173
Away from office 0.777 0.229 | —0.093 0.283 0.174 0.112 0.109
Commuting 0.713 0.225 | —0.052 0.273 0.430 0.019 | —0.172
Traveling 0.617 0.276 | —0.075 0.323 0.431 | —0.053 | —0.103
Accessing entertainment
Near a television 0.103 | —0.032 0.685 0.438 0.148 0.035 0.178
Near a computer 0.050 0.028 0.778 0.317 0.006 0.132 0.139
Near a video game —0.046 | —0.063 0.716 0.201 | —0.008 0.417 | —-0.108
console
Inside your home 0.292 0.171 0.338 0.543 0.104 0.016 0.458
Outside of your home 0.216 0.221 0.133 0.720 0.195 0.120 0.217
Away from office 0.244 0.292 0.088 0.751 0.123 0.184 0.134
Commuting 0.276 0.243 0.119 0.727 0.226 0.131 | —-0.114
Traveling 0.262 0.323 | —0.060 0.722 0.260 0.015 | —-0.117
Web surfing
Near a television 0.299 0.443 0.604 | —0.094 0.137 0.005 0.089
Near a computer 0.013 0.291 0.768 | —0.219 0.055 0.085 | —0.012
Near a video game —-0.076 0.220 0.659 | —0.046 | —0.062 0.358 | —0.049
console
Inside your home 0.242 0.631 0.345 0.059 | —0.050 0.090 0.417
Outside of your home 0.147 0.781 0.136 0.233 0.166 0.018 0.214
Away from office 0.229 0.778 0.101 0.237 0.064 0.119 0.198
Commuting 0.225 0.754 0.104 0.254 0.183 0.025 | —0.188
Traveling 0.098 0.797 0.058 0.251 0.195 | —0.065 | —0.143
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. Wealthy people

. 30+ years old

. Low income

. Niche groups

. 12-29 years old

. Children and disabled

AN AW

Rotated component matrix for hedonic values is provided in Table 3. Based on
eigenvalues, four factors were created.

Based on the correlation coefficients from Table 3, it is possible to name these
factors:

. Positive feelings connection with smartphone usage
. Negative feelings connection with smartphone usage
. Fun and aesthetics

. Limitations of technology

BN =

Rotated component matrix for epistemic values is provided in Table 4. Based on
eigenvalues, three factors were created.

Based on the correlation coefficients from Table 4, it is possible to name these
factors:

1. Retrieving information from & about friends and from other sources
2. Learning about smartphones and applications
3. Education

Rotated component matrix for conditional values is provided in Table 5. Based on
eigenvalues, seven factors were created.

Based on the correlation coefficients from Table 5, it is possible to name these
factors:

. Text-based communication everywhere

. Web surfing without a cable connection

. Entertainment and web surfing with cable connection

. Entertainment and web surfing without cable connection
. Voice communication out of home

. Voice communication with cable connection

. Voice communication inside home

~N NN =

With regards to the results, it is interesting that within functional values (Table 1)
high- and low-comfort-related statements created two factors (3 and 5), not one with
correlation coefficients with opposite signs for the two groups. Generally, the same
thing can be observed within hedonic values (Table 3), the first two factors are
positive and negative feelings in connection with smartphone usage. This may link
to what Kano et al. (1984) identified as different consumer satisfaction driver types.
Namely, must-be features are expected by default; when they are not present, a
consumer is dissatisfied, and when they are present, a consumer is only neutral,
i.e. not overly satisfied. Low-comfort-related statements from Table 1 and negative
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feelings connected to smartphone usage from Table 3 seem to fit the must-be
features, i.e. when they are low/absent, a user is neutral. Another type is a
delighter/exciter, i.e. a feature that makes a product attractive when present but
does not cause a dissatisfaction when missing. This seems to be the case of high-
comfort-related statements in Table 1 and of positive feelings connected to
smartphone usage in Table 3.

There exists also a one-dimensional satisfaction driver type—when a feature is
missing, a consumer is dissatisfied, and when it is present, a consumer is satisfied.
Epistemic values (Table 4) were split into three groups that do not involve positive
and negative aspects of the same thing but this can be also due to available
statements. These values are rather delighter/exciter, not the one-dimensional
driver type.

Having a sample of respondents of a certain age may be a limitation. Specifically,
it may have possibly influenced the factors calculated for social values (Table 2).
Two (of six) factors are 12-29 years old and 30+ years old; the first factor describes
the respondents (as mentioned in the second section, they were 19-25-years old,
average being 20.7), and the second factor describes people older than them. If
respondents were older, it is possible that there would three factors that could be
described as younger than them, their age group, and older than them. On the other
hand, even with a probabilistic sample, the results may be the same because the
threshold age of 30 roughly divides what Prensky (2001) calls digital natives and
digital immigrants. Prensky (2001) did not set the threshold value but it is often
interpreted that people born after 1980 are digital natives. A later threshold year
should be used for Slovakia because (more than 8-bit) computers and networks
became more accessible only after the Velvet Revolution in late 1989; it was
restricted before because of both the communist regime and the embargo enacted
by the Coordinating Committee for Multilateral Export Controls (CoCom).

Statements for conditional values in Table 5 grouped somewhat within the
framework used in the questionnaire text-based communication, voice communica-
tion, entertainment and web surfing. Only two factors cover a combination of two,
namely entertainment and web surfing; it may be because web surfing replaces other
sources of entertainment especially for young people, i.e. digital natives.

4 Conclusion

The aim of the paper was to design factors within the Theory of Consumption Values
that could be in future used in quantitative studies for smartphone adoption or
continued use or for smartphone brand loyalty research. Since (linear or logistic)
regression (which requires uncorrelated independent variables) is the most likely
method that will be used in future research which will use these factors, factor
analysis with VARIMAX rotation was used to group statements within five con-
sumption values. Other than VARIMAX rotation would possibly lead to factors that
are inter-correlated.
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Eventually, five factors were identified for functional values, six factors for social
values, three factors for epistemic values, four factors for hedonic values, and seven
factors for conditional values. Loadings for certain variables were relatively low. It is
possible to exclude them; this may lead to different composition of factors. Using a
different rotation will most likely also lead to different composition of factors. The
factors presented in the paper should hold well for a sample consisting of respon-
dents in their late teen age and in their early twenties. It is not possible to refute a
possibility that social values would be grouped differently in case of older respon-
dents. If only older respondents are used, it is possible that entertainment would not
be merged with web surfing within conditional values as these people may use more
traditional forms of entertainment in a greater extent.
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Impact of UTAUT/UTAUT2 Motives )
on Intention to Use Deal Sites Creckfo

FrantiSek Sudzina

Abstract Deal sites, in different forms, exist for more than a decade. Although the
industry is mature, there is only a limited number of papers investigating deal sites
adoption and use from a customer perspective. Most of the research published on the
topic is rather exploratory than using existing theories. The unified theory of
acceptance and use of technology (UTAUT) is an information systems theory that
explains adoption and continued usage behavior. There already exists the second
version of the theory. The aim of this research is to test if UTAUT and UTAUT2
motives influence intention to use deal sites. As it is a preliminary study, only four
core UTAUT and core seven UTUAT?2 (a superset of UTAUT) motives are inves-
tigated, not factors moderating the core motives. Data were collected in Denmark,
and they are analyzed using multiple linear regression. Considering only UTAUT
motives, only performance expectancy was found to significantly influence intention
to use deal sites. Considering UTAUT2 motives, besides performance expectancy,
also price value, and habit were found to significantly influence intention to use deal
sites.

Keywords Deal sites - Unified theory of acceptance and use of technology

1 Introduction

Deal sites can be used by companies selling goods or services. They are web portals
that offer a certain product for a discounted price for a limited period of time,
sometimes a day; therefore, they are also often called daily deal sites or deal of the
day sites. Probably the first popular deal site was Woot; it was launched in 2004, and
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it was acquired by Amazon in 2010. Since then, many deal sites emerged. From the
better known deal sites, LivingSocial was launched in 2007, and Groupon was
launched in 2008. Groupon acquired LivingSocial signals in 2016 (Lunden 2016);
it signals consolidation of deal sites.

These days, probably most people think of Groupon when talking about deal
sites. There are several reasons for it. First of all, the company spends a high
percentage of the budget on marketing activities, i.e. it is visible. Secondly, it was
discussed in mass media because of several reasons. It was the first deal site to go
public—in late 2011. Moreover, it was the biggest initial public offering by an
Internet firm since 2004 when Google went public. Media coverage in financial
media was even higher due to the fact that Groupon did not use standard accounting
metric but it tried to present revenue as profit while, actually, the company was in
loss. Additional media coverage stems from the fact that the stock price was falling
already shortly after it started to be traded—from $20 it went to almost $30 but it fell
approximately one tenth since then.

From a business model perspective, Groupon can be classified as affinity club
(Johnson 2010), round-up buyers (like Linder and Cantrell’s (2000) buying club),
and trade show (like Timmers’ (1998) third-party marketplace) in the framework
compiled by Taran et al. (2016). The core feature of deal sites is that they offer
coupons. Such coupons are also called social coupons, the term was popularized by
Kumar and Rajan (2012a, b). According to Grosova (2002), the price is often, esp.
when it comes to customer goods, considered the main determinant of the purchase
decision. Deal sites coupons usually offer deep discounts (possibly of 50% or more).
Nakhata and Kuo (2017) point out that while regular coupons were typically for free
(in newspapers or alike), deal sites coupons need to be purchased, or as they call it—
prepaid.

Groupon’s business model is specific in a sense that these coupons become valid
(and money is withdrawn from customer credit cards) only if there is a threshold
number of coupons sold for a particular service or goods within a certain amount of
time; Hu and Winer (2017) call this threshold a “tipping point”. Customers tend to
share the offers they like/purchased/want to become valid on social media in order to
attract more customers, so the threshold number of sold coupons is achieved. This
specific feature of Groupon generates additional social media buzz compared to deal
sites that do not require a threshold number of coupons to be sold in order for a
coupon to become valid. Groupon ceased operations in Denmark (and also Sweden,
Norway, and Finland) on 16 November 2015 (Lunden 2015), i.e. more than a year
later than survey were collected.

Last but not least reason for deal sites to be discussed in media is the fact that both
customers and companies have mixed experience with using deal sites coupons.
Edelman et al. (2016) provide an analysis how to make offers profitable for compa-
nies selling Groupon coupons and they suggest that it would make sense for a
company to allow a customer to buy only one coupon. However, Friedman and
Resnick (2001) pose that such a restriction is hard to implement because a consumer
can set up more than one account and buy more coupons from one company this way.

Although there is an increasing number of papers published about deal sites, there
is still only a limited number of papers investigating motives for their adoption and
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use by customers. Luo et al. (2014) point out that there are two phases of customer
behavior—purchase (prepayment) of coupons, and redemption of coupons (actual
receipt of goods or services). Nakhata and Kuo (2017) summarize that there is more
literature on the former than on the latter. Within the majority category, there exists a
track that focuses on impact of personality traits on awareness of deal sites (Sudzina
2015a), use versus non-use of deal sites (Sudzina 2015b; Sudzina and Pavlicek
2017a), frequency/extent of use of deal sites (Sudzina 2016a; Sudzina and Pavlicek
2017b).

This paper falls in the majority category, i.e. purchase of coupons. A theory
applicable to virtually any IT artefact is the Unified Theory of Acceptance and Use of
Technology—UTAUT (Venkatesh et al. 2003) and its second version—UTAUT2
(Venkatesh et al. 2012). UTAUT stems from the technology acceptance model
(Davis 1989; Davis et al. 1989) and its second version tries to account for the
existing criticism summarized e.g. in Bagozzi (2007).

UTAUT (Venkatesh et al. 2003) provides the following framework to categorize
customer’s motives:

» performance expectancy,
o effort expectancy,

¢ social influence,

* facilitating conditions.

UTAUT?2 (Venkatesh et al. 2012) extends the framework by adding:

¢ hedonic motivation,
* price value,
¢ habit.

The aim of the paper is to investigate if UTAUT/UTAUT2 factors influence
intention to use deal sites and if so, which of these motives influence intention to use
deal sites. The rest of the paper is organized in the following way: In the next section,
there is a description what data were collected and how, and how they were
analyzed. In the following section, results of the analysis are presented. The last
section offers conclusions.

2 Data and Methodology

Data were collected in the spring semester 2014 using an on-line questionnaire.
Respondents were 284 university students from Denmark, of which 153 were male
and 131 female. Most of them were from Aalborg and Aarhus universities in their
first to fourth year of study. Of them 131 stated that they used deal sites and 96 of
them fully filled the questionnaire, so the effective sample size is 96.

With regards to measuring motives (independent variables) and intention to use
deal sites (the dependent variable), responds were asked “To what extent do you
agree with the following statements?” on a 1-7 Likert scale were 1 meant strongly
disagree and 7 meant strongly agree. The order of all these statements was



66 F. Sudzina

randomized in order to minimize the effect of one answer influencing the following
answer. The following statements are adapted from Venkatesh et al. (2003) and/or
Venkatesh et al. (2012).

Statements for the performance expectancy were:

¢ I find deal sites useful in my daily life

» Using deal sites increases my chances of achieving things that I need

* Using deal sites allows me to find deals more efficiently in comparison with other
media

e Using deal sites helps me to find deals more quickly in comparison with other
media

Statements for the effort expectancy were:

* Learning how to use deal sites is easy for me

* My interaction with deal sites is clear and understandable
¢ I find deal sites easy to use

» It is easy for me to become skillful at using deal sites

Statements for the social influence were:

* People, who are important to me, think that I should use deal sites
¢ People, who influence my behavior, expect me to use deal sites

Statements for the facilitating conditions were:

* I have the means necessary to use deal sites (e.g. Internet connection, computer/
smartphone)

¢ I have the knowledge necessary to use deal sites

* Deal sites are compatible with the payment technologies I am used to

e I can get help from others when I have difficulties using deal sites

Statements for the hedonic motivation were:

» Using deal sites is fun
e Using deal sites is enjoyable
» Using deal sites is entertaining

Statements for the price value:

» Offers at deal sites are reasonably priced

e Offers at deal sites are a good value for the money

» Offers at deal sites have good prices in comparison with market prices
* Offers at deal sites are economical

Statements for the habit were:

¢ The use of deal sites has become a habit for me
e I am addicted to using deal sites

* Using deal sites is a must

» Using deal sites has become natural to me
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Statements for the intention to use were:

* Tintend to use deal sites in the next 3 months
» I expect that I would use deal sites in the next 3 months
¢ I plan to use deal sites in the next 3 months

Averages were used for each construct. The UTAUT/UTAUT?2 constructs were
validated by Sudzina (2016b). With the exception of social influence, Cronbach’s
alpha for the remaining constructs ranged between .728 and .912, i.e. higher than
Nunnally’s (1978) threshold of .7. According to Carmines and Zeller (1979),
Cronbach’s Alpha can be biased again short scales; so even the value somewhat
below, such as .631 for social influence could be acceptable for a two-statement
construct.

Multiple linear regression was used to analyze impact of UTAUT and UTAUT2
motives on intention to use deal sites. What will not be written in the next section is
that before testing models with only main effects (presented in Tables 1 and 3), also
interactions were added to the models. But since none of the interaction was
significant, eventually, only models with main effects are described in text. SPSS
software was used for the analysis.

3 Results

First, the UTAUT model is estimated. Parameter estimate for the full model are
provided in Table 1.

The only significant independent variable influencing intention to use deal sites is
performance expectancy. Carlson and Wu (2012) suggest to exclude independent
variables that are not significant. But removing the least significant independent
variables one by one (like stepwise regression with backward elimination) may lead

Table 1 Multiple linear UTAUT
gclifit;slswn for the full UTAUT Constant ~0.300
(0.580)
Performance expectancy 0.873%%*
0.117)
Effort expectancy 0.198
(0.159)
Social influence 0.015
(0.107)
Facilitating conditions —0.022
(0.155)
N 96
Rzadj 0.48

Standard errors are given in parenthesis
* %% and *** present significance at 10%, 5% and 1% levels
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Table 2 Multiple linear
regression for the streamlined
UTAUT model

Table 3 Multiple linear
regression for the full
UTAUT2 model

F. Sudzina

Streamlined UTAUT
Constant —0.287
(0.493)
Performance expectancy 0.879%#**
(0.105)
Effort expectancy 0.176*
(0.099)
N 96
Rzadj 0.49

Standard errors are given in parenthesis

* #% and *** present significance at 10%, 5% and 1% levels

UTAUT2
Constant —0.594
(0.582)
Performance expectancy 0.612%%%*
(0.145)
Effort expectancy 0.068
(0.168)
Social influence —0.113
(0.120)
Facilitating conditions —0.019
(0.154)
Hedonic motivation 0.110
(0.137)
Price value 0.219
(0.153)
Habit 0.289%*
(0.136)
N 96
R% i 0.51

Standard errors are given in parenthesis

* *% and *** present significance at 10%, 5% and 1% levels

to increased significance of remaining variables, such as significance of effort
expectancy decreasing from .218 to .080 in this case. Parameter estimates for the
streamlined model are provided in Table 2.

In the streamlined model, effort expectancy became borderline significant. The
regression coefficients for performance expectancy and effort expectancy stayed
virtually the same. The reason for mentioning also a weaker relationship is that,
according to Baroudi and Orlikowski (1989), researchers in the information systems
field have typically a 40% probability of not identifying the investigated relation-
ship, although it, in fact, exists.

Second, the UTAUT2 model is estimated. Parameter estimates for the full model

are provided in Table 3.
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Table 4 Multiple linear Streamlined UTAUT2
regression for the streamlined Constant 0630
UTAUT?2 model (0.455)
Performance expectancy 0.588*7#*
(0.141)
Price value 0.338%%*
(0.115)
Habit 0.271%%*
0.112)
N 96
| 0.52

Standard errors are given in parenthesis
*, %% and *** present significance at 10%, 5% and 1% levels

Performance expectancy stayed significant after including three additional inde-
pendent variables from UTAUT2. And from the added factors, habit is significant.
Parameter estimates for the streamlined model are provided in Table 4.

In the streamlined model, price value became significant. The regression coeffi-
cients for performance expectancy and habit stayed virtually the same, the regression
coefficient for price value stayed increased.

To sum up, from four factors proposed by UTAUT, only performance expectancy
influences intention to use deal sites (though in a larger sample effort expectancy
might possibly become significant too). And from seven factors proposed by
UTAUT?2, performance expectancy, price value, and habit influence intention to
use deal sites. All of the significant factors have a positive influence.

4 Conclusions

Although there is an increasing body of knowledge about deal sites, there are
virtually no studies that use existing marketing or information systems theories to
investigate what drives use of deal sites. The aim of the paper was to investigate
impact of the UTAUT and UTAUT2 motives on intention to use deal sites.

With regards to the results of the analysis, it is performance expectancy, price
value, and habit that influence intention to use deal sites, all three in a positive way.
UTAUT and UTAUT?2 explain about half of the variance. Future research should
aim to identify what motives explain the second half of variance. This will require
testing of other theories; some additional independent variables for information
systems research in general were summarized by Petter et al. (2013). Moreover, it
will probably be necessary to also conduct qualitative research in order to indentify
additional suitable factors for further quantitative research. For international studies,
even different factors may be needed, e.g. trust or perceived risk as deal sites in some
countries sometimes sell services of non-existent companies, while such fraud does
not happen in other countries.
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The Purpose, Scope and Basic Principles )
of Consumer Protection in Turkey s

Ahmet Karakocali

Abstract Turkey’s previous Consumer Protection Act 1995 was valid until
28 November 2013 when the new Consumer Protection Act (Ankara: TGNA, 2014)
was issued in the Turkish Official Gazette and entered into force on 28 May 2014 after
a series of intensive legislation work. In this respect, 21 Implementing By-laws entered
into force subsequently. This new law, replacing the former Consumer Protection Act
1995, was enacted to comply with both the provisions of the new Turkish Obligations
Act (Ankara: TGNA, 2012) and European Commission’s related directives. Full
harmonization with the EU practices and legislation is the actual target. The new
Act covers the entire consumer transactions and practices concerning consumers
whereas the previous Consumer Protection Act 1995 governed only consumer trans-
actions for the goods and service market. In this respect the new Act is more
comprehensive compared to the Consumer Protection Act 1995. With this paper, we
will try to explain the purpose, scope and basic principles of Consumer Protection Act
(Ankara: TGNA, 2014).

Keywords Consumer - Protection - Law - Purpose - Scope - Basic principles

1 Introduction

Article 1 of the Consumer Protection Act 2014 defines the Turkish Consumer Law.
The preamble includes the following statement: “the article was amended for a
number of statements and it was rewritten with regards to the universal consumer
rights”.

Annulled Law reported on the exact same purposes for the Article 1 of the
Consumer Protection Act 1995 except the measures to be taken for consumer
education. Legislator, here, prefers the attributions of formative and enlightening
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instead of educative. Therefore, it can be said that ratio legis remains unchanged,
literally. In any case, consumer is central for the definition of purposes (Giimiis
2014).

The preamble of the legislator includes consumer as the subject; the target act, on
the other hand, is protection of consumer. With respect to the wording, the purpose
of the legislator is to protect, to compensate and to have compensated, to enlighten,
to raise awareness, to encourage and to motivate the consumer. In fact, the purpose
of this branch of law is consistent globally. Such that, be it Turkish Consumer Law
or comparative consumer law, the purpose is the same in the big picture: protection
of the consumer.

The existence of consumer law independent from the Law of Obligations lies
behind the purpose of protecting the consumer. Following section includes “the
Purpose of Turkish Consumer Law” in order to address the main purposes of this
field of law. Then, the purpose of protective branches of law is addressed under the
“Changes on the Principle of Consumer Protection” and criticism and insight about
the state of the principle of consumer protection are presented. Next section includes
the scope and main principles of the Turkish Consumer Law. The “Conclusion”
communicates a brief study on all the relevant articles.

2 The Purpose of Turkish Consumer Law

Article 1 of the Consumer Protection Act 2014 quotes the fundamental consumer
rights which are globally accepted. Article 1, in fact, communicates the principle of
consumer protection. The purpose of the Law numbered 6502 and especially the
principle of consumer protection is conveyed from the Turkish Consumer Law
doctrine below. Consumer protection is not only important in terms of private law,
but also important in terms of public law. As the production and marketing tech-
niques become more complex, the possibility of damages to the consumers which
the seller and/or provider gets in contact with also increases (Karakocali and Kursun
2015).

As noted in the general preamble, the main purpose of the Consumer Protection
Act 2014 is the completion of the harmonization with EU legislation, as it was the
case in the annulled Law numbered 4077. In accordance with this purpose, acquis
communautaire has been the inspiration (Giimiis 2014). However, the driving force
is the purpose to harmonize with the EU legislation, it was also investigated how the
relevant parts of the acquis is adopted in the national laws of the EU members. On
the other hand, there are monetary details serving for the purpose of the consumer
protection. Nevertheless, increase in fines, variety added to the measures aimed at
monitoring the market, activation of ways to pursuit one’s rights are implemented in
the same manner.

The aim of this law was to protect the consumer who is economically weak when
compared to those classes who hold the economic power. The purpose of the
consumer law is to allow for the consumer to meet his/her needs in a reliable and
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economic manner. “As the weak party of the legal transactions it conducts with the
product and service providers in an expanding market, the consumer is not only in
need of protection because of economic and social reasons, but also because of lack
of information. With this respect, it is a must to protect not only the economic
interests of the consumer but also all the other consumer rights” (Karakocali and
Kursun 2015).

Freedom of contract shall not subdue the consumer in a way to exploit intellectual
and economic superiority. The majority of the regulations under the Law of Obli-
gations are reserve provisions. On the other hand, consumer society has created a
new contract party which needs to be protected along with workers and tenants. In
addition to the solutions available in general provisions, there was a need to provide
special protection to the consumer. In the financial life, seller and provider which
have the organized structure, know-how and economic power are superior when
compared to the consumer who satisfies his/her personal and familial needs with
his/her personal actions. Due to the disturbed equality between contracting parties,
such superiority necessitates the protection of the masses called consumers.

Consumer protection as one of the most important subjects of law policy, is the
act of allowing consumers to purchase with an increased awareness and to let them
become an organized social power. In the consumer society, there is an unnecessary
consumption trend. Consumers tend to buy goods and services without looking
closely into their qualities. Motivated by personal or familial needs, consumers do
not even consider the conditions of the contracts they choose to be a party to
(Altunkaya 2004).

Consumer is now the person who purchases only to consume. They may purchase
a good out of need or purchase an unnecessary good just because they planned to
purchase it. Advertisement methods have reach to a point which is almost impairing
the free will. On the other hand, arrival of the manufacturers as an actual monopoly
keeps the need to protect the consumer, who is already incapable, up-to-date.
Therefore, legal protection must be established before the institution of the contract;
the consumer must be enlightened about overpricing and general transaction condi-
tions while being offered to make use of a healthy competition and honest adver-
tisement environment (Altunkaya 2004).

It is not enough to protect the consumer only in terms of goods and service
quality. Consumer also needs to be protected against interfering contractual texts in
which the conditions of the good or service purchase is determined (Cinar 2009).

Fundamental national policies aimed at consumer protection ensure that the
consumer who is the vulnerable party in terms of social, economic and legal aspects
is protected in spite of the contract On the other hand, the state which protects its
consumers as a requirement of the welfare state characterized by the social state
provides for the public interest in general. The principle of consumer protection
ensures the accuracy and honesty of all the advertisement messages used when the
seller and provider communicates with the consumer. Thanks to this principle, seller
or provider is obliged to avoid any expression and image which pave the way to the
violation of consumer rights and which misdirect the consumer. The principle of
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consumer protection is one of the most valuable aspects of the advertisement ethics
(Aktuglu 20006).

The principle of consumer protection and the regulation which brings this
principle to the legal level protects the consumer against unfair competition. Indeed,
the provisions of Consumer Protection Act 2014 favors the consumer in terms of
legal remedies and sanctions being of a private quality when compared to the
provisions of Turkish Commercial Act 2012 on unfair competition.

Consumer protection also necessitates the measures to be taken against any
possible damages transferred to the heirs of the consumer. On the other hand, the
regulations taking effect to protect the consumer paved the way for consumer
organizations in Turkey and their numbers are increased gradually. Consumer
protection ensures the organization, which is the most efficient way of improving
consumer rights.

3 Changes on the Principle of Consumer Protection

A discourse about the principle of consumer protection is getting away from being
strict in favor of the consumer, that it is becoming flexible in favor of seller and
provider is prevailing, in other words, it is suggested that the discourse is relenting.
Below, this tendency of flexibility and relenting is addressed from a viewpoint of
consumer law doctrine gradually from moderate criticism to severe criticism. How-
ever, first it was compared with the worker and tenant protection principles due to
their similar historical development.

Protective branches of law such as consumer, work and tenant law, are an
embodiment of social state idea in the private law with the motivation of protecting
the vulnerable in the face of the strong (Ozanoglu 2001). Restricting the contractual
relationships in private law with respect to the consumer law, is just a manifestation
of the principle of social state in the private law (Tandogan 1977).

Protective branches of law which found their basis in the social state limit the
freedom of contract The reason behind this is that the balance of interest cannot be
achieved to a satisfactory level in contracts where workers, consumers and tenants
are parties. In other words, general provisions are insufficient in providing the
necessary balance (Aslan 2015).

The aspect of consumer law which distinguishes it from other types of protective
branches of law is that the consumer is not protected under a single type of contract
such as labor contract or tenancy contract and as the protection in consumer law
comes across in many aspects which requires for the same amount of regulation
(Atamer 2007).

In fact, the idea behind protecting the possibility of voluntary contract in protec-
tive branches of law has its origins in business law. Business law had also left its
general provisions with the principle of worker protection and then went through a
period of flexibility with the idea of a fair balance between employer and the
employee, an idea originating from the German Business Law (Laciner 2005).
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Freedom of contract can turn into a dangerous weapon in the hands of the strong
party. In contrast, it is like a blunt knife in the hands of the weak. Regulations
protecting the consumer are divided into two, namely, regulations which support the
functioning of the market and those intervene with the functioning of the market.
Supporting the functioning of the market comes to mean creating individuals with
awareness and autonomy and protecting the competitiveness. Intervening the mar-
ket, on the other hand, is an intervention to the contract, directly; such as investing
the judge the right to adjust the contract or giving the opportunity to the consumer to
dissolve the contract (Atamer 2007).

As it is the case with every law, the absolute purpose of the consumer law is the
common good. Consumer can only be protected to a point that the national economy
can bear such a burden. The social burden consumer protection brings should not
reach to a point that undermines the financial status of corporations and to impede
their adaptation to technologic innovations. Common good requires an economic
balance between the consumer and the seller/provider (Zevkliler and Aydogdu
2004).

It is a fact that economic power drives the consumer law pressurizing the
legislator. However, availability of such businesses in the market also indicates the
need for them. At this point, it is best to be aware of the advantages and disadvan-
tages of the principle of consumer protection and to keep them at an optimal level.
Balance can change in the favor of one party in special cases. For example, small
businesses can become powerless in the face of insisting customers. Laws that
establish the principle of consumer protection limits the freedom to trade, and
paralyzes the economic activities, partially. It is a mistake to give the impression
of protection in any possible case to the consumer. As the consumer is protected, it is
known that the prices of the goods and services available in the market increase
proportionally. Criticism on prices should not be overlooked or ignored. A balance
between the parties of the market can only occur with information and education. Of
course, when not protected at all, the consumer is a victim. After all, it is a matter of
proportions. Protective provisions must be sufficient and effective. However, neither
the number of these provisions must be high nor these provisions must be expressed
in an overly binding manner.

As it can be seen, the principle of consumer protection is criticized because of its
strict bias for the favor of the consumer. The perspective which protects the
consumer under an absolute protection shield as he/she is incapable is not
transforming. The flexibility trend in the principle of consumer protection is
addressed from the viewpoint of concerns such as social state, social justice,
common good and the balance between opposing interests. Indeed, in exceptional
cases where the consumer is not exactly the inferior party such as when the other
party is a small business owner, it is inadequate to apply this principle to the fullest.
A similar flexibility which is experienced in the recent law history in the principle of
worker protection is not a surprising coincidence. In terms of Roman-German
oriented private law, it would be expected to see a similar loosening in the principle
of consumer protection, as it was the case for the principle of worker protection. It
should be expected that the principle of consumer protection loosens in exceptional
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cases as the general purpose draws away from the purpose of provision of social
justice.

4 The Scope of Turkish Consumer Law

The scope of Turkish Consumer Law was defined as follows, before the annulled
Consumer Protection Act 1995 was enacted: all the issues arising from the protection
of the consumer against overpricing, illegal competition limitations, general trans-
action conditions favoring one party, sales in installments and advance payment
along with the threats to the consumer credit. Nevertheless, the ease of access to right
to demand and to action is also addressed under this branch of law (Tandogan 1977).

The rise of consumer law has led the contracts to be divided into three, in the
private law: ordinary contracts, consumer contracts and commercial contracts. Thus,
it is possible to use three theories in distinguishing the consumer contracts from
other, therefore, defining its scope. The subjective theory asks if the consumer is a
party to a contract; the objective theory asks if the contact is a consumer transaction;
and finally, the purpose theory asks about the actual will of the person who conducts
the legal transaction. Thus, the scope, both in monetary and personal senses, emerges
as any legal transaction conducted by the consumer which is aimed at the purchase of
goods or acquisition of any services. Consumer transaction is considered within the
scope of the law, and this law is only applicable when one of the parties to any type
of contract is the consumer who purchases goods or services for private use and
when the purchase of goods or services provides a financial value to the consumer.

Consumer law also involves the measures to be taken against any possible
damages transferred to the heirs of the consumer. Consumer goods are within the
scope of the law; while investment goods are not within the scope of the law
however modest the investor can be (Inal 2005). Article 2 of the Consumer Protec-
tion Act 2014 notes that consumer is invited to appeal to arbitration committee for
consumer problems related to contracts about artwork, transportation, brokerage,
insurance, proxy, banking, etc. The most important modification in the Consumer
Protection Act 2014 was the definition of a consumer transaction. Once limited to the
Supreme Court’s decision within the scope of annulled Consumer Protection Act
1995, consumer transaction now has a wider scope.

As opposed to the annulled Consumer Protection Act 1995, the Article 2 of the
Consumer Protection Act 2014 adds the phrase, “consumer-oriented practices”, to
the concept of “any kind of consumer transaction”. This article is one of the
provisions indicating that the Consumer Protection Act 2014 has a wider scope
when compared to annulled Consumer Protection Act 1995. Therefore, it is made
clear that any unfair commercial practice is within the scope of this law, whether they
are based on a legal transaction or not. For example, aftersales services are
consumer-oriented practices conducted upon the purchase of a good.

According to the preamble, any conflicts arising from the pre-contract informa-
tion form which is to be submitted to the consumer before granting a consumer loan,
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sales management during the establishment of a timeshare contract, and aftersales
services for a purchased good are within the scope of the Consumer Protection Act
2014. Consumer-oriented practices also include the promotion activities of period-
icals and unfair commercial activities. In any case, consumer transaction is the main
concept of the law. Considering the expanding scope of the law, the Justice Depart-
ment is now taking action to increase the number of consumer courts which are now
only able to see a trial nine or ten months after it is proceeded in Istanbul (Giimiig
2014).

When defining the scope of the Consumer Protection Act 2014, a bilateral
research was conducted both for the consumer transaction and the consumer-
oriented practice. In order for a transaction or practice to be within the scope of
aforementioned law, it is necessary for one party to be a consumer while the other
party is a seller or provider (Aslan 2015).

5 Basic Principles

Article 4 of the Consumer Protection Act 2014 addresses general principles to be
applied to all consumer transactions within eight paragraphs. The effort to combine
all the basic principles to be considered for any type of consumer transaction in one
article has led to an “omnibus” bill which includes complicated and unrelated
regulations. The obligation of the seller or provider about informing the consumer
and elaborates how this information is to be communicated to the consumer. The
Paragraph in question addresses the obligation to inform especially for written
contracts. However, the wording used gives the impression that validity of this
provision is based only on the written form and may lead to misunderstanding.
The obligation to inform in terms of the price and expenses which may be asked
from the consumer. Regardless of whether the contract made with the consumer is
formal or not, it was suggested that the information about price and expenses must be
submitted in writing. However, it was not stated if incompliance with this obligation
affects the price and expenses demanded from the consumer.

Article 4 of the Consumer Protection Act 2014 offers a regulation including
unrelated subjects under a section, “Basic Principles”. As part of this regulation, it
was addressed how the written form and consumer information shall be provided,
the impact of the unavailability of one or more aspects that must be included in the
written form on the validity of the contract, the ban on the modification of the
conditions of the consumer contract to the detriment of the consumer, limitations on
the charges, commissions and expenses asked from the consumer for the consumer
transactions, information communicated to the consumer about the charges and
expenses, issuing negotiable instruments based on the consumer transactions, lim-
itations on the personal guarantees acquired for the consumer transactions and
finally, the compound interest ban. It is debatable the suitability of addressing all
these subjects under one article. The effort to combine all the basic principles



80 A. Karakocali

involved in consumer transactions which vary significantly in one omnibus bill
(Giimiig 2014) unavoidably leads to complications in the provisions.

6 Conclusion

Considering the wording of the purpose of the Consumer Protection Act 2014, it can
be seen that the ultimate purpose of the Law is to recognize the consumer rights. In
fact, the main purpose communicated in this article is to fulfill the principle of
consumer protection.

Comparative law also addresses the same purposes with similar wording. The
Treaty on the Functioning of the European Union and the Directive on Consumer
Rights aim to attune national laws of the member states, to bring a balance to the
domestic market and to increase the level of consumer protection. The purpose of the
French Consumption Law was not explained, however, the same vision is expressed
in the doctrine. Switzerland does not have a private law for consumer protection.
However, Switzerland Law of Obligations protects a group of contractual parties
which are parties to a purchase or service contract for personal or familial use in the
face of a seller or provider. On the other hand, Federal Consumer Credit Protection
Law has the purpose to protect the loaner against the creditor, the professional.
British Consumer Rights Act 2015 addresses the protection of the consumer interests
in general. Indian Consumer Protection Act 1986, on the other hand, has the purpose
to reinforce the consumer protection against unfair commercial acts.

As the first country to recognize consumer rights, United States Consumer Law
can be evaluated with a little bit more scrutiny. The code available in the USA
regulates the consumer goods guarantee. The relevant section expresses purposes
such as easy access of the consumer to information, preventing consumer deception,
and to improve the competition in the consumer goods market. It is understood that
the federal purpose of the American Law is actualized through the corporations.
Among these purposes are protecting the consumer against unfair, deceiving and
fraudulent practices; along with protection against bank loan practices providing
grounds for exploitation and leading to unfair profits. In addition, prevention of
injuries and death due to consumer goods is one of the purposes of the law. The
criteria of legal safety and economic efficiency are considered for the protection of
the consumer. The social scar of the US, in terms of consumer law, is the consumer
credits. The homogeneous creditor group is regulated in order to prevent exploitation
of the borrowing heterogeneous group, as part of the consumer credits.

When the purpose is to protect the consumer, criticism involved in this principle
must also be addressed. Both in Turkish Consumer Law and in comparative con-
sumer law, the efficiency of this principle is de lege ferenda debatable. The purpose
of protective branches of law is to build the fair balance for the common good, and
not to favor one party. Instead of a strict and absolute protection in favor of the
consumer, it could content itself with protecting the physical and economic integrity
of the consumer while also protecting the freedom of choice. It can be said that
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principles such as proportionality, consistency, moderation, transparency and hon-
esty are sufficient for this end. As it is the case with every law, the absolute purpose
of the consumer law is the common good. Consumer can only be protected to a point
that the national economy can bear such a burden. National efficiency cannot be
ignored because of this principle.

It must be remembered that this principle limits the freedom of trade in conflicting
interests; paralyzes the economic activities, partially; and increases the prices of
goods and services. It is a mistake to give the impression of protection in any
possible case to the consumer. It is a matter of proportions. Protective provisions
must be created at a sufficient and effective level.

The suggestion that the consumer is capable is unrealistic in exceptional cases.
Indeed, the balance can change in the favor of one party in special cases. Of course, it
is the right time to protect the consumer when the professional seller or provider is
geographically in the vicinity of the consumer, in other words, when he/she is
superior to the consumer. Although, in marginal cases where consumer is not
vulnerable or economically inferior before the professional seller, the general and
abstract protection the consumer law offers to the consumer will be misplaced and
unfair. The purpose is to build a fair balance between opposing interests instead of
overly generalizing this principle.

The principle of consumer protection is now reformed; it is not what it is when at
the end of 70s. Provision of contractual equality and keeping the intracontractual
balance has replaced the interpretation favoring the consumer. Considering the
economic and normative balance of the contract, the consumer protection approach
can be reduced to the subtitles of eliminating the chances of exploitation and
obligations along with its compliance with the code of transparency and honesty.

These principles are not stationary. In the new contractual ethics profile, the
principles of transparency, the obligation of consistency and modesty is sufficient.
In the economic profile, however, it is considered that consumer when he/she is
independent and aware is sufficient.

As it can be seen, the principle of consumer protection is criticized because of its
strict bias for the favor of the consumer. The traditional perspective which protects
the consumer under an absolute protection shield as he/she is incapable is not
transforming. The flexibility trend available in the principle of consumer protection
is addressed from the viewpoint of concerns such as social state, social justice,
common good and the balance between opposing interests. In exceptional cases
where the consumer is not at all vulnerable or incapable, i.e. when there is no
imbalance to the detriment of the consumer, it is not necessary to strictly practice
this principle. It should be expected that the principle of consumer protection loosens
in exceptional cases as the general purpose draws away from the purpose of
provision of social justice.

Article 4 of the Consumer Protection Act 2014 offers a regulation including
unrelated subjects under a section, ‘“Basic Principles”. As part of this regulation, it
was addressed how the written form and consumer information shall be provided,
the impact of the unavailability of one or more aspects that must be included in the
written form on the validity of the contract, the ban on the modification of the
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conditions of the consumer contract to the detriment of the consumer, limitations on
the charges, commissions and expenses asked from the consumer for the consumer
transactions, information communicated to the consumer about the charges and
expenses, issuing negotiable instruments based on the consumer transactions, lim-
itations on the personal guarantees acquired for the consumer transactions and
finally, the compound interest ban.
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Abstract This paper seeks to foster a conceptual discussion about the relationship
between organizational culture and strategy. Organizations must find ways to handle
global, national, market, technological and consumer demands whilst crafting rele-
vant strategies to their internal workings and cultures. When the strategies of
organizations are misaligned with market realities, the survival rate rapidly decreases.
We suggest that the culture of organizations offer an anchor dictating how organi-
zations perceive themselves, their surroundings, their customers and relevant stake-
holders. The assumptions, beliefs and values determine how companies comprehend
what is happening inside and outside the organization while dominating the strategy
formulation and execution process. In a culture where change is avoided, prompt
adaptation to market changes could be painful if not impossible. Thus, we propose
that organizational culture can be utilized as a bridge for aligning inner realities of
organizations with demands of the outer domain. Essentially, we suggest that
organizations’ internal values and culture are generally not aligned with their strate-
gic positions and that the focus of organizations need to be on a “fit” which will create
a “competitive cultural persona” supporting the strategic posture in the marketplace.
Such a “fit” will enable organizations to deploy resources effectively and manage
information flow smoothly.
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1 Introduction

Since the beginning of the twenty-first century, particularly in the last 10 years, the
ways of doing business have changed profoundly. The recent years have proved that
the business milieu is changing at a pace that has not been encountered before
(Achrol 1991; Hamel and Prahalad 1994; Glass 1996; Loewen 1997; Conner 1998).
Hence, the ability to keep up with ongoing changes by adaptation turns out to be a
must for organizations if they wish to survive under the pressures of the globalized
marketplace. However, even if the changes might be detrimental to organizations’
survival, somehow change and continuity have become intertwined concepts. It has
increasingly become difficult to even understand and/or identify phenomena in the
marketplace let alone foreseeing or exploiting them. Consequently, an anchor is
required to make sense of what is going on in the outer domain of organizations so
that they can adjust their inner activities accordingly. The exploration of such an
anchor is the main goal of this paper.

Faced with the challenges due to changes which could occur overnight, organi-
zations are forced to be proactive, innovative, dynamic, adaptive and flexible so as to
tackle these issues (Nadler et al. 1992; Lawler III 1994; Mohrman et al. 1995, 1998;
Galbraith 1973, 1994, 1995; Goold and Campbell 2002; Smith and Fingar 2003;
Spanyi 2006). However, these requirements are easier said than done. The primary
reason why this is the case is because most organizations tend to be set in their ways
(Hammer 1996). Obviously, the market has become such a place that organizations
cannot stay the same as they are through the test of time. To be able to protect their
respective positions and if they are lucky enough, to grow, the last thing that the
organizations should do is to try to hold on to the status-quo. Rather, they should be
able to become dynamic entities so that they are capable of shifting their positions
when the market requires them to do so. This means that the inner activities,
capabilities, approaches, visions and outlooks of companies need to be able to
adapt to the changing dynamics of the outer domain (i.e. the marketplace) in a
timely manner. Thus, organizations need a holistic approach where what is going on
in the market should be able to merge/unify with what is going on inside the
organizations and vice versa.

The motive behind this requirement lies in the fact that globalization pressures
companies to make constant strategic decisions to integrate international technolog-
ical, economic, socio-cultural and political forces. Moreover, as everything has been
leaning toward even further specialization since the Industrial Revolution, we have
become more co-dependent locally and/or globally on each other. This naturally
increases complexity. Thus, a turbulent complexity that organizations cannot escape
naturally occurs. Accordingly, organizations must find new approaches that enable
them to handle this greatly increased complexity, change and uncertainty and at the
same time use fewer resources (Mohrman and Cummings 1989). Hence, contempo-
rary organizations must have efficiency, yet learn and adapt (Schreiber and Carley
2006). In other words, we are leaning towards a world where two completely
opposite operations are simultaneously expected to be carried out proficiently.
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These contradictions actually interlink the exploitation and exploration capabilities
of companies which bring us to the topic of ambidexterity.

Organizational ambidexterity can be defined as an organization’s efficiency in
management of market demands as well as the organizations’ adaptiveness to
changes in the environment concurrently (Duncan 1976). Even if organizations are
historically expected to be simultaneous explorers and exploiters, the modern market
place actually revokes the difference between the two. Now, these two activities are
quickly becoming so intertwined that it is more difficult to identify the contrast
between them. It is not like as if organizations are carrying out two separate activities
in terms of exploring and exploiting. Rather, what they are doing in today’s fiercely
competitive world is actually one very complex activity which requires simultaneous
exploration and exploitation.

With these notions in mind, the main premise of this paper is that organizations
must still somehow find ways to tackle with the global, national, market and
consumer requirements that they face whilst crafting strategies that are relevant to
their internal functioning and cultures. In other words, if the strategies of organiza-
tions do not overlap with market realities, the rate of survival quickly declines.
Thinking in terms of global pressures, when organizations try to hold on to the
status-quo their strategies and structures usually suffer.

This stream of thought is the spark behind this paper that seeks to propose a fresh
viewpoint on the turbulent, complex and ever-changing business milieu. Specifi-
cally, we suggest that the culture of companies offer an anchor in this dark sea of
business conduct. As culture is the exclusive persona of each and every company, it
dictates how organizations perceive themselves, their surroundings, their customers
and their relevant stakeholders. The assumptions, beliefs and values dictated by the
culture determine how organizations make sense of what is going on inside and
outside. These also dominate how strategy is formulated as strategy is perceived
through the lens of organizational culture. As aforementioned, continuity and change
have become so intertwined that ambidexterity has become a basic skill for
conducting business operations. So, the way in which organizations will perceive
these realities will naturally be prescribed by their respective organizational cultures.
For example, in a culture where change is not embraced, but rather avoided, prompt
adaptation to market changes could very well be painful if not impossible. Thus, in
this paper we propose that organizational culture can be utilized as a bridge for
adjusting the inner realities of companies with the requirements of the market,
customers and stakeholders.

2 Relevant Literature

The pertinent literature on complexity, change, ambidexterity and culture is the main
inspiration for the conceptual discussion presented in this study. As there are not
many conceptual models that enclose these constructs all at once, we believe that the
relevant approaches to our deliberation are worth an overview:
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2.1 Complexity, Change and Ambidexterity

As change proceeds as an irrevocable major rule of the competition game and
ambidexterity is one of the indispensable competences of today’s post-modern
organizations, the business milieu proves itself to be a complex one. Complexity
is defined as the number of different items or factors that must be managed
simultaneously by the organizations (Anderson 1999). When complexity increases,
the capacity to comprehend and utilize information to plan, foresee and decipher the
environment becomes more complicated (Black and Farias 1997). While increasing
complexity leads to more change (Conner 1998), adaptation to the changing envi-
ronment becomes more challenging (Lane and Maxfield 1996; Merry 1995). The
reason for the high level of complexity in the modern marketplace can be attributed
to the forces of globalization. As underlined in the previous section, globalization
and technological advances naturally increase complexity for organizations. Fur-
thermore, the surplus of factors adds to the test of perceiving, planning, acting and
surviving in the business world.

The interactions among global, national, market and consumer level demands
yield rather surprising outcomes in the shape of further complexities and changes.
What’s more, the probability of forecasting these complexities and/or changes
drastically decline in the day-to-day struggle for survival. Hence, it also becomes
very difficult to understand the complexities and changes within and around orga-
nizations. Besides, adapting to and/or acting accordingly to these factors can quickly
become a full-time activity. This represents the main stance of our reasoning and
thus, we put forward that organizations need an anchor in this stark sea of business
conduct.

Since change seems to be the only constant in the global, complex, interconnected
and highly technological marketplace, it also affects almost every aspect of the
organizations and their respective markets. Prominent features that are needed for
the proper operation of the businesses have the potential to change overnight and,
some of which can be highlighted below (adapted from Johnson et al. 2008):

¢ Customer value propositions and loyalty patterns

¢ Demand cycles and purchasing habits,

* Cost and profit structures,

» Efficiency of marketing functions,

* Technology,

e Availability of information about the world and domestic economic elements,
¢ Financial markets,

* Business models and strategic choices,

* Resource and supply and distribution channel availability,
* Partnership dynamics,

* Laws and regulations or business norms

While this is the case, it seems that the organizations have nothing left but to seek
for ways to enable them to handle potential changes as soon and seamlessly as
possible. There are a number of well known models in the academic literature. One
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of those is Lewin’s (1947) “unfreeze—change—freeze” model (cited in Schein
2010). Here, the change is sought through acknowledging the need for change,
going through the change and getting accustomed to the new status-quo. Another
well-renowned methodology for change management is proposed by Kotter (1995,
1996). According to his model, the whole process is an existential orientation which
could be implemented through diagnosis, change itself, dedication and stabilizing
the change. In accordance with the logic of these models, change is something that
needs to be managed rather than avoided. For change to be managed, the organiza-
tions’ inner systems must permit them to do so. However, in a case where these
systems do not overlap with the realities of the organizations’ outer domains,
management of change becomes quite challenging and hopes of adaptation rapidly
decrease. Hence, a holistic approach where what is going on in the market should be
able to merge/unify with what is going on inside the organizations and vice versa is
imperative.

Naturally, when change is considered, ambidexterity is one of the foremost skills
that organizations need to possess in order to survive. Organizational ambidexterity
is an organization’s capacity to compete based on both exploring and exploiting
activities (March 1991; Tushman and O’Reilly 1996). As pointed out before, the
realities of the fierce marketplace unfortunately push organizations to carry out both
activities quite proficiently. In other words, two entirely differing functions are
concurrently expected to be carried out skillfully. Examples include delivering
short term results while driving long-term growth and vision; increasing quality
and speed while lowering cost or balancing the needs of all stakeholders. These
contradictions actually interlink the exploitation and exploration capabilities of
organizations.

Still, such a definition does not entail what sorts of specific organizational and
managerial capabilities are needed in order to become an ambidextrous organization.
Thus, Carter (2015) identifies three levels of organizational ambidexterity. The zero-
order type of ambidexterity involves executing strategy that entails simultaneous
exploitation and exploration (Tushman and O’Reilly 1996; Gibson and Birkinshaw
2004). In the first-order ambidexterity, to support the new strategy, the ratio of
exploration and exploitation and the organizational context are expected to dynam-
ically shift (O’Reilly and Tushman 2008). As for the second-order ambidexterity,
Carter (2015) submits that this level involves dynamically altering the dominant
logic to adapt top management thinking, behavior and processes to orchestrate
an ambidextrous organizational system. Here, it is crucial to note that such a
systemwide perspective requires an organizational culture where ambidexterity is
supported.

Conversely, organizational culture may act as a barrier against the proper per-
ception of current market realities and might hinder ambidexterity. Hence, as
underlined by Hodgkinson (1997), a certain “cognitive inertia” can occur if the
organizations are dependent on the mental models that have been useful in the prior
competitive environment. He further explains that if organizations rely too much
on their existing mental models, they may fall short of noticing and/or accurately
interpreting environmental change. In a complementary manner, Carter (2015)
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emphasizes a need for higher-order capabilities that endorse cognitive and behav-
ioral flexibility in how organizations appraise and decode their environment.

As can be seen above, the exploitation activities seem highly contradictive to
the exploratory activities. The realities of the fierce marketplace unfortunately push
organizations to melt the two activities in the same pot. Today’s organizations must
have efficiency, yet learn and adapt (Schreiber and Carley 2006) otherwise their
competitors might outperform them. In other words, two entirely differing functions
are concurrently expected to be carried out skillfully. Examples include delivering
short term results while driving long-term growth and vision; increasing quality
and speed while lowering cost or balancing the needs of all stakeholders. These
contradictions actually interlink the exploitation and exploration capabilities of
organizations.

In order to succeed in this rather challenging task, as we have revealed numer-
ously, a unifying variable is vital for organizations to become ambidextrous.
According to our stream of thought, this variable is organizational culture. We
posit that culture could be considered as an anchor for carrying out the ambidextrous
activities as organizational culture will dictate how each type of activity fits in the
overall organizational milieu and strategy. In other words, the assumptions, beliefs
and values determine how companies make sense of what is going on inside and
outside of the company. As continuity and change have become so intertwined that
ambidexterity has become a basic skill of business operations. These also govern
how strategy is crafted as strategy is perceived through the stance of organizational
culture.

2.2 Organizational Culture

As the main focus of the paper, we propose that organizational culture can be utilized
as a bridge for aligning inner realities of companies with demands coming from the
outer domain. This is to say that we believe organizational culture has the potential to
merge/unify the realities of the marketplace with everything that is happening inside
organizations and vice versa.

Schein (2010) describes culture as a pattern of shared basic assumptions and
accumulated shared learning of a group, covering behavioral, emotional, and cog-
nitive elements of the group members’ total psychological functioning. As to
uncover important facets of organizational culture, he further underlines two critical
elements. One of them is the structural stability maintained in the group by means of
deep—Iess visible—features of organizational culture. The other critical element is
the patterning and integration maintained by organizational culture. Thus, culture
implies rituals, climate, values, and behaviors together into a coherent whole.

Nevertheless, the organization stands as a subjective construct as its employees
will give meaning to their environment based on their own particular cultural
programming (Trompenaars and Hampden-Turner 1998). So in a way, organiza-
tional culture acting as a higher-level domain becomes the “glue” which keeps
people engaged by getting them together. Via indoctrination, organizational culture
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develops into a strategic and dynamic element as well as the presumed cause,
behavioral guidepost and evaluative criteria that informs managers and employees
in their decisions.

Control mechanisms can also be seen as direct manifestations of culture. In fact,
internal and external control mechanisms are implemented by the use of culture.
Culture does not only control employees’/teams’ activities, but also aligns individual
goals and behaviors to strategic targets.

When imperatives shaping organizational behavior are considered, it becomes
clear that there are two facets of organizational culture; “the inner domain” and “the
outer domain”. The inner domain can be briefly defined as the values, assumptions,
beliefs, and norms shaped by the organization’s internal environment related dynam-
ics. On the other hand, the outer domain consists of the values, assumptions, beliefs,
and norms shaped by the institutional environment and the marketplace in which the
organization is embedded. An organization’s culture emerges as an outcome of the
interaction of these two domains.

Implicitly shared values among employees in the inner domain are consensus,
ideologies, and philosophy. Also, there are other inner cultural elements that are
related to products and behavior in the form of certain managerial practices, physical
arrangements, habits, communications and operations. Values and norms of activity
which focus on employees’ orientation and functioning in the strategic domain act as
a bridge between these two domains.

This bridge will emerge as the product of an organizational culture which pro-
vides stability, patterning and integration that will unify the two domains. Each
employee and team knows its role in the organization in facilitating the interactions
among decision makers and stakeholders. What is significant is the link between
strategic values and the outer domain which could be achieved through information
processing. Organizational effectiveness, competitive strategy, and company’s posi-
tioning are not only related to but also are the functions of the firm’s outer domain.
That’s why values, beliefs and norms of behavior will have to be adaptive to
competitive economics and market change. Sustained competitive advantage is
possible only if the culture and values can be linked to the value that the firm creates
for customers.

Most of the time, outer values and norms are invisible, but through shared
learning and formation of collective intelligence, adaptation to market expectations
becomes possible. Formation of collective intelligence is based on adaptive culture
which is capable of learning and generating alternative choices in different market
conditions. In turbulent times, strategic energy is enhanced by appropriate culture
which converts creativity into an organizational value. However, as emphasized in
previous sections, changes in the marketplace and complex nature of the factors used
in strategy formulation make it very challenging for organizations to address market
requirements.

Hence, for superior performance and survival of the organization, culture should
act as an essential factor; as profitability, leveraging, and sustainability are based
on cultural adaptability. To build a competitive edge on appropriate culture three
conditions must be met (Barney 1986): Firstly, the culture must be valuable, in other
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words it must enable a firm to do things and behave in ways that lead to higher
performance. Secondly, the culture must be rare; it should have features that are not
common to other cultures. And finally, culture must be inimitable, challenging and
costly for other organizations to imitate main features. If the organization has a
culture of this kind, only then will it be possible for it to use it as a core competence
leading to a superior competitive position.

What is important is to align, adjust and integrate the outer and inner domain with
“manipulable” strategies, in order to keep organizational culture inimitable, rare and
valuable. Otherwise, if the culture of an organization is imitable, common and does
not enable value creation, then this could be a recipe for failure.

3 Discussion and Propositions

The ever-changing and complex nature of the post-modern marketplace makes
strategic positions and values erratic. State-of-the-art organizations with new busi-
ness models have the capability to shift their strategic postures and values when
required by the marketplace. This is only possible with an adaptive organizational
culture. This permits organizations’ cultural adaptation to market shifts which in turn
enables organizations to design strategies that fit-to-the-market. The successful
companies, in formulating and implementing strategies, are constantly adjusting to
the shifting dynamics to create new bases of competitive advantage. Coming from
this perspective, the main idea of this paper is that organizations’ internal values and
culture are not usually adapted to strategic positions in the market. We propose that
the focus of organizations need to be on the cultural fit and dynamics to organize
internally to carry out strategies. If this gap is bridged, the resources can be deployed
and information will flow through the firm. Otherwise, collective intelligence cannot
be aligned with the overall goals and the market realities of the organizations.
Therefore, we propose the following to exhibit our stream of thought regarding the
notions under discussion:

Proposition 1: Organizational culture must entail a set of critical measurement
criteria to assess whether inner domain values are aligned with the outer domain
values.

Proposition 2: If the inner domain values are aligned with outer domain values, the
formulated strategies will enable organizations to achieve superior performance.

Proposition 3: If the inner domain values are not aligned with outer domain values,
the formulated strategies will not be fit-to-market, which in turn will lead to
decreased organizational performance.

Proposition 4: When the decreased organizational performance persists, this will in
turn decrease the reliability of the strategies which are the product of the organi-
zational cultural system.

Proposition 5: The decreased trust in the organizational cultural system, if not
reinforced, will otherwise lead to cultural erosion which will jeopardize organi-
zational survival in the long run.
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As we have revealed several times, while market conditions and demands may
shift overnight, organizational ambidexterity becomes an essential organizational
skill so as to gauge and stay current along with managing change and complexity.
The information gathered through ambidextrous activities should still be meaningful
within the inner domain of organizations so as to make sense of what is going on in
the environment. Also, this information should also be useful to enable organizations
to craft relevant strategies to address the requirements, changes and complexities
coming from the outer domain. However, if organizations find their performance
levels declining, this may point to a misalignment between their inner and outer
domains. Hence, the ramifications of this potential misalignment might be much
more serious than one anticipates under the challenging market conditions. Accord-
ingly, we find utilizing organizational culture or the competitive cultural persona as
a bridging and aligning instrument that provides a much more permanent and
inimitable solution.

4 Conclusion

This paper is a humble attempt to propose a new viewpoint which integrates culture
and strategy within the perspective of organization studies field. The main position
adopted throughout the paper is that the strategy formulation and implementation
process is conditioned by organizational culture. Organizations will outperform their
rivals and survive in the long term only if organizational culture enables them to
align inner and outer domain related values and imperatives and design appropriate
strategies.

Departing from this point on, a conceptual discussion has been put forth to better
clarify the issues in focus. Throughout the paper, importance of close interrelation-
ships between the inner and outer domain of organizational culture has been
discussed in relation to strategy design. The relationships have been clarified by
positing propositions depicting the importance of related variables.

The discussion presented here especially has important implications for current
debates on the functioning and competitiveness of firms struggling in the challeng-
ing conditions of the new economy as the outer domain continuously introduces new
imperatives for them to address. As organizational studies often supply ample tools
and techniques to aid organizations to keep up with and address ongoing changes
and complexities, we find that these might grant occasional solutions. We believe
that the mentioned means will cease their effectiveness once another wave of change
arrives. What is more, since these methods are developed with certain values, beliefs
and assumptions, these might not be appropriate for every organization’s unique
reality. Since each organization’s competitive cultural persona is distinctive and
inimitable, it will predictably provide solutions that will perfectly fit to each orga-
nization’s exclusive situation.
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In order to corroborate the validity of the propositions and reveal the claimed
relationships and causalities, further research should focus on the empirical
operationalization of the variables.
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Immigrant Cultural Diversity Management )
as a Catalyst for Organisation-Level s
Innovation

Dovile Jankauskaite

Abstract A growing body of empirical research is uncovering the correlation
between diversity and regional economic performance. Cultural diversity is
accepted both as an economic asset, as well as a social benefit. Studies have
demonstrated a positive economic impact of cultural diversity on productivity
and innovation, but only a few organization-level studies have been conducted.
The scientific literature discusses various benefits of cultural diversity to organisa-
tions, e.g., establishing the encouraging environment of “outside the box” thinking.
Diverse management is more likely to introduce product innovations; moreover,
diversity is particularly important for reaching international markets and serving
the cosmopolitan population. Diversity encompasses race, gender, age, culture,
education, personality, skills and life experiences. When managed effectively,
cultural diversity offers the flexibility and creativity that is needed for enhanced
innovation. The aim is to investigate how to handle immigrant cultural diversity to
improve innovativeness in an organisation. Firstly, immigrant cultural diversity
management and relation to innovation are discussed; secondly, the immigrant
cultural diversity management model is presented.

Keywords Cultural diversity - Innovation - Immigration

1 Introduction

The twenty-first century has been described as the age of creativity and smart
economy; therefore, the movement of cultural ideas, as well as their influence on
the innovation process is of paramount importance. In the management literature,
culture is taken more tangibly and measurably, by referring to different nationalities
in organisational contexts (Ozman and Erdil 2013). However, innovation process
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will depend not only on the culture and cultural values of the person in question but
also on receiving the organisation’s culture, tolerance, adaptability and openness to
innovation, along with uniqueness. Incoming cultural ideas take root in the new
environment and spread by affecting change in work teams.

Cultural diversity is not a novel concept; however, it is a topic with many issues in
need of solving, as well as untapped potential in an excellent array of contexts.
Gelfand et al. (2017, p. 5) analysed the scientific literature on the theories of work
behaviour developed in the last 100 years, and noted that “important global trend in
this era is the increasing emphasis on cultural diversity”. Social processes taking
place in the European Union force the member states to look for new means and
forms of innovation promotion. One of such means is not only the cultural integra-
tion of humans with different backgrounds into societies but acceptance and employ-
ment of cultural diversity for innovation development. According to Stahl et al.
(2017, p. 6), “in light of the increased international business activities and trans-
actions across nations, the growing mobility of the workforce across national
boundaries, the dramatic rise in immigration over the past decade, and growing
intra-national heterogeneity in many countries, the time is ripe to study more sys-
tematically the positive aspects associated with cross-cultural contact and the factors
that could enhance the likelihood of their occurrence”.

Cultural diversity is accepted both as an economic asset, as well as a social
benefit; however, while analysing the cultural diversity, its negative aspects are
often being focused on as well. For example, research on immigration performed
in Lithuania is generally oriented towards third party citizens—their integration and
employment environment; in Lithuania, more attention is paid on the evaluation of
immigration challenges, rather than on the analysis of possibilities. Hence, Ikegami
et al. (2017) compare cultural diversity to Schrodinger’s cat—a dual state, because it
is both, an asset and a challenge at the same time. Ward and Ravlin (2016, p. 503)
argue that “the workforce has diverged from a culture of uniformity, but many
organizations do not yet take advantage of the positive outcomes that diverse
opinions may bring”; Zanfrini and Monaci (2017, p. 10) indicate that “there is
potential for the development of significant diversity management actions towards
immigrant workers”, suggesting that immigrant cultural diversity management and
its potential benefits not be adequately investigated.

There is a growing body of empirical research analysing the link between
diversity and innovation; however, research has still failed to provide consolidated
results. Even though most investigations confirm that cultural immigrant diversity
has positive influence on innovation (e.g., Ozgen et al. 2013), a significant share
thereof suggests that the effect is highly dependent on the characteristics of immigrants
themselves, there is also a plenty of studies that has failed to find any connection
between cultural immigrant diversity and innovativeness (e.g., @stergaard et al. 2011;
Parrotta et al. 2014; Ozgen et al. 2014). Ozgen et al. (2014) and Kemeny (2017) have
conducted classification of the research results. Most studies have demonstrated
country-, region-, city-level impacts of cultural diversity on innovation, but only a
handful of organisation-level studies have been conducted (Nathan and Lee 2013).
Hence, it is practical to analyse cultural diversity management as a catalyst for
innovation on an organisation level.
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The aim of the research is to investigate how to manage immigrant cultural
diversity when striving for innovativeness in an organisational environment.
Firstly, immigrant cultural diversity management and connection to innovation
are discussed; secondly, the immigrant cultural diversity management model is
presented.

2 Immigrant Cultural Diversity Management
and Innovation

Diversity encompasses race, ethnicity, gender, age, culture, education, religion,
status, sexual orientation, personality, skills, life experiences, values and other
aspects. Diversity management is described as a means to support and address dif-
ferent lifestyles and character expressions within a workplace group (Scott 2014).
Management activities encompass education and provision of support for accepting
of and respecting various racial, cultural, societal, geographic, economic, political or
other backgrounds. Most commonly analysed cultural diversity management issues
are as follows: strategy (progress toward specific, quantifiable long-term and short-
term goals of diversity); communication (language, differences in verbal and non-
verbal communication); team-building (some cultures are individualistic, while
others value cooperation within or among teams); time (cultures differ in how they
perceive time, e.g., variation in the balance between work and family life, perception
of overtime or even the exact meaning of a deadline); education and training
(managers should be trained on the benefits of diversity and the processes necessary
to achieve it).

The literature generally analyses diversity management issues and challenges;
however, Stahl et al. (2017, p. 2) argue that organisations can benefit from adopting
a more positive outlook to cultural diversity management: “examining the positive
side of differences is not only beneficial theoretically in terms of filling this gap in the
literature, but is also crucial for the practice of international and global business”.
When managed effectively, cultural diversity offers the flexibility and creativity that is
needed for enhanced innovation. This article analyses a particular area of diversity
management—immigrant cultural diversity management. The literature on immigrant
cultural diversity tends to focus mostly on integration. There is a great variety of ways
for immigrants to be integrated into host societies. The three types of immigrant
integration models can be distinguished respectively: (1) assimilationist or republican
(adapting to the host culture, e.g., France); (2) multiculturalist or pluralist (attempts
are made to maintain immigrant cultural diversity and to involve an engaged society,
e.g., Sweden, the Netherlands, the United Kingdom, Canada); (3) segregationist or
exclusion model (can be distinguished by tendency towards separation between or
fragmentation of ethnic-cultural communities, e.g., Germany, Austria, Switzerland).
However, in some cases segregation is considered to be a part of multiculturalism
(Rodriguez-Garcia 2010; Schonwilder and Triadafilopoulos 2016).
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Many developed and developing countries attempt to integrate immigrants into
society, by encouraging cultural diversity and creating an engaged community. Even
in countries that have relatively low levels of immigration, as well as fairly homo-
geneous populations, various tools for improving integration conditions for immi-
grants, such as start-up visa are being established. For example, Lithuania: in 2016
the Cabinet of Ministers of Lithuania approved legislation amendments that would
facilitate the process of acquiring rights for permanent residency to citizens of
non-European Union and non-European Economic Area countries, who wish to
run innovative businesses in Lithuania (start-up visa initiative started in the United
States of America in 2011). Additionally, legislation adjustments were prepared to
set better conditions to arriving foreigners who would contribute to the creation of
social and economic welfare, as well as improvement of competitiveness of the host
country.

When analysing the influence of immigration on innovativeness, two distinct
views from North America (Hunt and Gauthier-Loiselle 2010) and Western Europe
(Niebuhr 2006; Nathan and Lee 2013; Ozgen et al. 2013; @stergaard et al. 2011)
diverge. European researchers tend to focus on the challenges related to cultural
diversity; meanwhile, American researchers perceive potential benefits. However,
with the increase of empirical research from other regions, the link between immi-
gration cultural diversity and innovation can be of three types: (1) non-existing link;
(2) positive effect; (3) negative effect.

Even though many authors suggest that innovations and cultural immigrant
diversity are connected, empirical studies suggest that they are not. For example,
Lee (2013) analysed about 2200 small to medium-sized enterprises in Great Britain
and found no connections between innovativeness and cultural immigrant diversity.
Maré et al. (2014) used questionnaires about innovative (product and process)
activities in New Zealand, when analysing connection of immigrant cultural diver-
sity and innovativeness and found that the contribution of immigrants to innovative
solutions can be observed in some enterprises, however, not on a regional or a
national level.

However, many authors distinguish a positive immigrant cultural diversity effect
on innovations. Levin and Stephan (1999) analysed immigrant input into scientific
production and found that a huge part of U.S. Nobel prize laureates are immigrants.
According to Saxenian (2006), immigrants dominate in creating innovations in
Silicon Valley. Hunt and Gauthier-Loiselle (2010) emphasise the importance of
highly qualified immigrants for innovativeness of organisations as well as the entire
country. They state that immigrants with higher education submit twice as many
patents than their local counterparts. It can be explained by the fact that immigrants
more often choose engineering education rather than locals; it should be noted that
immigrants are not more skilful than residents—the difference lies merely in the
cultural and value predispositions.

While analysing Danish enterprises, Parrotta et al. (2014) found an active con-
nection between immigrant cultural diversity and number of patents. Ozgen et al.
(2013) and Nathan and Lee (2013) also state that cultural diversity is one of the
factors affecting innovativeness: without direct participation of immigrants in STEM
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(science, technology, engineering, and mathematics) research, immigration can
promote innovations indirectly, through active integration into local collective of
colleagues, reaching critical mass in specialized scientific research fields and intro-
duction of additional skills, such as management innovativeness predispositions.
Likewise, cultural diversity helps companies in establishing the encouraging envi-
ronment of “outside the box” thinking; diverse teams are more likely to introduce
product innovations; moreover, diversity is of particular importance when aiming for
international markets. While analysing Dutch enterprises, Ozgen et al. (2013)
suggested that cultural diversity of high qualification immigrants had a positive
effect on product innovations. Fujita and Weber (2004) argue that culturally diverse
leadership teams may improve their new idea generation and problem-solving
potential, especially in environments requiring high amounts of intellectual effort.

Lungeanu and Contractor (2015) suggest that assembling teams with diverse
cognitive resources is more likely to yield innovation. Moreover, foreign workers
provide skill contributions that enable new perspectives to the organisation, as well
as important in triggering generation of new knowledge (Solheim and Fitjar 2016).
According to DiRienzo and Das (2015), countries with higher religiously diversity
can better tolerate different thoughts and viewpoints and thus be more likely to adopt
and accept new ideas and technologies. Sobel et al. (2010) find that the places with
the most diversity in their cultural makeup have higher rates of entrepreneurial
activity. Moreover, Kushnirovich et al. (2017, p. 1) suggest that immigrant entre-
preneurship in particular “have played an important role in the acceleration of
productivity growth, stimulating innovations and competition, especially in high-
income countries”.

Despite the possible benefits, there is a substantial number of immigrant cultural
diversity challenges in the workplace, which impede innovation. Firstly, communi-
cation—language barriers need to be overcome for diversity programs to succeed.
Weak key objective communication results in insufficient teamwork, poor morale
and general confusion. According to Niebuhr (2006), it is paradoxical that culturally
diverse workers provide conditions for creativity and innovative solutions, but at the
same time, it is the cultural differences that cause conflicts that hinder communica-
tion as well as the creation of innovations. However, according to DiRienzo and Das
(2015), ethnic diversity negatively and significantly impacts country-level innova-
tion, while religious diversity has a positive and significant effect, and linguistic
diversity does not have a major impact. Meanwhile, @Dstergaard et al. (2011), while
investigating 1648 organisations, found an active connection between cultural
diversity, innovation, education and gender aspects. However, ethnic, cultural diver-
sity did not affect innovations, while generational difference had an adverse effect.

Resistance to change is another cultural diversity challenge—there will always be
employees refusing to accept the variations in the workplace, including the social
and cultural changes. Such attitude results in dismissal of new concepts and restric-
tion of progress. Hence, due to discrimination, lack of motivation, cultural differ-
ences and stigmatisation, immigrants often do not get a chance to contribute to
the growth of organisation or regional economics (Ozgen et al. 2013; Solheim and
Fitjar 2016).
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Implementation of diversity policies can be the overwhelming challenge to orga-
nisations; management must be unique to organisation strategy. Diversity training
should be conducted, but it is not sufficient enough to stand out as the organisation’s
diversity management plan. When discussing the immigrant cultural diversity man-
agement challenges, many studies mostly analyse refugee problems (e.g., Mapping
Immigration Controversy (the United Kingdom), emphasising the negative effects of
immigration).

There is no consensus as to the type of impact diversity should have on innova-
tion; therefore, the link between immigration cultural diversity and innovation is
divided into three categories: (1) non-existing link; (2) positive effect; (3) negative
effect.

3 Models of Immigrant Cultural Diversity Transfer
to Innovation

The scientific literature provides a multitude of innovation management and cultural
diversity management models; however merely a few provide a connection between
cultural diversity management and innovation (e.g., Nishii and Ozbilgin 2007;
Ozman and Erdil 2013; Zhan et al. 2015; Bouncken et al. 2016; Lisak et al. 2016;
Korzilius et al. 2017).

Ozman and Erdil (2013) proposed a model in which a transfer is made from
diversity to innovation. Opposite from other studies on diversity, this model con-
siders the interaction effects between two different diversity constructs—cultural
and knowledge diversity. This model deals with the cultural attitude towards col-
laboration: collectivism and uncertainty avoidance, knowledge similarity, network
formation and learning in networks.

Korzilius et al. (2017) proposed a model that demonstrates transfer from multi-
culturalism to innovative work behaviour. The model shows that for multicultural
individuals, cultural intelligence also positively influences performance in the
sense of innovative work behaviour. Authors argue that innovation only is necessary
“to the extent that organisations understand employees’ contributions to it and
can manage it” (Korzilius et al. 2017, p. 21); the model also implies the relation of
individuals’ creativity to innovation.

Zanfrini and Monaci (2017) conducted the international research in ten European
Union countries and determined the following immigrant diversity management
areas of practice: (1) practical support that enables the third-countries national
employees to tackle basic issues at work and in life; (2) new initiatives and modi-
fications to management of human resources; (3) the development of a work
environment that is inclusive from a sociocultural point of view; (4) establishment
of formal roles and programs dedicated to diversity management. Based on the
conducted research, an immigrant cultural diversity management model was
developed (Fig. 1), using traditional input-process-output scheme.
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Fig. 1 Immigrant cultural diversity management model. Source: The author

The first column of the model (Fig. 1) represents input responsible for diverse
organisation climate. Different organisational environment can be divided into four
levels—individual, team, organisation and market. Each level contains factors
influencing the organisational climate. Bacouel-Jentjens and Christiansen (2016),
while analysing diversity management, also distinguish separate levels; however,
they only limit themselves to three—macro (societal level), meso (organisation
level) and micro (individual level). Previously mentioned aspects can also be seen
here—networks, diversity policy, knowledge transfer, and so forth.

Individual level encompasses personal identity and cultural identity of the work-
force (unique cultural values, rituals, beliefs, etc.). Team level comprises diverse
and inclusive organisation climate that is established through enabling formal, as
well as informal communication in networks. Here most challenges are encountered;
hence, the organisation must be aware of how intergroup conflicts and cultural
differences should be managed, so that they provide benefits—creative solutions,
etc. Organisation level is of particular importance for organisations to conduct
programs aiding the improvement of management skills, as well as attracting strong,
competent, culturally diverse workforce capable to perform their functions despite
national, language and cultural barriers. If organisations are to achieve this kind of
workforce, they should introduce cultural diversity management and its policies into
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their organisational culture, strategy and plans. Market level—different countries
have laws establishing the conditions for gaining employment for immigrants. The
middle column provides the cultural diversity management process. It is divided into
structural or more formal factors, as well as simple integration, which would not only
theoretically promote diversity benefits, but would also integrate them into the
organisation’s culture.

Structural integration—the formal actions of the organisation (hard elements),
aimed at management of immigrant cultural diversity in organisations. Integration of
infrastructure, preparation of strategy, long and short-term plans, as well as the
development of cultural diversity management policies become increasingly impor-
tant when aiming to support integration and diversity principles, and to pass them on
to employees, clients and other stakeholders: e.g., Bosch “One world with many
perspectives”:

As a global player our intercultural diversity helps us to ensure that we provide optimal

products and services for all markets worldwide. We train our associates with intercultural

courses, language courses and individual development programs. We actively promote
mutual acceptance and appreciation among the different people who work at Bosch — for

instance, through networks, forums and various events. This internationality makes us
unique and strong. (Official Bosch Internet Page 2017)

Another important aspect is integration and accountability, so that objectives of
cultural diversity management would be integrated into a strategic system of the
organisation, encompassing the determination of aims, distribution of funding and
resources, evaluation of activities and their results and accountability. Hence, it is
necessary to measure the impact of various aspects of an overall cultural diversity
program. Finally, an organisation must promote diversity; the research of Hiemstra
et al. (2017) has shown that organisations’ activities to promote cultural diversity at
work have a positive effect. A simple example that can be employed by any
organisation is calendars. Many cultures use various calendars to determine holidays
or specific holidays. These variations affect the workplace, as immigrants require
time off to celebrate their holidays.

Informal integration—the everyday activities of the organisation (soft elements),
aimed at achieving immigrant cultural diversity management therein. The leader’s
behaviour shapes the organisation’s culture; hence the leaders should focus on
solving diversity issues, creating a socially inclusive and engaging culture. Active
organisation leadership and engagement management on all levels is crucial when
assuring that structures, policies and strategies related to immigrant, cultural diver-
sity management would not remain just a formality, but rather be perceptibly
executed in the organisation. One of the strategies proposed by Brody et al. (2017,
p. 284) “create communities of support groups that invite storytelling and sharing
of experience” demonstrates the importance of informal communication and pro-
vides suggestions on how to assure diversity and create a positive organisation.
By involving themselves and being involved in the organisation and its community,
into their formal and informal networks, immigrants would feel like a part of the
team, increasing their loyalty to the organisation, while the networks themselves
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could benefit from innovative input from the immigrants and encouragement for
innovative work behaviour.

Moreover, finally, the cultural diversity management benefits are provided, again
four levels corresponding to the first column are used. According to Madera et al.
(2016, p. 3), “diversity management is positively related to organisational outcomes,
such as innovation, financial performance, and lower turnover rates”. Zanfrini and
Monaci (2017) have determined that immigrant diversity management bring advan-
tages to organisations’ performance: (1) worker commitment improvement and
relation of identity with the organization, as well as retention of this relationship;
(2) new prospects and resources for the process/product innovation and the devel-
opment of alternative approaches; (3) improved reputation of an enterprise; (4) pre-
viously unencountered marketing opportunities related to multiculturalism within
the organisation may arise.

Immigrant cultural diversity management model is linking diverse organisation
climate, structural and informal integration of immigrants to potential positive
results in organisations performance. Therefore, adoption of cultural diversity man-
agement schemes could be a source of a significant boost to organisations, suffering
stagnation, as well as those in search for new ideas and improvements.

4 Conclusion

Upon conducting the literature overview, it has been concluded that there are lots of
research suggesting that diversity could act as a driver for innovation. A division of
link between immigration cultural diversity and innovation has been made, yielding
three possible types of connection: (1) non-existing link; (2) positive effect; (3) neg-
ative effect. Furthermore, if diversity is to be regarded as possessing a positive
impact on innovation, immigrant integration approaches should be chosen so that
diversity is preserved.

The proposed models linking immigrant cultural diversity to organizational-level
innovation tend to distinguish communication and follow through action on com-
mitted strategies as the primary conditions for successful diversity management and
subsequent transfer to innovation. Considering the two integration types (structural
and informal), it should be noted that the structural integration is more geared
towards the compliance with diversity policies and strategies within the organisa-
tion, while the informal integration is intended to bring workforce awareness to
organisations’ efforts and to encourage involvement of engaged community into the
diversity preserving integration process.

Future research would greatly benefit from focusing on qualitative, instead of
quantitative (as it is the case of most current research) investigation challenges posed
by diversity and its integration in the organisational environment.
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The Effects of Human Resources’ m)
Qualification Improvement on Their e
Efficiency in the Public and Private Sectors

Edmundas Jasinskas, Biruta Svagzdiene, and Arturas Simanavicius

Abstract In a varying and regularly learning environment the opinion has been
formed, human resources of organization is the main factor ensuring the efficiency of
organization activity. With a changing environment the qualification of human
resources has to be properly improved both in private and public sectors. The
main scientific problem is, that the methods for qualification improvement of
human resources have to be applied adequately in accordance with activity features
of different sectors. The research revealed, that qualification improvement methods
in both sectors were different. Usually applied qualification improvement methods in
the public sector were the following: self-training, seminars and trainings organized
by the training agencies, dual strategy of refresher training was applied, and in the
private sector the following methods were the most popular: training of internal
employees, internship in other organizations, international trainings as well as
mentoring and the most applied intensive qualification improvement strategy of
human resources; this differently influenced the efficiency of their activities.

Keywords Human resources management - Qualification - Efficiency - Public and
private sectors

1 Introduction

Studies analyzing the issues of human resources’ management accentuate the sig-
nificance of qualification improvement. Sakalas (2003), Lane (2000), Carmeli
(2004), and Hatch and Dyer (2004) analyzed different features of qualification
improvement in public and private sectors. Qualification improvement strategies
and strategy types, necessary for the qualification improvement, were studied by
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Delery (1998), and Salamen et al. (2005), and appropriate qualification improvement
types were examined by ISoraité (2011), Ballot and Taymaz (2001).

There is a limited number of studies on efficiency issues. ValanCiené¢ and
Kloviené (2009); Hatch and Dyer (2004); Deksniené et al. (2007), Ciarniene et al.
(2017) generally defined the conception of the efficiency of human resources of
organization. The concept of efficiency in the public sector was determined by
Bozeman and Bretschneider (1986); Raipa (2011); Gustas (2003), and the concept
of efficiency in the private sector was analyzed by Zutautiené (2007), Certo et al.
(2006); Karlof and Lovingsson (2005) et al. Various authors (Vasiliauskas 2007,
Chlivickas et al. 2010; Schein 1978) made researches on how the qualification
improvement of human resources affects the efficiency of their activity. Different
studies focusing on what aspect the qualification improvement of human resources
comes through the efficiency were performed.

The studies have revealed different efficiency criteria of private and public
sectors. In the private sector the efficiency is associated with direct results of
enterprise, particularly the financial ones (Certo et al. 2006; Zutautiené 2007; Karlof
and Lovingsson 2005; Navickas and Sujeta 2006). While in the public sector, the
efficiency criteria are more associated with proper management of organization and
implementation of human resources’ functions (Bozeman and Bretschneider 1986;
Raipa 2011; Gustas 2003; Robbins and Coulter 2007). Since in latter case the
implementation of functions is important, and in other case—financial indicators,
therefore obviously the prevalent qualification improvement methods as well as their
influence on activity efficiency differ, in one research, however, both sectors at a
time were not analyzed.

It can be assumed, that the effect of qualification improvement of human
resources on the operational efficiency is the subject researched by scientists, there
is a lack of studies, however, which would coherently reveal the differences between
private and public sectors as well as the possibility to learn a good practice from
different sectors. Thus, the research problem is, that the most proper qualification
improvement methods of human resources and the effect of those methods on their
activity efficiency in public and private sectors differ depending on the activity
sectors.

Research objective is to reveal the effect of qualification improvement of human
resources on their activity efficiency in public and private sectors.

Research tasks: to reveal the differences of qualification improvement methods of
human resources in private and public sectors; to reveal the differences of assess-
ment criteria for activity efficiency of human resources in private and public sectors;
to reveal the relation of the effect of qualification improvement of human resources
to the efficiency of their activity; to study and determine the effect of qualification
improvement of personnel on its activity efficiency under the example of Lithuanian
organizations of public and private sectors. Research methods: scientific literature
analysis, questionnaire survey and statistical analysis.
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2 Literature Review

In developing economy, the organization’s human resources should have an appro-
priate qualification, since the demand is continually changing, and regular qualifi-
cation improvement is necessary. This requirement is characteristic to both sectors—
private and public one. The literature analysis has shown, that qualification improve-
ment of human resources in private and public sectors differs.

Sakalas (2003) analyzed the features of qualification improvement in the public
sector. He indicates, the qualification improvement is related with a particular work
in the public sector. Chlivickas (2006), who compares public and private sectors,
states, that the qualification improvement of human resources in public sector is
adequate to the position of a specialist, focused on the formation of new skills. As
Carmeli (2004) considers in his paper, the responsibility of human capital improve-
ment of entire organization in the public sector falls on the manager of human
resources, and this is too major function for one person. It is necessary to take care
of employees’ integration, motivation, improvement of trainings and skills inside the
organization.

The qualification improvement in private sector, in manufacture, was researched
by Hatch and Dyer (2004), who on the basis of their results indicated, that human
resources were strategically significant in the production sector, that improving the
qualification they obtain tacit knowledge, i.e., they do not need to be told how to do
this. The knowledge obtained during qualification improvement helps to surpass the
competitors as soon as new technologies appear, and human resources become more
perceptive.

Different qualification improvement in different sectors is also resulted by the
fact, that every organization is individual, thus its human resources are individual.
To improve the qualification of employees it is necessary to have a plan and to know
what type of qualified employees is preferred. This requires a qualification improve-
ment strategy to be created.

Delery (1998) defines, that qualification improvement strategy is the strategy
facilitating the organization’s planning for the qualification improvement of human
resources. Every enterprise subject to environmental conditions, its priorities, inter-
nal factors of organization, is proposed to form an individual qualification improve-
ment strategy of organization. In the literature, three qualification improvement
strategies are indicated. They are shown in Fig. 1.

The organization following the intensive strategy and employees with appropriate
education take care of their intensive training and workplace-based qualification
improvement (Salamen et al. 2005). The personnel’s workplaces are changed on
regular basis to get the qualification improvement possibilities of workplaces
applied. The dual strategy states, that the potential of organization’s human
resources should be increased concentrating on the use of employees’ skills and
ambitions (Delery 1998). The responsibility of employees for development of their
qualification is accentuated. This strategy creates possibilities for the employees to
improve and it corresponds to poor financial resources allocated to these goals.
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Human resources - intensive strategy

Dual (polarization) strategy |

LA

Mobility strategy |

Qualification improvement strategies

Fig. 1 Qualification improvement strategy. Source: made by authors based on Salamen et al.
(2005), Delery (1998)

The third, mobility strategy, allows the organization to accentuate the importance
of high education (Delery 1998). Earnings and learning are interrelated. Attention is
focused on learning inside the organization. Therefore, a very high mobility of
possessed personnel is ensured in case new demands emerge. According to the
mobility strategy, the possibilities of employees with high education to retrain, to
adjust to new work requirements are much better than of employees with lower
education. It suits for the organizations where technical progress is important and for
mobile organizations as well.

Since the organizations are very different and this is determined by their activity
in different sectors, with individual human resources, it is necessary to establish the
appropriate qualification improvement methods. Various methods for qualification
improvement of human resources of organization may be selected. The choice of
individual training method depends on the entirety of factors: training and education
cost, duration, number of persons trained, knowledge depth, present qualification of
human resources, and many other factors. ISoraité (2011) highlights five following
methods for the qualification improvement and education:

. Special functional training;

. Workplace-based training;

. Rotation according to the functions;

. Internship in other companies;

. Participation in working groups;

. Self-improvement in the process of work activities.

AN AW

Due to many forms for qualification improvement, some are very popular and
other—Iless. The most popular qualification improvement methods are the following:
lecture, educational conversation, discussions and debates, guideline, instructions,
programmed training, observations and assessments, various events, independent
training.

Ballot and Taymaz (2001) and Kumpikaité (2007) analyze human resources’
training and its evolutionary methods. The research reveals, that qualification
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improvement and training of human resources is one of strategic goals of organiza-
tion in order to create a system, which would develop employees’ skills, considering
company requirements and employee goals. The employee should have possibilities
to develop the competences, the ability to adjust to any changes, to develop skills,
experience, to correct the mistakes.

Adamoniené (2009) claims, that human resources became a key source for the
procurement of stable competitive advantages, enhancement of their potential value
and satisfaction of dynamically developing consumers ‘needs of any type of business
organizations.

Overall, it may be claimed, that some of submitted training methods require more
investments from the organization and some of them less. Since employees working
in the organization already know the work specifics, they should deepen their
knowledge, and this requires competitive, professional lecturers, such chosen
methods may be as follows: working in groups, excursions, internships, educational
conversations, lectures, discussions, and simulation games. However, this needs
much more investments than workplace-based learning, independent learning, visual
material demonstration, discussion, simulation games, since the latter methods do
not require expensive services of lecturers or coverage of internship expenses.

Also the latter are saving time, since you may study after work, at your leisure
time, however how effectively this knowledge will be absorbed and applied depends
only on the employee himself, there are no lecturers who encourage, and motivate. In
addition, the use of their knowledge uncloses during the lectures or in working
groups.

Thus, the selection of method for qualification refreshment mostly depends on the
company’s funds allocated for the qualification improvement. This reveals the
priorities in respect of an employee. The success of organization depends only on
how organization takes care of human resources improvement: what methods are
chosen and what investments are allocated. Only competent human resources of
organization may solve the problems arisen and increase the efficiency of their
activity.

The efficiency of human resources comes through particular aspects. Since
human resources and their qualification improvement are analyzed, it is important
to study how the efficiency of these phenomena comes through and what stands for
this efficiency in the organization.

It is important to compare the main differences of efficiency concept, both in
public and private sectors (see Tables 1 and 2). The concepts are compared under the
following features mostly used and accentuated in the definition by scientists: human
resources, financial resources, organizational management, functions and goals. This
is indicated in the comparative tables.

After the analysis we may see, that the public sector accentuates the efficiency
through organizational management and implementation of human resources func-
tions, however in private sector financial indicators, organizational management and
company’s functions and objectives are more important.

When analyzing the concept of efficiency in more detail, in the public sector (see
Table 1) some basic features may be highlighted: efficiency—well coordinated and
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Table 1 Key definitions of efficiency of public sector activity

E. Jasinskas et al.

Author

Definition

Definition features

Human
resources

Financial
indicators

Organizational
management

Functions,
goals

Bozeman and
Bretschneider
(1986)

Efficient and effective
planning, arrange-
ment, management
and control of human
and other resources in
pursue of organization
objectives

+

+

+

Raipa (2011)

The efficiency of pub-
lic administration is
related with more
qualitative involve-
ment of human
resources into organi-
zation: formation of
objectives, and imple-
mentation encourag-
ing a teamwork,
professional develop-
ment of employees by
upholding a working
climate

Gustas (2003)

Efficiency when gov-
ernmental institutions
organize work in such
a way to satisfy more
effectively the needs
of citizens, and pro-
vide services they
require

Robbins and
Coulter
(2007)

The efficiency of
activity shows
whether the goals set
by organization were
reached, and whether
the functions attrib-
uted to institution
were implemented
applying all organiza-
tion resources

planned human resources, efficiency—when objectives of organization are fully

fulfilled, effective—when the needs of citizens of country are satisfied.

Moreover, in the private sector (see Table 2) the efficiency is associated with
rational applied resources, with positive rates in profit (loss) account and with a
purposeful manager’s administration in order to reach its objectives. Thus, when
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Table 2 Key definitions of efficiency of public sector activity

Definition features

Human Financial | Organization | Functions,
Author Definition resources | indicators | management | goals

Certo et al. | Activity efficiency - - + -
(2006) depends on management’s
ability to make rational
right decisions

Zutautiené | Efficiency is such use of |- + + -
(2007) resources when the best
result is achieved. Effi-
ciency is related with
input of resources. Effi-
ciency depends on costs,
demand in the market,
labor productivity, inhabi-
tants’ capacity

Karlof and | The efficiency of enter- - + - -
Lovingsson | prise activity reflects in
(2005) profit (loss) account, since
rational use of resources is
indicated in

it. Shareholders want to
know how the resources
of their company are used

Navickas Efficiency as the rate of - + + +
and Sujeta system adjustment to
(2006) solve a particular task is
defined unambiguously:
considering external cir-
cumstances, which condi-
tion the system, there may
be many effects. Effect is
determined as the differ-
ence between the result
and expenses

assessing the efficiency, it is necessary to consider, whether it will be assessed in
private or public sector.

To conclude it may be stated, that activity efficiency is the indicator of organi-
zation results, which indicates whether the goals set by managers were reached,
whether functions attributed are being implemented, whether rationally planned
human resources are able to implement the requirements.

Dittenhofer (2001) accentuates the two main reasons, why it is important to
analyze the efficiency of human resources’ activity. According to the author, the
efficiency results affect organization, as well as the personnel, allow to shape up or
enjoy the work results. This shows whether entire organization acts purposefully.
Often the organization acts effectively, only some actions are irrational.
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Certo et al. (2006) claim, that analyzing personnel’s efficiency, it is necessary to
pay attention to organization’s goals and type, personnel abilities, encouraging to
work creatively, whether efficient organization work is ensured, is there any moti-
vation for innovations, how the relationship between personnel and management is
moderated. It is also important to take into account manager’s abilities to administer,
plan, encourage human resources, to motivate them and to create positive climate for
work, and the communication with organization environment.

Kerbel (1991) also studies the manager’s role in the efficiency of human
resources activity. He accentuates the following priority areas the managers of
organization should focus on, in order to keep the organization effective:

1. Organization management—the management of organization strategic decisions.

2. Arrangement of activity—work control, planning and purposive distribution,
internal purposive communication of personnel.

3. Management of financial and non-financial resources—rational use of resources,
special attention is given to the management of human resources.

4. Implementation of goals and services, i.e., cognition of objects, the activity is
provided for, the purposeful organization activity providing some benefit.

5. External relations—cooperation with other organizations from the same branch
and spreading the information about the organization to the society.

To obtain exact data accumulation and its reliability, one should know how to
measure the efficiency of activity, and in what rates it is measured. As Certo et al.
(2006) notice, it is hard to evaluate the activity efficiency, since it is necessary to
consider personnel abilities, education, type of institution, whether all resources and
budgets inside the enterprise are used to ensure an effective result, whether new
managerial technologies are implemented, whether employees are encouraged to
develop and creatively treat their work, whether internal communication between
managers and the rest of employees is strong. And Bernstein (1992) claims, that
efficiency rates are the rates of operational activity, of turnover, and of working
capital activity.

The factors resulting from public and private sector differ, because structural
environments of these sectors are cardinally different. Public organizations have
their objectives and functions officially approved by laws. The particular activity
rules, public activity are financed and restricted by the state. Thus the assessment
criteria of activity of private and public sectors are also different. Goods and services
of the private sector are evaluated in terms of money, most of public services are free
of charge, and therefore it is more complicated to assess their effect and impact on
society (Anciiité¢ and Misitinas 2006; Moynihan 2006; Wholey 1997). Therefore, in
the public sector such rates as productivity, competence, quality of activity are
applied, and in private one—financial indicators of surplus value and expenses.

For the analysis of activity efficiency rates and assessment of private sector the
quantitative rates are used, while the criteria of public sector are more subjective, i.e.,
qualitative and more difficult to measure. Overall, it may be concluded, that effi-
ciency of activity is an individually defined index, which shows whether organiza-
tion with the most rational resources achieves the goals set and implements the
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functions attributed, whether it does not deviate from organization plans. There are
many factors of activity efficiency, but the management of organization, investments
in modern equipment, qualification improvement of human resources, planning of
organization activity are some of the most significant.

The efficiency rates in private and public sectors differ. In private sector the rates
of profit (loss) account are accentuated, and in the public one the productivity,
activity quality, and competence are highlighted, it is surveyed how the law regula-
tions are observed, whether tasks set by the state are fulfilled.

To conclude, we may state, efficiency is an integral concept of any activity, which
is related to expected good results. The concepts of qualification improvement of
human resources and efficiency are tight. This reflects in good results of human
resources activity and in various strategic branches. The qualification improvement
of human resources makes the organization advantaged and more competitive,
increases labor productivity, enhances the employee’s self-confidence, however to
assess the efficiency in private and public sectors different criteria are applied.

3 The Methodology and Model

When analyzing the scientists’ studies it was noticed, that there are few empirical
researches on the issues of the effects of human resources’ qualification improve-
ment on their activity efficiency in public and private sectors. More studies are
carried out in the public sector. The effects of human resources’ qualification
improvement on their activity efficiency in public and private sectors are not
compared.

Both Lithuanian and foreign scientists unambiguously agree, that in public and
private sectors the process of qualification improvement is important for good results
of human resources and organization activity. In the empirical research the rates of
activity efficiency are determined depending on the sector, and are affected by the
process of qualification improvement.

With a help of research performed, the situation in the organizations of Lithua-
nian public and private sectors, as well as the effect of qualification improvement of
human resources on their activity’s efficiency was determined. After the literature
analysis a new assessment model for the effects of human resources qualification
improvement of organization on their activity efficiency in public and private sectors
was created (see Fig. 2).

To assess the effect of human resources’ qualification improvement of organiza-
tion on their activity efficiency in public and private sectors in the research model it
was regarded separately from the point of public and private sectors. The compar-
isons were selected, because the specifics of sectors differ. The private sector is more
flexible and independent, and public one is regulated by the laws and restricted by
financial resources and liabilities to the society. Private sector offers its employees
more attractive opportunities for the professional development, more freedom to
choose and make decisions compared to the public sector, which features by
bureaucracy prevailing.
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Fig. 2 Research model for the effects of human resources’ qualification improvement of organi-
zation on their activity efficiency in public and private sectors. Source: made by authors under
Adamoniené¢ and Ruibyte (2010), Dittenhofer (2001), Fleischhauer (2007), Raipa (2011), Karami
et al. (2008), Hatch and Dyer (2004)

Subject to the specifics of the sector, i.e., public or private one, the qualification
improvement methods in these sectors are also different (Patapas and Kasperavicitité
2009; Navickiené 2011; Kjellberg et al. 1998). Following empirical research carried
out by the scientists under the practice of different methods, not only the type of a
sector has an effect, but also some other elements: the investments in the process of
qualification improvement (Hatch and Dyer 2004; Fleischhauer 2007), organization
size, lack of competences and knowledge for human resources of organization
(Karami et al. 2008; Cesnulevitiené and Lakis 2002; Miliukiené and Prakapiené
2012). Thus the choice of the method for human resources’ qualification improve-
ment of organization is affected also by qualification improvement strategy, under
which the direction of development of the method and the improvement process
itself is selected (Delery 1998). The selection of training methods is named as a
serious problem, since without regard to human resources, and whether such method
is appropriate, the result may be negative (Miliukiené and Prakapiené 2012).
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Following the statements presented in the paragraph above, the first hypothesis
H1 may be developed: in public and private sectors usually different training
methods of qualification improvement are applied.

To analyze the research carried out by scientists, most indicate that human
resources affect the efficiency of activity. Some managers name them as the element
of business success (Weiss and Finn 2005). The enterprises of the private sector
claim, that in order to increase possibilities and profitability of enterprises in
international and local markets they should focus on the competence of organiza-
tion’s human resources (Karami et al. 2008).

Both in private and public sector the qualification improvement of human
resources uncloses as the component of their activity efficiency, whether through
the competitive ability, or through the plans fulfilled, satisfied customers, society or
positive financial indicators (Hatch and Dyer 2004; Fleischhauer 2007). The effi-
ciency of human resources’ activity both in public and private sectors has a feedback
to the process of human resources’ qualification improvement, which indicates
whether qualification improvement has answered the purpose or not.

Following the statements presented above the hypothesis H2 may be developed:
qualification improvement of human resources increases their activity efficiency in
public and private sectors. It is important to note, that several scientists notice, that
subject to sector specifics, the result of activity efficiency of human resources in
these sectors differs. The efficiency of activity is hard to evaluate, since every
organization is different and uses its resources individually (Certo et al. 2006).

In the public sector the rates are more qualitative (Raipa 2011): the society-
oriented results (Cesnuleviéiené and Lakis 2002; Vienazindiené 2009), as well as the
activity is reflected by the goals set to the employee, not only by the organization, but
also by the laws related with the main activity and functions (Patapas and
Kasperaviciate 2009; Navickiené¢ 2011; Afonso et al. 2010). The efficiency of
private sector is measured by quantitative rates: financial indicators (Dittenhofer
2001; Bernstein 1992; Karami et al. 2008), competitive advantage (Hatch and Dyer
2004) as well as key results of activity (Afonso et al. 2010).

Following this, the hypothesis H3 may be developed: the qualification improve-
ment effect reflects in different results of their activity efficiency in public and
private sectors. After the research these three hypotheses were verified.

To verify the hypotheses, the questionnaire in writing was applied, since the
quantitative research was carried out, the main instrument of which was a question-
naire. The questions of questionnaire were selected based on Adamoniené and
Ruibyte (2010); Dittenhofer (2001); Fleischhauer (2007); Raipa (2011); Karami
et al. (2008); Hatch and Dyer (2004). The questionnaire consisted of 15 questions,
1-7 of which were social-demographic, and the rest 8—14 questions for the qualifi-
cation improvement process and assessment of activity efficiency in the
organization.

Due to the questionnaire data the hypotheses raised may be verified. The ques-
tionnaire was chosen, since it features by the least input of respondents’ time and
finances, and allows to quickly gather the information for the research.
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The research was carried out in the private sector—business organization (the
company wanted to remain incognito and did not allow to name it in the research),
and in the public sector—the administration subdivision of Municipality of typical
Lithuanian city (subdivision wished to stay incognito and did not allow to name it in
the research).

The organizations selected were from the different sectors and this helped to
reveal higher variety of opinions regarding the qualification improvement and
activity efficiency. The different sectors, different numbers of employees, sizes of
organization and ownership types were chosen. The first organization of the private
sector was a leader in wholesale, distribution and logistics of consumer goods in
Lithuania and Latvia, actively expanding its activity in Estonia. The second organi-
zation from the public sector was one of the most important public administration
bodies having a huge significance for public services of the city.

Two groups of respondents were chosen: in the organization of public sector
48 respondents of 50 employees were surveyed and in the organization of private
sector 33 respondents of 35 employees were surveyed. The size of research sample
was estimated under the Paniotto formula and not exceeding a permissible bias of
5% in social sciences.

4 The Findings

To assess the hypothesis H1 it was important to compare the training methods
applied in public and private sectors (Fig. 3).

It was relevant to analyze in what forms and methods the qualification of human
resources was improved taking into account the type of organization. The studies of
Navickiené (2011), Kjellberg et al. (1998), Hatch and Dyer (2004), Fleischhauer
(2007), Miliukiené and Prakapiené (2012) reveal, that due to the differences of
motives, the training methods applied by organization also differ, what affects
their activity’s efficiency. The liabilities to organization are higher in the private
sector.

In order to find out how the application and frequency of training methods differ
depending on the organization, in which respondents work, for a statistical analysis
the most popular training methods were selected: independent learning
(in organization of the public sector) and internal employees’ training (private
organization). To analyze this relation Chi-square was used.

As Table 3 shows, a clear statistical relation between organization sector and
practice of training methods was established. Since p < a (p = 0.00, o = 0.05,
i.e. p < a), this means, that relations between the sector of respondent’s organization
(organization of private or public sector) and training methods applied in it—
independent learning, training of internal employees are statistically significant.

Thus the hypothesis H1 developed in this paper was confirmed: the methods
applied for qualification improvement training in private and public sectors are
usually different. Data shows that, indeed, different qualification improvement
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Internship in other organisations 421
P g 4.33
Internal employees’ training
Working groups
Seminars 3.92
International training 391
Instructions, programmed training
Independent learning 425
Educational conversation
Conference
Mentoring 3.97
Organizational training of educational agencies
Pays studies in higher education
Organisation of private sector M Organisation of public sector
Fig. 3 Training forms and methods for qualification improvement, N = 81
Table 3 Chi-square test in Chi square
the analysis of practice of -
. Y pra Independent learning p = 0.000
independent learning and o
internal employees’ training Internal employees’ training p = 0.000

depending on public and
private sector, N = 81

methods are usually applied in public and private sectors. In the public sector the
most popular qualification improvement methods are the following: independent
learning, seminars and trainings organized by training agencies. And in the private
sector the most popular are: training of internal employees, internship in other
organizations, international trainings and mentoring.

This was revealed also by analyzed empirical level of the effects of human
resources qualification improvement on the efficiency of its activity in public and
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Fig. 4 Average values of qualification improvement strategy indicated by respondents under the
organization type, N = 81. Statements are assessed as follows: 5S—completely agree; 4—agree, 3—
neither agree, nor disagree, 2—disagree, 1—absolutely disagree

private sectors. As it was stated, the private sector features by innovation and adapts
more rapidly to the altering environmental conditions, the public one—is regulated
by various governmental laws (Hatch and Dyer 2004; Fleischhauer 2007). The
private sector offers its employees more attractive possibilities for the qualification
improvement (Karami et al. 2008; Cesnulevitiene and Lakis 2002), more freedom to
choose and make decisions than the public sector, which features by prevailing
bureaucracy.

After the analysis of mostly applied training forms and methods for improvement
of qualification in chosen organization, it is important to find out about the attitude of
respondents to qualification improvement process in public and private sectors, since
the entire consecutive process affects the efficiency of their activity.

The results obtained (Fig. 4) show, that in public and private sectors different
strategies for qualification improvement are applied. In the organization of the
private sector the strategy of human resources—the intensive one is mostly applied
(M = 4.27), while in the organization of public sector it is little used (M = 2.29). In
the public sector the most popular qualification improvement strategy is dual
(polarization), which has got the highest assessment (M = 4.25), and in the private
sector it is the least evaluated strategy of qualification improvement (M = 2.27).
When comparing the attitude of respondents from public institution and private
organization to the mobility strategy it was established, that this strategy is more
characteristic to the public sector than to the private one, however the difference
exists (M = 3.06 and M = 2.35 respectively). It may be claimed, that the most
popular strategies for qualification improvement in appropriate sectors perfectly
illustrate also the training methods obtained in particular sector.
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Table 4 Respondents’ attitude to how the qualification improvement process has affected their
activity efficiency according to organization type, N = 81

Organization of | Organization of
public sector private sector
Statement Average value (M)
1. Enterprise has made more profit 2.67 291
2. Improvement of financial indicators and results of 2.83 291
your organization activity
3. Decrease of Customers’/Society’s complaints and 342 3.09
increase of praise
4. Increase of Customers’/Society’s satisfaction 3.38 3.18
5. Image of Your organization or department 3.67 3.27
6. The cooperation among organization members has 3.38 3.27
improved
7. Climate in organization has improved 3.29 3.09
8. Quality of decisions being made has increased 3.83 3.27
9. Relations and work with other institutions and orga- |3.33 3.09
nizations have improved
10. Your everyday work has become more productive | 3.75 3.45
11. Your professionalism, initiative, creativity have 3.63 3.64
increased
12. Earnings have increased 3.04 291
13. Goals, plans and expectations set for You by the 3.71 3.45
management were implemented easier
14. Your personal value has increased 3.96 3.73
15. Nothing has changed 1.88 2.55
16. Employees are valued according to their activity 3.75 3.27
results.

Note: Statements are assessed as follows: 5—fully agree; 4—agree, 3—neither agree, nor disagree
2—disagree, 1—absolutely disagree

Assessing the efficiency of employees’ activity, a variable of a rank type with five
possible answers was evaluated. The higher rating of this index, the stronger
conviction of the respondent, that after training and qualification improvement his
everyday work has become more productive. As Table 4 shows there is no big
difference between the attitudes of respondents from public and private sector
organizations.

In Table 4 presented above most of statements are quite strongly expressed. When
analyzing the statements related with the financial indicators, it may be noticed, that
employees from private sector have stronger expressed present efficiency compared
to ones from the public sector. In their opinion due to their increased competence,
organization has made more profit (M = 2.91 and M = 2.67 respectively) and in
general financial indicators and results of organization have improved (M = 2.91
and M = 2.83 respectively).
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The customer and society-oriented results are stronger expressed by the
employees from the public sector organization. Respondents of the public sector
state, that due to successful qualification improvement process, the number of
complaints has decreased and number of praise from the society has increased
(M = 3.42), and society’s satisfaction has also increased (M = 3.38). The state-
ments: Decrease of Customers’/Society’s complaints and increase of praise
(M = 3.09) and Increase of Customer’/Society’s satisfaction (M = 3.18) were
more faintly assessed than in the public enterprise.

When analyzing the block of statements, related with basic activity results, it is
noticeable, that the employees of public enterprise stronger expressed, that the image
of organization or department has improved (M = 3.67), while the respondents from
the private enterprise expressed this statement more faintly (M = 3.27). Both the
respondents from public and private sector organizations claimed, that after qualifi-
cation improvement process, the cooperation among organization members
M = 3.38 and M = 3.27 respectively) as well as the climate in the organization
(M = 3.29 and M = 3.09 respectively) has improved, and relations and work with
other institutions and organizations as well (M = 3.33 and M = 3.09 respectively).

The employees from the public sector organization have accentuated, that qual-
ification improvement process significantly affected the increase of quality of deci-
sions being made (M = 3.83). In the organization of private sector respondents also
think it has some effect (M = 3.27). The survey results showed, that a big part of
employees from both sectors feels, that their everyday work has become more
productive (M = 3.45 and M = 3.75 respectively), the employees also claim, that
their professionalism, initiative, creativity have increased (M = 3.63 and M = 3.64,
respectively).

There are some differences between the opinions of different sectors’ employees
regarding the increase of everyday work productivity. This statement was
highlighted by both sectors as one of the most significant advantages in the process
of qualification improvement, however the statement assessed by the public sector
employees was more pronounced (M = 3.75), while the employees of private sector
have evaluated it M = 3.45. This statement confirms the research carried out by
scientists Weiss and Finn (2005), Afonso et al. (2010), and Adamoniené (2009)
related with the effects of qualification improvement on the efficiency of employees’
activity.

It should be noticed that, according to the respondents, in the organizations of
public and private sectors being analyzed, the earnings have increased due to
qualification improvement process (M = 3.04 and M = 2.91, respectively), the
goals, plans and expectations set for them by the management have become simpler
implemented (M = 3.71 and M = 3.45, respectively), also a personal value of
respondents has increased (M = 3.96 and M = 3.73, respectively), and the respon-
dents have been started to value according to their activity results (M = 3.75 and
M = 3.27, respectively). The less part of respondents claimed, that qualification
improvement had no effect at all on their everyday activities (M = 1.88 and
M = 2.55, respectively).
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The correlations of qualification improvement of human resources and activity
efficiency of organization employees were assessed separately in respondent groups
employed in public and private sectors.

The correlation results revealed, qualification improvement of the employees in
public sector is statistically significantly, but faintly related with the employee’s
activity efficiency, i.e., correlation coefficient is R = 0.27. While the qualification
improvement of employees working in the private sector is statistically significantly
related with the activity efficiency of employee, i.e., the more enterprise is involved
in the qualification improvement of human resources, the more effective and pro-
ductive everyday work of employee becomes (correlation coefficient R = 0.97). The
particularly strong positive correlation of these factors was established (hypothesis
was confirmed in the assessment of enterprises of the private sector).

Though the analysis of this case indicated, that in the public sector a statistically
significant difference between activity efficiency of human resources and qualifica-
tion improvement effect was not established, however on the basis of research data
and its analysis, it may be deemed, that enhancement of activity efficiency due to
qualification improvement process was felt. H2 hypothesis developed in this paper
“Qualification improvement of human resources increases their activity efficiency in
public and private sectors” may be confirmed in the case of the private sector.

The qualification improvement of employees working in the public sector is
related with better basic activity results and society-oriented results (correlation
coefficients R = 0.400 and R = 0.316), however it is not statistically significantly
related with financial indicators. In the private sector these correlations are signifi-
cantly stronger: qualification improvement of employees is related with financial
indicators (correlation coefficient R = 0.692) and in particular strongly is related
with basic activity results (R = 0.898) and society-oriented results (R = 0.827). The
research reveals, that investments of organization in the qualification improvement
of employees are in particular strongly related to higher productivity and efficiency
of employees’ activity of the private sector.

Then, it may be stated, that hypothesis H3 “The effect of qualification improve-
ment reflects in different results of their activity efficiency—in public and private
sectors” may be confirmed. As the research data shows, the qualification improve-
ment of human resources in the public sector increases the better main results of
employee’s activity and reflects better society-oriented results, and in the private
sector it shows higher financial indicators and increases the basic activity results and
society-oriented results.

The obtained research results are confirmed by scientific research on the issues of
activity efficiency carried out by Raipa (2011), Afonso et al. (2010), Dittenhofer
(2001), Karami et al. (2008). Different activity efficiency rates in the sectors are
determined by many factors, which were shown by the research performed: first of
all, application of different training methods, and, what is the most important,
different features of the whole qualification improvement process in public and
private sectors.

To conclude, it may be stated, that employees from the private sector organization
feel higher efficiency of activity due to qualification improvement process applied in
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organization, which is intensive and controlled by organization, therefore the orga-
nizations of public sector could take over a good practice of qualification improve-
ment from the private sector.

5 Conclusion

The qualification improvement may be defined as inherent part of organization
existence, in which theoretical and practical knowledge necessary to perform func-
tional works is educated, enhanced, deepened. The selection of qualification
improvement methods starts from qualification improvement strategy. There are
three of them: intensive, dual, and mobility strategy. There are many methods for
qualification improvement. The choice of method for the organization depends on
investments provided for the enhancement of human resources of organization. The
most popular qualification improvement methods are the following: lectures, edu-
cational conversation, discussions and debates, guideline, instructions, programmed
training, observations and assessments, various events, independent learning.

The activity efficiency is inseparable conception from any activity related with
desirable good results. The activity is effective when resources of all types are
controlled effectively and qualitatively, when organization sets its own intended
tasks, remains competitive and productive, regardless the essential changes. In
private and public sectors, the rates of activity efficiency assessment are different.
In the private sector the rates of profit (loss) account are accentuated, and in the
public one the qualitative rates are highlighted: productivity, activity quality, com-
petence, how the laws are observed, whether the tasks set by the state are fulfilled,
how appropriations are adopted.

The qualification improvement of human resources and activity efficiency are
strongly related. The competence of human resources reflects in good results of their
financial activity and in the strategic planning, in long-term consequences: welfare of
individual and society, as well as organization efficiency. The qualification improve-
ment of human resources makes organization superior and more competitive,
increases work productivity, decreases inputs, and enhances employee’s self-
confidence.

The research of the effects of qualification improvement of human resources of
public and private sector organizations on their activity efficiency has revealed, that
in both sectors the methods of qualification improvement are different. Usually
applied qualification improvement methods in the public sector: independent learn-
ing, seminars and trainings organized by the agencies, dual qualification improve-
ment strategy applied. And in the private sector the following methods are the most
popular: training of internal employees, internship in other organizations, interna-
tional training and mentoring, and usually applied intensive qualification improve-
ment strategy of human resources. This affects differently the efficiency of activity.
Thus the first hypothesis—in public and private sectors usually different qualifica-
tion improvement training methods are applied—after the research was confirmed.
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During the different studies of qualification improvement process, when compar-
ing the effect of qualification improvement of human resources of public and private
sector organizations on their activity efficiency, it was noticed, that in the private
sector the effect of qualification improvement process on positive results was higher
than in the public one, where relation is weaker. On the basis of this, the second
hypothesis was partly confirmed—qualification improvement of human resources
increases their activity efficiency in public and private sectors.

During the research performed the results of activity efficiency in the public
sector, compared to the private one, due to the effect of qualification improvement
are more qualitative: this reflects in the results of their basic activity, in society-
oriented results. In the private sector the effect is felt not only in the named
qualitative results, but also in financial indicators. Due to this, the third hypothe-
sis—the effect of qualification improvement reflects in different results of their
activity efficiency in public and private sectors—was confirmed.

It is noticeable, that in the public sector a good practice of qualification improve-
ment of private sector should be taken over in order the qualification improvement in
the public sector more significantly affected the efficiency of activity.
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Turnover Tendencies Among Workers )
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Marek Botek

Abstract The literature often studies turnover and the reasons underlying it. This is
logical as high turnover not only increases costs, but also means that employees
represent a threat to the original company if they go to competitors. The most
frequent reason for high turnover is perhaps dissatisfaction with work, but the
influence of other factors has also been studied. In spite of the breadth of research,
the results are very often ambiguous. This article is focused on turnover tendencies
in two plants operated by a ceramic company in the Czech Republic. Among the
sample of workers, the study examined the impact of expectations of work, training
pursued and age. Dependence was confirmed only between work expectations and
turnover tendencies in one of the two plants. Statistically, it is only possible to
confirm/reject those aspects that are currently relevant. However, it is possible that
turnover tendencies are influenced by more factors with a cumulative impact.
Managers and HR managers should therefore pay attention to all potential aspects
of risk.

Keywords Turnover - Satisfaction - Ceramic plant - Questionnaire - Czech Republic

1 Introduction

Turnover is a long-term challenge for companies with an unfavourable perspective.
It has been explored since almost 100 years ago (Slichter 1919) and continues to be
the subject of study. Turnover is generally considered to include the firing of
employees and their leaving voluntarily (e.g. Shaw et al. 2005; Brewer et al.
2012). Lee (2010) describes employee flow within firms as referring to inflows
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(employee acquisition), intraflows (internal staff deployment) and outflows
(turnover).

Turnover is demanding in terms of both finances and time for both employees and
employers (Holtom et al. 2008). Also, other authors claim that employee turnover
leads to increases in costs for employers to fill vacancies and train new employees
(Allen et al. 2010; Cascio 2015). These costs often amount to the annual salary of the
employee in situ, but the total costs for each job-hopper can be 90-200% of the
employee’s annual salary based on the skills and competences required (Cascio
2015). Allen et al. (2010) claim that direct costs, work disruption and losses of
organizational memory and seasoned mentors associated with turnover are signifi-
cant issues. Jasinskas et al. (2013) alert, that the highest attention should be paid to
managers they are able practically apply knowledge. Also, Lee (2010) notes that
turnover through employees leaving influences the quality of organizational services
through various mediated relationships. Many organizations therefore have a vested
interest in retaining key employees. In accordance with products’ Life Cycle they
started to use Social Life Cycle Assessment (Vavra and Bednafikova 2013). Even
when voluntary turnover rates drop because of unfavourable labour markets, it is
short-sighted to ignore retention management. Trevor (2001) found that high unem-
ployment rates have little impact on the turnover of high-performing employees or
those with in-demand skill sets.

While the entry (hiring and relocation) of employees can be managed relatively
easily, it is more difficult to manage employees’ exit. Nowadays, with low unem-
ployment rate in the Czech Republic, it is very difficult to recruit employees with the
required competences.

The firing of employees is usually termed involuntary turnover, whereas leaving
initiated by the employee is termed voluntary turnover (Allen et al. 2010). Involun-
tary turnover is manageable with sufficient notice ahead of time, but voluntary
turnover is more problematic. Employees leave organizations for a wide variety of
reasons. Internal (push) factors are influenced by the job, boss, company culture or
work conditions. External (pull) factors are, for example, the offer of better pay, a
more interesting job, or a better company environment.

The aim of this article is to verify the impact of three factors on turnover: job
expectations, training and employee age.

2 Literature Review

Employee turnover is significantly influenced by certain human resource manage-
ment (HRM) practices (Ghebregiorgis and Karsten 2007; Rodriguez and Ventura
2003). Ahmad and Schroeder (2003) state that the number of fired employees is
negatively related to several HRM practices, but their result is not statistically
significant. Also Kim and Bae (2005) claim that HRM results in decreased voluntary
turnover, whereas Kaya and Abdioglu (2010) identified problems in organizational
politics as increasing the probability of the instigation of turnover tendencies.
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O’Halloran (2012) found that firms with internal labour markets typically experience
lower turnover and also that among workers receiving some form of performance
pay, regardless of the type, there are lower rates of employee turnover than among
workers who do not. Vitaliano (2010) found a positive impact of corporate social
responsibility practices on decreasing turnover.

Branham (2009) claims that 95% of those leaving companies belong to category
Voluntary departures where employer actions may prevent/delay turnover. This
indicates that employers have a high degree of control over their employees’
departure decisions and also that employees have a high degree of control over
such decisions. The use of suitable HRM strategies could reduce voluntary turnover
and there is more than one generally usable solution (Brewer et al. 2012).

It is not enough to have the potential for a high degree of control over decisions to
complete a work contract. It is necessary to be informed about turnover tendencies
and to want to solve them. In project management it is included in threats of project
(Svirdkova and Soukalovd 2015). Maertz and Kmitta (2012) distinguish between
five types of floaters. Among these are people who plan to leave the job if an event
occurs in their life or work (push factors) or in their neighbourhood (pull factor).
Similarly Novy et al. (2006) claim that the decision to leave can depend on many
factors. They categorize these in three groups: out-of-company factors (supply and
demand in the workplace market and competitors in the region), company factors
(size of salary, work organization, relationship with bosses and colleagues, etc.) and
factors based on the personal characteristics of employees (gender, age, level of
education, tenure, etc.). Branham (2009) offers 67 reasons for employees leaving,
identified through the analysis of thousands of output interviews. The reasons
include, for example, lack of promotion possibilities, feeling unappreciated, bad
relationships, stress, insufficient salary, family reasons, etc. In June 2015, a survey
was undertaken among citizens in the Czech Republic on the theme of ‘satisfaction
with occupation’. The results showed that 13% of working people were considering
a change of job, 83% did not wish to change their jobs and the rest were undecided
(CVVM 2015).

Although there are impulsive types of floaters (Maertz and Kmitta 2012), usually
the decision to leave a job is not an immediate decision. Employees tend rather to
undergo a process of alienation and may begin to show warning signs in response to
a shocking event (tardiness, lack of interest, etc.). Perceptive managers (line man-
agers) should react and reverse the turnover tendency. It can also help that people do
not like changes, because change determines to feel people insecure (Nedelcu and
Busu 2016).

Also, other authors distinguish between turnover and turnover tendencies, the
latter being defined as the will, tendency and intention of an employee to leave the
organization (Tett and Meyer 1993; Aydogdu and Asikgil 2011; Saeed et al. 2014),
while turnover describes the actual act of detaching oneself from an organization
(Aydogdu and Asikgil 2011). Saeed et al. (2014) also include plans to dismiss
employees as turnover intention. Turnover intention is a significant determinant
and predictor of actual turnover (Tett and Meyer 1993; Griffeth et al. 2000).
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In the last 50 years, a significant amount of literature has emerged on the factors
that lead to employee turnover or turnover intention (Egan et al. 2004). Kaya and
Abdioglu (2010) undertook a detailed literature review in the area of factors affect-
ing individuals’ voluntary turnover or turnover intention. These authors referred to
studies oriented to the impact of: environmental factors, such as the labour market
and national culture; organizational factors, such as organizational strategy, orga-
nizational culture and human resource policies and practices; individual factors,
such as job stress, job satisfaction, organizational commitment, gender, personality
traits, self-efficacy and age.

Cotton and Tuttle (1986) and Korff et al. (2015) affirm the important role of
work-related factors, among which they include pay, job performance, role clarity,
task repetitiveness, overall job satisfaction, satisfaction with pay, satisfaction with
work itself, satisfaction with promotional opportunities and organizational commit-
ment. Also Lee et al. (2004) show the impact of job performance on turnover. Cotton
and Tuttle (1986) identified personal factors playing a significant role in turnover.
These factors include age, tenure, gender, biographical information, education,
marital status, number of dependents, aptitude and ability, intelligence, behavioural
intention and net expectations.

Liu et al. (2013) found that leadership style, i.e. leader—member exchange, can
have a significant effect on employee turnover. Ethical aspects are important not
only inside the company but also in contacts with its key stakeholders (Munzarova
et al. 2016). Lu et al. (2016) found lower turnover tendencies for managers than for
line workers in the hotel industry and based on a review of the literature, they claim
the significance of the impact of engagement on reducing turnover tendencies.
Hofhuis et al. (2014) found a higher degree of turnover tendency and also turnover
among minority members. This correlates with finding that there is a higher level of
turnover in companies employing immigrants (McKay et al. 2007).

In addition to examining the factors affecting fluctuations in turnover, authors
have also tried to develop explanatory theory. Mitchell et al. (2001) propose job
embeddedness theory, which claims that the reasons why an individual does not
leave an organization are dependent on his/her relationships with other people,
activities and the environment inside and outside the company. Unlike other theo-
ries, this includes factors beyond those related to work and the organization.
However, in the literature we can also find arguments based on instrumentality
theory, proposed for example by Skinner, Taylor, and Ford in the early to
mid-twentieth century. In this vein, Ehrenberg and Smith (2012) claim that higher
salaries can be used as a tool to reduce voluntary turnover. Also, Ghebregiorgis and
Karsten (2007), based on a study undertaken in FEritrea, suggest that employee
turnover decreases as the firm’s compensation package increases.

If a company wants to reverse an employee’s decision to leave, in addition to
redressing the adverse condition (salary, lack of appreciation, work organization) it
can also suggest changing working hours or location and thus mitigate the impact of
the aspects it cannot influence (long-term care for family members, health reasons,
burnout). Lee (2010) recommends targeted retention and dismissal of employees,
thus keeping those who are most able and firing those with less power, or potentially
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unable to establish strong relationships with customers. Such fluctuations in turnover
may then even be positive for the company.

3 Hypotheses

3.1 Expectations

Job dissatisfaction is the prime cause of turnover, which may be due to multiple
reasons (Dubey et al. 2016). In particular, numerous surveys have found a significant
negative relationship between job satisfaction and turnover intention (Tett and
Meyer 1993; Griffeth et al. 2000; Alexandrov et al. 2007; Brewer et al. 2012;
Saeed et al. 2014; CVVM 2015; Tschopp et al. 2016). On the other hand, according
to Allen et al. (2010), the view that dissatisfaction is a primary reason for people
leaving is a misconception. Rather, this traditional path is true only for a certain
group of employees, whereas others follow different paths, detailed below.

The second path to departure entails relatively satisfied employees, who leave due
to receiving an attractive alternative offer. Such an attractive offer can be described
as a kind of shock, usually unexpected, coming at a time when the employee
was not considering a new job. If the company monitors competitors’ offers in
neighbourhood and changes its own offers in line with these, it can minimize outflow
from the second group of employees.

Negative shock (such as incompatibility, disagreement, conflict) is also a factor
that triggers turnover tendencies (Lee and Mitchell 1994). In the case of a strong
shock, an individual will not have to stop to consider if there is an alternative job
offer and will leave the company. In the case of a weaker shock, it will induce the
employee to start to think about alternative job offers. It is possible to identify and
measure these work-related shocks as a means of predicting the decision to leave the
company in the future (Morrell et al. 2004).

The third path, according to Allen et al. (2010) involves those who consider
whether leaving might be profitable for them in response to a certain event, such as
completing a particular training programme, receiving a retention bonus, or com-
pleting an MBA.

The fourth path involves relatively satisfied employees who do not want to leave
and have not considered leaving. Their departure is impulsive, typically in response
to a negative shock. Allen et al. (2010) thus confirm the impact of floaters, similar
to Maertz and Kmitta (2012). Lee et al. (1999) confirm that job dissatisfaction
might be the driving force in fewer than half of individual turnover decisions.
Also, Alexandrov et al. (2007) found a statistically significant, but relatively small,
direct influence of job satisfaction on turnover intention.

In relation to turnover, there are few studies that have considered employees’
perceptions of their jobs, even though Porter and Steers (1972) argued that if
employees’ expectations are not satisfied, the tendency towards voluntary turnover
increases. Rahman and Nas (2013) claim that employees’ turnover intention is
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predicted by employees’ development perceptions. Similarly, Bergiel et al. (2009)
found that employees’ perceived growth opportunities are negatively related to
employees’ turnover intentions. Moreover Dubey et al. (2016) state that employee
turnover is mainly a function of an employee’s internalization of his/her job.
Similarly, Luna-Arocas and Camps (2008) demonstrate that the relationship between
job satisfaction and turnover intention is mediated by employee commitment.
Finally, Slatten et al. (2011) claim that there are indications that employees’ per-
ceived service quality has a direct negative effect on employees’ turnover intentions.

The success of the work adjustment process is reflected in the extent to which an
employee’s performance is satisfactory on the one hand (i.e. the extent to which the
individual can meet job demands) and on the employees’ satisfaction derived from
his/her work on the other; this is expected to influence the employee’s likelihood of
remaining with the organization (Boon and Byron 2016).

Intrinsic motivation has been argued to be the strongest predictor of turnover
intention (Dysvik and Kuvaas 2010). Prior research has found a negative relation-
ship between intrinsic motivation and turnover intention across different cultural
settings (e.g. Richer et al. 2002; Kuvaas 2006; Vansteenkiste et al. 2007).
Radosevich et al. (2008) argue that highly engaged employees have higher job
satisfaction compared to disengaged employees. The effect of job satisfaction on
turnover intention is transmitted primarily through affective organizational commit-
ment (Alexandrov et al. 2007). It is clear that people have expectations of their own
jobs and want to satisfy them. These perceptions are formed before entry to the job
and if they are not satisfied, this can be a reason for leaving.

Based on the above, the following hypothesis is proposed:

H1,: Employees with a job that does not correspond to their expectations have the
same turnover tendencies as employees with a job corresponding to expectations.

H1,: Employees with a job that does not correspond to their expectations have
different turnover tendencies as employees with a job corresponding to
expectations.

3.2 Training

Turnover, both voluntary and involuntary, can be influenced by insufficient work
competencies. Kaya and Abdioglu (2010) claim that resignation due to the educa-
tional level of employees leads o lower productivity. Moreover, research results
suggest that competitive advantage in terms of innovation in the ceramic tiles
industry requires the implementation of firm strategies focused on organizational
learning and design management (Ferndndez-Mesa et al. 2013). Similarly, Bonavia
and Marin-Garcia (2011) claim that companies with the most lean production
practices also more often train their employees in these practices.

Kaya and Abdioglu (2010, p. 154) posit, but do not confirm, the hypothesis that
‘Employees with a high level of knowledge about the profession before starting to
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work for the institution have a higher probability of having turnover intention’.
However, Allen et al. (2010) claim that there is only a weak relation between
education and turnover, whereas Bergiel et al. (2009) found that training is directly
related to employee’s intention to leave.

Therefore, the second hypothesis is as follows:

H2,: Employees who consider the training offered insufficient have same turnover
tendencies as employees who are satisfied with the sufficiency of training.

H2,: Employees who consider the training offered insufficient have different turn-
over tendencies as employees who are satisfied with the sufficiency of training.

3.3 Age

Young people up to 29 years of age and also people over 60 most often consider
job change (CVVM 2015). In the category of those over 60, this probably entails
thinking about retirement. However, a meta-analysis undertaken by Tschopp et al.
(2016) indicates that turnover intention and actual turnover are lower for older
employees. Turnover is believed to increase with age until a certain point, after
which turnover tendency tends to diminish with increasing age (March and Simon
1958).

When the impact of age on turnover is considered from the perspective of job
embeddedness theory, it can be argued that with increasing age, the relationships of
employees with their organization, co-workers and the region in which they live
become ossified and therefore they do not want to move from their familiar envi-
ronment (Mitchell et al. 2001). This is more common among employees in their 40s
(Kaya and Abdioglu 2010). Based on a meta-analysis, Porter and Steers (1972)
found that younger employees with low tenure exhibit the highest turnover, while
among older employees there is an increase in absenteeism. Cotton and Tuttle (1986)
identified a significant role of personal factors, including age and tenure, in turnover.
Also, Griffeth et al. (2000) claim that company tenure meaningfully influences
turnover. On the other hand, Kaya and Abdioglu (2010) were unable to confirm
the impact of age and tenure on turnover tendency; they found that being aged 40 or
above reduces the probability of leaving the organization, but this finding was not
statistically significant.

Tschopp et al. (2016) found that compared to that of younger employees, older
employees’ job satisfaction was less negatively related to their turnover intention;
this buffering age effect only held for employees with a weaker independent career
orientation.

Vitaliano (2010) considers that turnover is typically higher for young workers
because they are in the process of searching for jobs and careers that best fit their
backgrounds and tastes. Moreover, they possess less firm-specific human capital and
this is not as valuable in the open market as with their current employer. However
Vitaliano (2010) does not propose any reason for this.
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Considering these unclear conclusions, the third hypothesis is as follows:

H3,: Employees up to 29 years do not have different turnover tendencies from those
of older employees.

H3,: Employees up to 29 years have different turnover tendencies from those of
older employees.

4 Methodology

The data were collected through a primary quantitative survey employing a ques-
tionnaire. The questionnaire was adapted from the Employee Satisfaction Question-
naire developed by the Research Institute for Labour and Social Affairs (Research
Institute for Labour and Social Affairs 2007). The questionnaire items were mea-
sured using a four-level Likert scale (1 = strongly agree, 2 = agree, 3 = disagree,
4 = strongly disagree). The questionnaire was distributed in printed form to
445 employees at the Bechyné plant of a ceramics firm and 265 employees at the
Znojmo plant of the same firm (comprehensive survey, all employees in worker
positions were invited to participate). The distribution and collection of question-
naires were implemented in March and April 2016. The return rates were 98 ques-
tionnaires (22%) in Bechyné and 49 (19%) in Znojmo.

The analysis was carried out using Microsoft Excel. This program supports tools
for descriptive statistics—absolute and relative frequencies and the testing of inde-
pendence in contingency tables (Pearson’s chi-squared test (%2)). Each hypothesis
was tested separately for the Znojmo and Bechyné plants, accepting a level of
a = 0.05 as statistically significant.

5 Results

In the Bechyné plant, both voluntary and involuntary turnover increased in the
period from March 2015 to February 2016, reaching a total turnover of 30.60%
and voluntary turnover of 17.32%. These values are very high, particularly as the HR
director of the company considers turnover above 10% to be high. In the Znojmo
plant, turnover was not so high (in same period, reaching total turnover of 15.79%
and voluntary turnover of 7.34%), but the tendency is growing. Thus, it is important
to monitor turnover tendencies in both plants and make continuous attempts to
reduce them.

The first hypothesis is focused on the relation between employees’ work expec-
tations and turnover tendencies. Table 1 shows that the null hypothesis of the
independence of work expectations and turnover tendency is rejected. This means
that employees’ whose expectations do not correspond to their current job have
different turnover tendencies than employees with a job that does correspond to
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Table 1 Dependence between turnover tendency and expectations in the Bechyné plant

Frequencies Do you think to leave the company?

Work confirms expectations Yes Rather yes Rather no No Total
Totally agree 0 1 2 16 19
Rather agree 3 11 15 22 51
Rather disagree 3 6 6 0 15
Totally disagree 2 2 1 1 6
Total 8 20 24 39 91
Significance of chi-squared test 0.0002
Statistical level of significance 0.0500

Zero hypothesis is rejected

Table 2 Dependence between turnover tendency and expectations in the Znojmo plant

Frequencies Do you think to leave the company?

Work confirms expectations Yes Rather yes Rather no No Total
Totally agree 0 2 1 8 11
Rather agree 4 5 12 25
Rather disagree 0 1 2 0 3
Totally disagree 0 0 1 0

Total 4 7 9 20 40
Significance of chi-squared test 0.191
Statistical level of significance 0.050

It is not possible to reject the hypothesis

their expectations. Moreover, 62% of respondents for whom there were differences
between their expectations and jobs were considering leaving. Among those whose
jobs corresponded to expectations, only 22% confirmed turnover tendencies.

The same hypothesis for the Znojmo plant was not possible to reject (Table 2).
Job more appropriate with expectations and turnover tendencies are lower.

Different results can arise based on location. While Znojmo is a traditional
ceramic region, with many relatives working together in the plant, Bechyné has no
such ceramic history. Thus, the Znojmo employees should have more realistic
expectations concerning their jobs. A role can also be played by local unemploy-
ment: this is considerably higher in Znojmo (9.41%) than in Bechyné (6.20%)
(Czech Statistical Office 2016). Thus, somewhat dissatisfied employees are less
likely to leave the company in Znojmo.

Hypothesis 2 aimed to test the existence of dependence between the provision of
training (if employees think it is sufficient) and turnover tendency. The null hypoth-
esis of independence was not rejected and thus there is no link between employees’
perceptions of the adequacy of training and intention to leave (Tables 3 and 4).

Hypothesis 3 posited a lack of dependence between age and turnover tendency.
Once again, the null hypothesis of independence was not rejected (Tables 5 and 6),
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Table 3 Dependence between turnover tendency and satisfaction with training in the Bechyné

plant

Frequencies Do you think to leave the company?

Training is sufficient Yes Rather yes Rather no No Total
Totally agree 0 1 5 13 19
Rather agree 5 11 11 17 44
Rather disagree 2 8 6 8 24
Totally disagree 1 0 2 1 4
Total 8 20 24 39 91
Significance of chi-squared test 0.169

Statistical level of significance 0.050

It is not possible to reject the hypothesis

Table 4 Dependence between turnover tendency and satisfaction with training in the Znojmo plant

Frequencies Do you think to leave the company?
Training is sufficient Yes Rather yes Rather no No Total
Totally agree 1 3 0 4 8
Rather agree 2 0 4 13 19
Rather disagree 1 3 3 2 9
Totally disagree 0 1 2 4
Total 7 9 20 40
Significance of chi-squared test 0.128
Statistical level of significance 0.050
It is not possible to reject the hypothesis
Table 5 Dependence Frequencies | Do you think to leave the company?
between _tumover tendev:ncy Age Yes |Rather yes |Ratherno |No |Total
and age in the Bechyné plant
20-29 6 8 7 15 |36
30-64 2 11 15 22 |50
Total 8 19 22 37 |86
Significance of chi-squared test 0.176
Statistical level of significance 0.050
It is not possible to reject the hypothesis
Table 6 Dependence Frequencies | Do you think to leave the company?
between _tumover t@ndency Age Yes |Rather yes |Ratherno |No |Total
and age in the Znojmo plant
20-29 0 2 4 5 11
30-64 4 5 5 12 |26
Total 4 7 9 17 |37
Significance of chi-squared test 0.452
Statistical level of significance 0.050

It is not possible to reject the hypothesis
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indicating that turnover tendency among employees up to 29 and older are probably
the same in both Bechyn€ and Znojmo. It should be noted that only two age
categories were considered to ensure sufficient data for statistical analysis.

6 Limitations of the Survey

This study focused only on workers’ positions, not all employees. This category was
selected because of its importance, homogeneity and number of employees. Other
roles could have different turnover tendencies.

The second limitation is that the survey was undertaken in two plants. The
respondents may thus have been influenced by other factors not observed. For
example, shift operations could exert an important impact as there are two shifts
per day in Znojmo and three per day in Bechyné. Moreover, the average distance
between home and plant is shorter in Znojmo. Nonetheless, these factors should not
affect the extent of dependence between turnover tendency and perceptions of the
training received.

7 Conclusion

Employee turnover leads to increases in costs and brings new unexpected problems
into managerial decision. The main reason is dissatisfaction, which is however
influenced by wide variety of aspects. Also people reactions to dissatisfaction are
miscellaneous. Therefore turnover is studied in many researches. This study was
focused on turnover tendencies of workers in one ceramic company in the Czech
Republic. There were examined three aspects—the impact of expectations of work,
training pursued and age. Their impact is not unequivocally described in literature.

In this study, we confirmed only the dependence of turnover tendency on job
expectations at the Bechyné plant. The other hypotheses of independence could not
be rejected. Employees at the Znojmo plant whose jobs did not match their expec-
tations exhibited the same tendency to leave work as those whose jobs corresponded
to their expectations. Employees who were satisfied with the adequacy of their
training showed no statistically different turnover tendencies from those who were
dissatisfied. Moreover, there was no statistical difference between young workers
and older employees in terms of tendency to leave.

It is possible to assume that turnover tendencies are influenced by more factors
with cumulative impact. Statistically, it is possible to confirm or reject only very
strong reasons. In follow-up study could be suitable to use a method of structured
interviews for better understanding of turnover tendencies reasons. And also it could
be suitable after lapse of time to evaluate if employees they had turnover tendencies
truly leaved a company.
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Do Problems in Project Teams Explain m)
the Influence of Family Involvement e
on Project Management Activities?

A Family-Firm Perspective

Joanna Sadkowska

Abstract In the extant literature, there have been calls for researchers to deeply
study the reasons why many projects still fail regardless of employment of reliable
project management tools and techniques. Despite the numerous studies dedicated to
the role of a project team in the overall success of a project, a relatively small number
of papers have been dedicated to exploring the study area of the relationship between
project teams and family involvement. The primary objective of this paper is to
investigate whether the problems in project teams explain the influence of family
involvement on project management activities, as based on the researched enter-
prises. Using binary logistic regression, Polish family businesses were surveyed. The
results of the study indicate that the problems within the work of project teams are a
significant factor in modelling the chance that companies will manage projects. This
relationship might be additionally intensified by family involvement.

Keywords Project management - Problems in project teams - Family businesses -
Family involvement

1 Introduction

Family owned companies have been confirmed to be a very heterogeneous group,
with different levels of family approach and family involvement (Berrone et al.
2012). In the literature on the subject there are numerous works dedicated to different
areas of functioning and business operations of these entities, such as: the dynamics
within the owning family (Olson et al. 2003), the role of the founders (Olson et al.
2003), the agency costs of family firms (Dyer 2006), the succession processes
(Berrone et al. 2012).
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Despite the aforementioned numerous valuable studies on this group of busi-
nesses, the fact that the phenomenon of family-founded and family-managed firms
has not been fully recognized still causes significant research gaps worth further
studying. The research field of project management is one of such study areas. When
conducting an analysis of the studies dedicated to the key challenges and difficulties
in the field of project management, it can be observed that a significant amount of
attention has been paid to the risks generated externally, which influence a project’s
final result in terms of its success or failure. These external factors are of high
significance, however, similar amount of attention should be paid to the risks
generated internally.

This paper is a response to the call by Shenhar and Dvir (2008), who underline the
fact that, since project fails and delays are too common to be ignored, it is crucial to
study the factors increasing the probability of success in project management, as
viewed from a family perspective. The second call, by Barber (2005), is to research
and understand the risks that are internally generated in projects. This paper attempts
to study the phenomenon of whether and to what extent the problems in project
teams explain the influence of family involvement on project management activities
in terms of risks generated by the project teams. The results of the investigation
provide a deeper understanding, for family firm owners and managers, of how the
problems in project teams explain the influence of family involvement on project
management activities.

2 Literature Review

2.1 The Role of Family Involvement in the Family Firms’
Approach Towards the Business Environment

There is a common consensus among the researchers that family firms provide a
basis for economic growth and development worldwide (Zahra et al. 2008). These
entities build their competitive advantage on two pillars. The first one is the
uniqueness of family owned businesses resulting from the role of family, family
involvement, long-term ownership, succession processes and socioemotional wealth
(Cennamo et al. 2012; Wigcek-Janka et al. 2016). The second pillar ‘building’ the
competitive advantage refers to the behaviours of family firms, including their
entrepreneurial attitudes (Short et al. 2009), risk taking approaches (Zahra 2005)
and strategic flexibility (Zahra et al. 2008; compare also: Fabiriska 2016; Ratalewska
2016).

A crucial factor determining the opportunities for family firms’ successful long-
term development is their approach towards and, as a consequence, their manage-
ment of the challenges that arise from the environment. Barringer and Bluedorn
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(1999), for example, defined the degree to which a firm reacts to the opportunities
and the threats created by its competitive environment as ‘strategic flexibility’.
In their study, the above cited authors examined the relationship between the
intensity of corporate entrepreneurship and the management strategies, confirming
a positive relationship between the intensity of entrepreneurship, the scanning
intensity and the planning flexibility (Barringer and Bluedorn 1999).

The family-involvement factor, which is responsible for the uniqueness of these
firms, has been found to have both positive and negative impact on how family
enterprises tackle the difficulties created by their environment. Olson et al. (2003),
for example, emphasized the importance of the families’ contribution to these
business entities. The increased achievements of the businesses and the families
were positively associated with such factors as: the firm’s assets, the family firm’s
age, or the number of the hours the owner dedicated to the firm (Olson et al. 2003).
Similarly, the family firms which employed the owner’s relatives were more suc-
cessful than these which did not (Olson et al. 2003). The above examples confirm the
crucial role of the families in building and in supporting the strategies for long-term
development as well as the position of the surveyed business entities. On the other
hand, the conflicts among family members regarding how a given family firm should
be managed might sometimes cause these companies to be poor performers (Dyer
2006; Faccio et al. 2001).

Family involvement, moreover, does have significant impact on how the sur-
veyed businesses build relationships with their environment. Dyer (2006) in his
studies found that family firms have unique strengths in the area of building relation-
ships with the business environment, in terms of creating the social capital. This
phenomenon might be, to a high extent, explained by the fact that stakeholders might
prefer talking to the members of the owning family rather than to the employees
(Dyer 2006). This finding emphasizes the role of trust in the process of establishing
and then managing the relationships with a given firm’s environment. It also
underlines the importance of the families functioning as ‘a key factor’, by having
high potential for building these firms’ competitive, long-term positions. Family
firms were also found to be in a more favourable situation when it comes to attracting
the key-stakeholders, for example the customers, which results from the ‘family-
name brand’ (Dyer 2006). While analysing how family-owned businesses build
relationships with their environment, it is also worth emphasising that family-
owned firms have been confirmed to cultivate the relationships with societal stake-
holders (Zellweger and Nason 2008). Zellweger and Nason (2008) also revealed that
these business entities have an inclination to satisfy multiple stakeholders. Another
interesting finding in the above cited studies was that if family firms were likely to
satisfy multiple stakeholders, they also tended to measure their success by how well
they satisfied them. Because of the fact that majority of family owned business tend
to take very good care of particular stakeholder groups, they can expect these groups
to have a more positive approach towards them. This phenomenon was confirmed in
the studies by Hauswald and Hack (2013), who investigated how family control/
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influence affected the stakeholders’ perceptions of benevolence. The authors found
that a growing family control/influence increased the likelihood of a firm behaving
benevolently towards its stakeholders (Hauswald and Hack 2013). Some researchers
however underlined the fact that managers pay attention to different ‘parts of the
environment’ (Hambrick and Finkelstein 1987). As a result, by paying more atten-
tion to some occurrences and less to the others, they might overlook important
incidents and not manage the risks properly. In the light of the above, it is crucial to
study the managers’ approach towards the firms’ environments and, consequently, to
study how a given firm tackles the risks generated by its environment.

2.2 The Problems in Project Teams and Their Influence
on Project Management Activities

According to Zahra (2005), the matter of how family firms approach the problem of
taking entrepreneurial risk and how they deal with its complexity is the key chal-
lenge those firms face. Since risk is a multifaceted phenomenon, managers have to
pay attention to the different ways risk is manifested in company business activities
(Zahra 2005). One of the key risks for family owned companies is the project
management risk.

Every project defined as ‘a temporary endeavour which is undertaken to create a
unique product, service or result’ (PMI 2008, p. 5) is influenced by a number of
elements. This set of heterogeneous factors, which result from both the specificity of
a given business’s internal organization as well as from the influence of its environ-
ment, creates several risks. In the case of family firms, the studied processes are
additionally influenced by such elements and values which are distinctive only for
family-founded and family-owned businesses. For example, Dyer (1986) and
Sorenson (2000) found that the business outcomes of family firms are impacted by
culture, along with the leadership styles, employee satisfaction and commitment, as
well as by the interplay between the owners and the managers. Although this
interrelation is seen, first of all, as a factor influencing what the people in family
companies perceive as the organizational culture (Bjursell 2011), this relationship
might also influence the way project management is performed in those entities.

Project risk has been widely studied in literature for the past decades. In the
literature on the subject, there is a common consensus that risk management is
crucial for ensuring project success (Yim et al. 2014). In their studies, the authors
have emphasized different areas of project management, in terms of the risks they
created for the projects. Among the most important project risks, the following were
identified: creeping user requirements, pressure of the excessive schedule, low
quality, cost overruns, inadequate configuration control together with inadequate
user documentation, lower satisfaction of the user, harmful competitive actions,
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excessive time of project delivery to the market and litigation expenses (Wiegers
1998). Furthermore, the studies confirmed that project risks can vary depending on
the type of the projects, for example: strategic, operational and compliance projects
(Yim et al. 2014). Similarly, numerous project risks have been found to have an
organisational nature and to originate from the influence of the project stakeholders
and from their resistance (Vrhovec et al. 2015).

What is crucial, however, is the fact that in majority of scientific investigations,
risk has been linked, first of all, to the factors and the phenomena taking place in a
firm’s external environment. Barber (2005), for example, emphasizes the fact that
there is a limited number of works dedicated to the internally generated risks, which
are defined as those risks that have their origin in the project organization and which
arise from the rules, the processes, the structures, the actions, the decisions and the
culture. Taking the above definition into consideration, it is clear that a project team
and project organization should be regarded as the important sources of internal
project risks.

In the extant literature, project teams have been deeply investigated, but mainly in
terms of the role they play in building the projects’ final outcomes. Project teamwork
has been widely acknowledged as one of the major factors of project success (Scott-
Young and Samson 2008). Project teams have been studied from the perspective of
how they influence the three project outcomes: the schedule, the cost, the operability
(Scott-Young and Samson 2008). The researchers cited above found a strong
relationship between project cost effectiveness and such factors as: the project-
team structure, team efficacy, using virtual offices and building cross-functional
project teams. Other studies confirmed the role of trust and its significant influence
on the project performance (Fung 2014). When the level of project-team trust was
high, team satisfaction, team effectiveness, team cohesion and project performance
improved.

The role of project teams has also been emphasized in project management
methodologies, but not in terms of generating risks. For instance, the International
Project Management Association underlines that competent project teams, which are
able to carry out their work and to be responsible for that work, are crucial for
organization of a project (International Project Management Association 2006, p. 2),
but does not link the work in project teams with potential project risks. Similarly,
PMI (2013) examines the management of project risks from the perspective of the
stages in the risk management process, where risk is defined as having its origins in
uncertainty. Furthermore, in the proposed Risk Breakdown Structure, risks have
been categorized into: technical, external, organizational and those related to project
management processes (PMI 2008, 2013). In relation to the organizational risks,
category or resource-related risks has been identified, but no particular attention was
paid to the role of project teams in this context.

The aforementioned approach has resulted in a situation, where insufficient
amount of attention is paid to the risks that can be created inside the project
structures, with the risk generated by project teams being one of them. Although
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the fact that effective teamwork is vital for the final project outcome has been widely
acknowledged, a gap concerning the role of project-team risk and its influence on the
difficulties in managing projects still remains. Project teams have been studied in the
context of taking rather than generating risks. Susser (2012), for example, found that
the projects characterized by a very broad scope can generate risks for the project
teams. The project-team member’s limited experience or an insufficient number of
dedicated members as well as the lack of experience have been found to have
negative impact on the project management processes, including following a project
schedule (Susser 2012). Another problem is the lack of integration between the
members of a project team and the client/s they are working for.

An interesting study has been conducted by Reed and Knight (2010), who studied
the impact of a virtual project-team environment on the project risks related to
communication. The findings confirmed that when the members of a project team
worked in more than one location, it did not increase the communication-related risk,
compared to working in a traditionally organized project team (Reed and Knight
2010). On the contrary, in case of virtual teams, the risk of knowledge transfer
increased. The risk of implicit knowledge transfer has been identified as an important
factor of project-team risk (Wallace 1999). Similarly, it has been indicated that the
risk of project teamwork might originate from the high challenges related to team
communication and coordination (Wallace and Neil 2004). An additional factor
increasing this relationship was the number of the organizations involved: more
than two. According to Barber (2005), the risks generated internally result from the
way the project and the organization operate as well as from the way they are set
up. These risks are related to insufficiently effective work of the project team
members, the financial constraints that the projected team has to deal with, the
lack of or insufficient support from the top management (Barber 2005).

3 The Study Objectives

The primary objective of this paper is to investigate whether problems in project
teams explain the influence of family involvement on project management activities,
as based on the examined enterprises. The paper formulates three research questions:

1. Which problems within project teams have the highest influence on project
management activities, from the perspective of the surveyed family-owned
enterprises?

2. Does family involvement influence the problems that project teams encounter in
their work?

3. To what extent do the problems in project teams explain the influence of family
involvement on project management activities?

The framework of the study has been depicted in Fig. 1.
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Fig. 1 Research model—the main assumptions. Source: Own elaboration

4 Materials and Methods

For the purpose of the study, the data was collected from the family owned
businesses operating in Poland. Such research sample allows a reflection and
specification of family firms, in terms of the economic and the social contexts
involving Eastern-European emerging economies, a reliable example of which is
Poland. The selection process for the family firms was designed as a two-stage
process. First, a definition of a family owned enterprise which applies the criterion of
ownership and management proposed by, inter alia, Olson et al. (2003) and Miller
et al. (2007) was used. Second, the respondents from the surveyed firms had to
confirm that they perceived their companies as family-owned businesses. Ulti-
mately, 154 family entities were included in the study.

In order to fully reflect the specificity of this study, the methods were designed
twofold. In the first part—the theoretical one—structured literature review was used
(Armitage and Keeble-Allen 2008). The empirical part of the research used an online
survey designed to study the described phenomenon. Further on, in the process of
the analyses, binary logistic regression was employed.

Following the terminology proposed by Hayes (2013), the variables in the
proposed research model were categorized into three groups (Hayes and Preacher
2014; Hayes and Scharkow 2013; Preacher and Hayes 2008):

¢ the exogenous variables, which are not explained in the model: family involvement;

 the endogenous variables, as the outcome variable: project management activities;

» the mediators, which explain the mechanism of the relationship between the
exogenous and the endogenous variables: the problems within the work of a
project team.
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Two indicators were built to capture the phenomenon of family involvement in
the examined family businesses.

1. The generation managing the firm: 1st, 2nd, 3rd, 1st and 2nd, 3rd and 4th;
2. The number of the family members involved in the firm’s business activities:
fewer than 3, 3-5, 6-10, more than 10.

The problems within the work of project teams, in the context of their influence
on project management activities, have been described using the following eight
measures:

. communication problems;

. incorrect alignment of the team members;
. lack of engagement;

. conflicts within the project team;

. not understanding the project objective;

. poorly-fitted team roles;

. external interference into the project work;
. lack of or unclear leadership.

0NN AW~

Project management activities were represented by the fact whether the
researched companies managed any projects at the time of the survey or not. A
five-item Likert-like scale was employed, ranging from: 1—signifying no influence
to 5—signifying very significant influence. The data obtained from the surveyed
family enterprises was tested for reliability. The Cronbach’s Alpha of 0.921
suggested that reliability was characterized by a relatively high level of internal
consistency. The factor analysis carried out using the principal components method
revealed that one factor explains 65.12% of the variance in the eight measures of the
problems within to the work of project teams. It suggests that the mediator variable is
comprehensive.

The study was conducted among 154 family-owned enterprises. The examined
family companies had manufacturing, service and trade profiles, with employment
levels ranging from 1 employee to more than 250 workers. They conducted their
business activities in different sectors determined by the Polish Classification of
Economic Activity (Polska Klasyfikacja Dzialalno$ci Gospodarczej). Majority of the
examined firms represented the construction sector, wholesale/retail trade and repair
of motor vehicles and motorcycles, as well the sector of other service activities. In
terms of the organisational and legal form, majority of the examined firms func-
tioned as a business activity via self-employment. Similarly, the examined compa-
nies were located in villages as well as in towns and cities, which had varying
numbers of citizens. The range of the business activities also varied. Most of the
investigated firms operated locally or regionally, however there also were enterprises
with a domestic and global range of activities. The entities analysed were, in most
cases, managed by the first generation, then by the second generation of the owners.
In consequence, in majority of those firms, the number of the family members
engaged in business activities did not exceed three persons.
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5 The Results

In order to verify the research problem defined in the previous section of the paper, a
mediation model (Westfall et al. 2014) was tested in a three-step regression proce-
dure. The first step refers to the relationship between the exogenous and the
endogenous variables. The second step refers to the relationship between the medi-
ator and the endogenous variables, while the third step covers the interrelation
between the exogenous variables and the endogenous variables with the project-
team problems as the mediator. The results are presented in Table 1.

Table 1 Summary of the regression coefficients in the mediation model

N = 154 b 'se. | Exp(b)
Step 1: The influence of family involvement on project management activities, R> = 0.004

The generation managing the company 0.095 0.247 | 1.1
The number of family members involved in the firm’s business 0.133 0.244 |1.143
activities

Step 2: The influence of the problems within the work of the project team on project management
activities, R” = 0.115

Communication problems 0.168 0.309 |1.183
Incorrect alignment of the team members —0.795* 10.476 |0.452
Lack of engagement 0.564 0.391 | 1.757
Conflicts in the project team 0.215 0.362 | 1.24
Not understanding the project objective —0.638** | 0.317 |0.528
Poorly-fitted team roles 0.679* 0.361 |1.971
External interference into the project work 0.073 0.29 | 1.076
Lack of, or unclear leadership 0.164 0.266 | 1.178

Step 3: The influence of family involvement on project management activities—controlling the
problems within the work of the project team, R* = 0.107

The generation managing the company —0.156 0.332 | 0.856
The number of family members involved in the firm’s business —0.29 032 |0.748
activities

Communication problems 0.255 0.316 |1.29
Incorrect alignment of the team members —0.867* |0.487 |0.42
Lack of engagement 0.588 0.399 |1.801
Conflicts in the project team 0.241 0.376 | 1.273
Not understanding the project objective —0.665** |0.324 | 0.514
Poorly-fitted team roles 0.749** 1 0.365 |2.116
External interference into the project work 0.116 0.293 | 1.123
Lack of or unclear leadership 0.136 0.27 | 1.146

Source: Own elaboration and calculations
*Statistically significant at p < 0.1 (2-tailed)
**Statistically significant at p < 0.05 (2-tailed)
***Statistically significant at p < 0.01 (2-tailed)
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The results of the binary logistic regression indicate that there is no direct
relationship between family involvement, measured by the number of the engaged
family members [b = 0.1333; p = 0.585; exp (b) = 1.143] and the genera-
tion managing the company [b = 0.095; p = 0.70; exp (b) = 1.1], and the
project management activities. However, both factors facilitate current project man-
agement activities in the examined firms, therefore their influence is not significant
[R? = 0.004; y* (df =2) = 0.582; p = 0.747)].

In reference to the relationship between the influence of the problems within the
work of project teams and the project management activities, only two variables
turned out to be of significance for explaining the studied phenomenon. The more
significant the problem associated with not understanding the project objective by
the members of the project team, the lesser the chance that the examined companies
managed projects at the time of the survey [b = —0.638; p = 0.044; exp
(b) = 0.984]. It means that ‘each level’ of the problems perceived in a given project
team refers to 1.6% of a decrease in the chance that a given company is currently
managing projects [R*> = 0.115; ¥ (df = 8) = 11.550; p = 0.172]. Similarly, poorly-
fitted team roles turned out to be a factor marginally significant in terms of its
influence on project management activities [b = 0.679; p = 0.060; exp (b) = 1.971].

Furthermore, while investigating how project-team problems explain the relations
connected to the influence of family involvement on project management activities,
the regression revealed an insignificant relationship between family involvement and
the studied phenomenon. However, three project team problems turned out to be of
significance: the poorly-fitted team roles [b = 0.749; p = 0.040; exp (b) = 2.116],
not understanding the project objective on the part of the project team [b = —0.665;
p = 0.040; exp (b) = 0.514], the lack of alignment among the team members
[b = —0.867; p = 0.075; exp (b) = 0.42]. It means that a lack of clarity in terms
of the project objectives and a lack of project team alignment both decrease the
chance that a company manages projects. On the contrary, the factor of poorly-fitted
team roles might increase the chance that a given firm employs project management
practices.

6 Discussion and Conclusion

The results of this study indicate that family involvement is not directly related and
does not explain the chance that a particular family-owned company will employ
project management activities. This might suggest that a decision to organize work
in a form of projects and thus to employ project management is driven by other
factors related to such business characteristics of these entities as the range of
business activities (Sadkowska 2016).

Furthermore, the analyses revealed that an increase related to the problem of not
understanding the project objective on the part of the members of a project team
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decreased the chance of managing projects by the examined companies at the time of
the survey. This phenomenon emphasizes the importance of having clarity regarding
the project objective. At the same time, it should be underlined that the project
objective should be well understood by all project members and other project
stakeholders. It is also important for the project objective to be, firstly, properly
understood and, secondly, to be comprehended in the same way by all project
priority stakeholders (Andersen 2015). It also turns attention towards the communi-
cation problems in a relationship to the role of a leader who is able to control the way
a given project ‘reaches its objective’ and who, at the same time, is able to increase
the probability of project success.

The analysis also revealed an interesting phenomenon in terms of the relationship
between incorrect alignment of the team members and the project management
activities. This phenomenon is the second argument involving identification of the
problems in communication. Team members who are not well aligned might
encounter difficulties in communicating with one another. Ultimately, this might
result in a decrease in the intensity of project management activities. This relation-
ship is additionally intensified by a growing family involvement. Although it is
marginally significant, it might suggest that mixing the roles of the family members
and the team members results in the problems associated with proper alignment in
the work place. This can also increase the risk of nepotism in family-owned
and family-managed enterprises (Block et al. 2013; Pérez-Gonzalez 2006; Schulze
et al. 2003).

The most surprising phenomenon revealed in this study is the fact that the factor
of poorly-fitted team roles increases the chance of a given company employing
project management activities, especially in the context of family involvement. It
suggests that project participation ‘triggers’ problems within a project team, espe-
cially in terms of the scope of the duties and the competences particular project team
members have. As long as a particular company does not employ project manage-
ment practices, certain problems might be hidden. It might also suggest that this
special aspect of project-team functioning is related to engagement in the projects in
a two-way relationship. It might also be the reason why companies might resist
employing project management activities. At the same time, the problem of poorly-
fitted team roles might result from experience in managing projects, which in turn
results in proper adjusting of the roles to particular members.

Beck et al. (2005) emphasize that there is a need for better understanding of the
behaviour of small and medium companies, as these business entities have very
significant impact on national and regional economies. The above statement is
particularly adequate in the case of family firms, most of which are small and
medium firms, which, in turn, constitute the majority of the enterprises in every
country. Similarly, due to a growth in the number of the businesses which perform
their activities using projects, it is highly important to understand how the problems
associated with project teams and family involvement affect project management
and the final project results.
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7 Limitations and Directions for Future Research

This study is the initial step in investigating whether the problems within project
teams explain the influence that involvement of families has on the project manage-
ment practices undertaken in family business entities. Since this is the first step and
much scientific work remains to be done, the results of this study should be
interpreted with caution. Furthermore, this exploratory study covered the family
owned enterprises located in Poland, being the representatives of an emerging
economy. Although Poland is a reliable representative reflecting the specificity of
growing Eastern European economies, the results obtained should be generalized to
other geographical settings in Eastern Europe with much caution. Likewise, the
survey was conducted using an e-mail survey, which also might be regarded as a
constraint. In the forthcoming studies, additional qualitative research methods will
be employed to support reliability of the investigations.

The results of the study underline the significance of the problems that project
teams encounter in their work, in the context of its influence on project management
practices in family owned companies. Understanding and identifying this phenom-
enon enables family firm managers and owners to make decisions which would
increase the probability of success in the field of project management.
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Disclosure of Non-financial Information: )
The Case of Croatian Listed Companies s

Danimir Gulin, Mirjana Hladika, and Marina Mi¢in

Abstract Financial reporting is standardized, mandatory and regulated by numer-
ous regulations, and financial statements in the prescribed form must be published
by all companies. Reporting on non-financial information has not yet been harmo-
nized. It is still voluntary in a large extent and it depends on the willingness
of management. The interests of different users of financial statements about
non-financial information of companies are increasing. For the purpose of making
investment and other business decisions, investors require more information about
the company, employees, relations and environmental sustainability and responsible
sourcing. These requirements of investors are forcing managers to publish additional
non-financial information about the company. The annual report is the most impor-
tant source for the publication of non-financial information. The consistency and
transparency in disclosure of non-financial information in the annual report
strengthens the confidence of investors in the company. The level of non-financial
information disclosed in the annual report is examined on a sample of the most liquid
non-financial companies at the Zagreb Stock Exchange. The analysis includes
the annual reports for 3 years (2013, 2014 and 2015) in order to compare the policy
of publication of non-financial information over 3 years and to determine the
non-financial information (NFI) disclosure index. The study results showed an
unsatisfactory level of published non-financial information of companies which are
listed on the Zagreb Stock Exchange, but the policy of publication of non-financial
information indicates enhancing in the transparency of the disclosure of non-financial
information during the last 3 years.
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1 Introduction

Globalization and the changes in international business environment imposed sig-
nificant changes in the content and the nature of corporate reporting. In modern
business environment, the importance of accounting information and financial
statements as well as additional non-financial information is more evident than
ever. Internal and external users are interested for financial statements of individual
company in order to make investment and other business decisions. Globalization of
business and development of financial markets are contributed to the changes in the
information needs of investors and other interested users. Therefore, the reporting of
the companies is increasingly oriented to the information needs of different users.

Current trends show that, beside the financial information and financial statements,
non-financial information are more and more in focus, such as information about
the company (applied technology, production efficiency, organizational processes,
and corporate culture), employees (salaries and benefits of management, salaries of
employees, qualifications and additional education of employees), relations (with
customers, suppliers, distributors, community, and cooperation agreements), research
and development activities and corporate social responsibility. This information
should be disclosed timely and it should be reliable and comprehensive with the
aim to satisfy the needs of investors and other stakeholders. Accurate dissemination of
information among different users leads to a positive attitude towards financial market
and its stability. Also, the improvement of transparency increases the competition
between market participants and strengthens the relations between managers and
investors.

Reporting on non-financial information about the company is useful tool in
assessing the most important characteristic of the particular company and the asso-
ciated risks. Non-financial information is an important segment of the decision
making process. Consequently, in order to decrease the information asymmetry, the
obligation of reporting on non-financial information should be introduced.

The publication of non-financial information about the company’s business
contributes to the company’s credibility and it could be a key factor in strengthening
the public and investors confidence in company. Furthermore, this kind of informa-
tion can attract foreign investors and could enable companies’ spread on the inter-
national market.

Significant progress in non-financial reporting occurs at the beginning of twenty-
first century by some of the most eminent professional organization, e.g. Accountancy
Europe, European Financial Reporting Advisory Group, International Integrated
Reporting Committee, Sustainability Accounting Standards Board. The triggers for
the need of corporate social responsibility were increasing pollution, insufficient
resources and the challenges of globalization; these entire situations have a negative
impact on current and future generations.

Quality corporate reporting system should function efficiently and facilitate
decreased information asymmetry between internal and external users (managers and
investors), and support effective allocation of scarce resources between participants on
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the financial market. Rational investors based their investments on financial and
non-financial information about the company; information is principle tool in making
investment decisions. The confidential and timely information about the company’s
business and performance keep investors on financial markets.

Based on those findings the main goal of the paper was to investigate the volume
and types of non-financial information disclosed by listed companies in their annual
reports. Also, the aim of this study was to determine the trend (increasing or
decreasing) in the volume of published non-financial information in the period
observed. Finally, the goal of this research was to analyse and compare the policy
of publication of the non-financial information over 3 years and to create the NFI
(non-financial information) disclosure index. In order to achieve the research goals
and to examine the trends in non-financial reporting in Croatia, a principle research
question was formed: Do listed companies publish non-financial information in their
annual reports, and if so, whether the volume of published non-financial information
differs between individual companies?

The quality and quantity (volume) of non-financial information published in the
annual report were examined on a sample of the most liquid non-financial companies
on Zagreb Stock Exchange. In the research were analyzed the annual reports of ten
listed companies (CROBEX10) for the period 2013-2015. Finally, the purpose of
this study was to compare the policy of publication of non-financial information over
3 years.

The paper is organizes as follows. First part is introduction, and it contains brief
explanation of the research problem and research goals. The second part reviews the
recent theoretical and empirical literature on the mandatory and voluntary disclosure
of information, modalities of publication the non-financial information, as well as
the benefits of non-financial reporting. Third part presents the characteristic of
corporate reporting and annual reports of Croatian companies. Fourth part contains
the explanation of the research methodology, while in fifth part the research results
are presented. In the last part, key findings and conclusions are presented, and there
are also given guidelines for future research.

2 Literature Review

2.1 Mandatory Versus Voluntary Disclosure of Information

Corporate reporting is directed to investors and other stakeholders and it consists of
financial and non-financial reporting, or in other words it consists of mandatory and
voluntary reporting. Corporate reporting is critical for the well operating of an
efficient financial market. The principal goal of corporate reporting is to decrease
information asymmetry between internal users (management) and external users
(investors). National accounting regulatory framework and stock exchange regula-
tions require some minimum level of mandatory disclosure. Some companies make
additional, voluntary disclosure if those disclosures will benefit the company. With



162 D. Gulin et al.

the aim to reduce information asymmetry, a company should increase the level of
voluntary reporting of non-financial information that exceeds mandatory disclosure
of financial statements (Tasker 1998).

Financial reporting is standardized, mandatory and regulated by numerous regu-
lations, and financial statements must be published in the prescribed form by all
companies. Mandatory disclosure includes annual financial statements—statement
of financial position, statement of profit or loss and other comprehensive income,
statement of cash flows, statement of changes in equity and notes. Viewed from the
perspective of investors, the accounting standards (International Financial Reporting
Standards or Generally Accepted Accounting Principles) do not provide all the
necessary information and they have additional information requirements (Schuster
and O’Connell 2006).

Purpose of voluntary disclosures of non-financial information is to obtain more
information about the company to investors and other stakeholders. Voluntary
disclosure is aimed to provide a clear view of investors about the company’s long-
term sustainability and to decrease information asymmetry between management
and investors. Meek et al. (1995) define voluntary disclosures as company’s man-
agement willingness to publish accounting, financial and non-financial information
that seem significant and relevant for business decision making.

The European Commission defines corporate social responsibility as responsibil-
ity of companies for their impact on society (European Commission 2011). The rules
of non-financial reporting in the European Union are regulated by Directive
2014/95/EU which applies to large companies of public interest (Official Journal
of the European Union 2014). Large companies of public interest are i.e. listed
companies, insurance companies, banks, investment funds, pension funds and other
institutions/companies of public interest in view of their business profile and which
employ more than 500 employees on average in a financial year as at the balance
closing date. These rules have had to be introduced by all EU member states by
6th December 2016. This Directive and prescribed rules about the reporting of
non-financial information have to be applicable to the relevant companies during
the financial year beginning on 1st January 2017, or during the calendar year 2017.

According to the requirements of Directive 2014/95/EU, the companies
concerned shall include non-financial information in their management reports.
Non-financial statement should contain information necessary to understand the
company’s development, position and performance, and the impact of company’s
operations on social, environmental and employee matters, respect for human rights,
fight against corruption and bribery, including:

* a brief description of the business model of the company

* a description of the company’s policies and practice in relation to these issues,
including implemented due diligence processes

* the outcome of these policies and practice

* the key risks related to these issues, and the operation of the company

* key non-financial performance indicators refer to the certain business.

Corporate social responsibility reports are prepared using a variety of guidelines
and principles (the Global Reporting Initiative, the UN Global Compact, OECD



Disclosure of Non-financial Information: The Case of Croatian Listed Companies 163

Guidelines, ISO 26000), which preclude comparisons across companies. Corporate
social responsibility is a significant part of communication between companies and
society, respectively between managers and investors, so it is a response to the
increased need for non-financial reporting. Corporate social responsibility reporting
process has a great importance in communication on the company’s performance in
its economic, social and environmental dimensions. In addition, corporate social
responsibility relate to companies taking responsibility for their impact on society.
Corporate social responsibility is important for the competitiveness, sustainability
and innovation of an individual company and whole economy. Furthermore, corpo-
rate social responsibility contributes benefits for risk management, easier access to
capital, cost savings, human resource management, and customer relationships.

Disclosure of non-financial information has not yet been harmonized, and in a
large extent it is still voluntary and it depends on the determination of management.
Voluntary disclosure of non-financial information takes into consideration individ-
ual nature of reporting entity and it is very flexible. On the other hand, voluntary
disclosure of non-financial information preclude the comparability of these reports,
the period for publishing of these information are not standardized as well as the
management decides about the level of disclosed information.

Companies usually publish non-financial information in Sustainability or Corpo-
rate Social Responsibility reports. Today there are few international frameworks
which companies could use for preparation of non-financial information. However,
the obligation for reporting on non-financial information is prescribed in small
number of countries around the world.

In order to provide the comparability of corporate social responsibility reporting
(reporting the non-financial information), it is evident the need to standardise and
harmonize corporate social responsibility reporting. The key reason for standardiz-
ing non-financial information reporting is to improve the transparency of environ-
mental and social information published by reporting companies, in order to ensure
its comparability both across sectors and internationally (KriStofik et al. 2016).

Previous research point out that up to 80% of a company’s market value may not be
the consequence of financial information presented in financial statements (Blair and
Kochan 2000; Lev 2001), while non-financial information has a significant impact on
the creation of company’s value. Margolis et al. (2007) indicated that corporate social
responsibility reporting contributes to increasing the value of the company.

There are many earlier studies about the types of non-financial information which
management choose to publish in company’s annual report. Some of these research
results are presented hereafter. Botosan (1997) introduced few non-financial infor-
mation that companies voluntary disclose together with the financial statements,
and that are number of employees, average salary per employee, managers’ salaries,
inventory, the market share, units sold, the price of each item, and percentage of
product sales in the last 5 years. April et al. (2003) highlighted that most companies
voluntary disclose information on their external relations. Vandemaele et al. (2005)
pointed out that companies usually disclose non-financial information about their
external relations (e.g. distributors, customers, suppliers, cooperation agreements),
and low level of information regarding to human capital (e.g. employees, knowledge,
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skills, educational level). Furthermore, Bukh et al. (2005) find that information on
company’s relations is the most common in annual reports. Wolk et al. (2004) pointed
out that disclosure of budget information is very important for participants on the
financial market.

The analysis of the contents of annual reports indicated that almost all companies
publish environmental issues, information about the product responsibility, many
includes parts on labour and employment, and the company’s engagement with the
local community and society in general. Much smaller number of companies pre-
sents the economic impact of the company and human rights (Centre for Strategy
and Evaluation Services 2011).

Reporting on financial and additional non-financial information in annual report
is essential for investors to assess investment possibilities and efficient allocation of
their scarce resources. Higher level of company’s transparency provides investors
with additional information that are useful in better assessing of company’s future
earnings potential and in making investment decisions, and that consequently
contributes to the increasing of liquidity of financial markets. Furthermore, the
reporting on non-financial information beside financial information improves com-
munication between managers (companies) and investors and other stakeholders,
and enhances competitiveness on the financial market.

Leaders in implementing and providing the “good practice” in corporate reporting
and corporate communication usually are the large listed companies. According
to this, the research sample consists of companies included in CROBEXIO0.
CROBEXI10 includes shares of ten companies with the highest free-float market
capitalization and turnover at the Zagreb Stock Exchange.

2.2 Modalities of Publication the Non-financial Information

The most important media for the publication of mandatory and voluntary financial
and non-financial information are Internet and company’s website (Boubaker et al.
2012; Gallhofer and Haslam 2006; Uyar 2012). Publication of information on the
Internet enables timely information to all interested users. Also, Internet enables the
publication of different texts, various audio and video recordings, charts, which
contributes to the quality of corporate reporting, because in an interactive way and
the way which is easy to read and understand information are presented to users.

Many studies indicate that there are different modalities of publishing the
non-financial information—e.g. annual reports, web sites, newsletters, company’s
brochure, press release. According to previous research of different authors, the
annual report is the most important form for publication of non-financial information
and other voluntary disclosure (Al-Shammari 2008; Arvidsson 2011; Binh 2012; Lin
and Edvinsson 2008; Vandemaele et al. 2005).

Lev (1992) and Palepu and Healy (1993) state that the information presented in
the annual reports represent a strategic tool which can improve the company’s ability
in raising capital at a lower cost. The results of the research conducted by KPMG
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in 2013 shows that today still the majority of companies publish financial and
non-financial information in their annual reports (KPMG 2013).

Eurosif and the ACCA conducted a study in 2013 among investors, analysts and
other interested users about the most important sources of non-financial information.
The results of this study indicated that for about 70% of respondents the report on
sustainability and corporate social responsibility is one the most important source of
non-financial information, for about 60% of respondents the annual report is the
most important source of non-financial information, while for about 50% of respon-
dents the company’s website is the most important source of non-financial informa-
tion (Eurosif and ACCA 2013).

2.3 Benefits of Non-financial Information

Management, investors and other stakeholders are more and more interested in
non-financial information for the purpose of business decision making. Also, inves-
tors and other actors on the financial market require more non-financial information
in addition to financial information presented in financial statements for the purpose
of making investment decisions (Alwert et al. 2009; Holland and Johanson 2003).
The consistency in disclosure of non-financial information in the annual report
strengthens the confidence of investors in the company, but also affects the stability
of market price of the shares.

Voluntary disclosure of non-financial information is considered as a principal
way in solving problems with insufficient information about the company presented
in financial statements (Burgman and Roos 2007). As stated above, disclosure
of non-financial information contributes to reducing information asymmetry. Fur-
thermore, disclosure of non-financial information is considered to contribute lower
average costs of equity and debt capital (Botosan and Plumlee 2002; Reverte 2012;
Sengupta 1998).

Greater disclosures also increase the liquidity of financial markets (Balakrishnan
et al. 2014; Healy et al. 1999; Espinosa and Trombetta 2007; Lang et al. 2012; Lim
et al. 2007) and increase stock returns (Mwangi and Mwiti 2015). The role of
liquidity is crucial in functioning of financial market, in asset valuation and in
strengthening of confidence of investors. Liquidity is one of the favourite features
of competitive financial market (Ghorbani et al. 2015). Liquidity has a principle role
in the process of determination of share prices, and is considered as a measure of
financial market performance, especially with respect to information (Amihud et al.
2005). Welker (1995) argue that decreasing of information asymmetry contributes to
the stability of market price of the shares.

Cormier and Gordon (2001) indicated that disclosure of information about human
capital and pension costs decreases the level of information asymmetry between
companies, and that is more evident between smaller companies. Gelb and Zarowin
(2002) demonstrate that companies with high level of disclosure of non-financial
information (high level of transparency) have a significantly higher possibility
to predict future earnings compared to companies with low level of disclosure of
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non-financial information. The reporting on non-financial information in corporate
social responsibility reports affects on the reputation of the company and also
improve the public image of the company (Hildebrand et al. 2011).

The research conducted by DG Internal Market and Services in 2011 among
companies in the EU Member States identified the following benefits of non-financial
reporting (Centre for Strategy and Evaluation Services 2011):

e improves transparency and reporting

* enhances the company’s credibility

¢ enables companies to attract better employees

e improves the brand image of company’s products
* enhances ability of the company to do business

* leads to increased sales.

Juscius et al. (2013) pointed out few benefits of corporate social responsibility
reporting for companies:

 contributes to reducing risk of sanctions

* increases the profitability and the productivity of the company

* has a great importance as a communication channel between companies and
society; it is important in creating reputation, recruitment of talented employees,
building of consumer loyalty, gaining public support and easier access to capital.

Kristofik et al. (2016) have identified the following main benefits that bring
corporate social responsibility reporting:

¢ satisfies the information needs of investors and other stakeholders; it is a form of
communication with investors and stakeholders

e improves the image and the reputation of the company

* enhances in creating brand value

 contributes to increasing of the company’s profitability and minimizing the risk

* is the principle element of strategic management which contributes in achieving
business objectives and implementing corporate strategy.

Taking into account all the benefits of voluntary disclosure of non-financial
information for companies, it is evident that companies, whose mandatory account-
ing disclosures in financial statements are relatively uninformative, have a stronger
intention to publish additional information out of framework required in the financial
statements.

3 Corporate Reporting and Annual Report of Croatian
Companies

Current system of corporate reporting in Croatia is regulated by numerous regula-
tions, and the most important among them is listed as follows: Accounting Act,
Companies Act, Capital Market Act, Decree on the structure and content of financial
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statements, Decree on the form and content of financial statements of the issuer
during the year, and Rules of Stock Exchange.

The Accounting Act provides that companies of public interest have an obligation
to prepare and present the annual financial statements in accordance with the
International Financial Reporting Standards (IFRS). According to the Accounting
Act business entity has to prepare, together with the annual financial statements, the
management report that has to contain a true and fair presentation of the develop-
ment and performance of the business entity and its position, together with a
description of the principal risks and uncertainties they face. Furthermore, if it is
necessary for the understanding of the development, performance and position of a
business entity, the analysis have to include financial indicators, and if appropriate,
non-financial indicators that are relevant to a particular business, which includes
information on environmental protection and employees (Accounting Act 2015).

The form of the annual report is not prescribed, but the minimum of its content is
defined in the Accounting Act. The annual report should contain the following:

. financial statements for the reporting period, including the audit report

. statement on the application of the Corporate Governance Code

. report on payments to public sector

. management report that contains information related to the presentation of the
following:

BN =

(a) the possible future development of company’s operation

(b) research and development activities

(c) data on the purchase of treasury shares in accordance with the regulations on
the operations of companies

(d) data on existing subsidiaries of the company

(e) which financial instruments are used, if this is important for the assessment of
assets, liabilities, financial position and financial performance

(f) non-financial report.

Finally, the Accounting Act requires the public disclosure of the above informa-
tion. According to last changes of Accounting Act, companies of public interest have
to disclose non-financial report for the financial year beginning on 1st January 2017,
or during the calendar year 2017.

The current system of corporate reporting in Croatia includes communication
between companies and their management and investors. In that environment, such
communication is mainly one-way (from management to user) due to the fact that
corporate reporting is still focused on the publication of information required by the
regulatory framework. Other published non-financial information is the result of
the willingness of the company’s management. In doing so, usually the published
information is the one for which management think that it is useful for users.

But in the future it is necessary to consider two-way communication (from
management to users, and vice versa) according to which the users would be able
to present their specific information needs to management. This communication
would contribute to the improvement of corporate reporting and ensure better fulfil
the information needs of interested users.
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4 Methodology

As previously mentioned, the aim of this paper was to examine the level of
transparency of listed companies in the area of publication of non-financial infor-
mation. The research sample consists of ten companies included in CROBEX10.
CROBEX10 includes shares of ten companies with the highest free-float market
capitalization and turnover on the Zagreb Stock Exchange. Companies included in
research sample were spread across different sectors, but all companies were from
the real sector. This research examined the annual reports for the period of 3 years—
2013, 2014 and 2015.

The content of the annual reports was analyzed in order to determine the quality
and quantity (volume) of published non-financial information. A binary coding
scheme was applied in order to measure the volume of published non-financial
information. If company publish certain type of non-financial information the score
was one (1), but if the company does not publish certain type of non-financial
information the score was zero (0). In other words, one point was assigned to each
type of 52 identified non-financial information that companies publish in their annual
reports, where each company could reach a maximum of 52 points.

In this paper types of non-financial information are determined by using docu-
ment analysis method. Level of disclosed non-financial information is evaluated
by using content analysis. The volume of published non-financial information is
interpreted by using descriptive statistics. On the basis of examined level of
disclosed non-financial information, the NFI (non-financial) disclosure index is
determined.

5 Results

Since the preparation of non-financial report for listed companies on the Zagreb
Stock Exchange becomes mandatory from 1 January 2017, the analysis of disclosed
non-financial information refers mainly to the prescribed content of the annual report
according to the Accounting Act and additional voluntary disclosure.

The volume of the annual reports of companies included in the research sample
usually ranges between 90 and 120 pages. Annual reports for the two observed
companies have a range of less than 90 pages, while the volume of the annual report
of one observed company exceeded 120 pages. All companies publish the annual
report in Croatian language, while seven of them also publish the annual report in
English language.

Non-financial information, which is disclosed by the listed companies observed,
is determined based on the content analysis of annual reports of the listed companies
observed. Identified non-financial information is systematized in the following
groups:
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e company’s profile

* ethical business and governance

* human capital

e empowering communities

e environmental sustainability and responsible sourcing.

Research results on the type and quantity of disclosed non-financial information
in the annual reports are presented in Table 1.

The analysis of the content of annual reports showed that almost all reports from
the companies observed covered in detail the information which is contained in the
group Company’s profile. Lower level in disclosure of non-financial information is
evident in group Ethical business and governance. Unsatisfactory level in disclosing
of non-financial information is present in other groups: Human capital, Empowering
communities and Environmental sustainability and responsible sourcing.

In the group referring to the company’s profile the largest increase in transparency
is evident in the disclosure of information about the primary brands, products
and services (from 60% in 2013 to 100% in 2015). At least increase in transparency
relating to the presentation of information on research and development activities
(from 30% in 2013 to 50% in 2015).

In the segment regarding to the ethical business and governance is very low
transparency, or transparency does not exist in publication of different policies—e.g.
progress policy, career development progress, remuneration policy, privacy policy
and public policy engagement.

Furthermore, the research results showed that, in the companies listed, there is an
unsatisfactory level of transparency in information about employees, their salaries,
education, trainings, or any other benefits for them. The analysis indicated that only
two (20%) of observed companies disclose information about the salaries and
remunerations of management.

In the group referring to the empowering communities the largest increase in
transparency is evident in the disclosure of the information about the employee
giving and volunteerism (from 10% in 2013 to 50% in 2015). The least increase in
transparency is relating to the presentation of information on humanitarian and
disaster response (from 10% in 2013 to 30% in 2015).

In the segment regarding to the environmental sustainability and responsible
sourcing is very low transparency in publication of consumption of different
resources (water, gas, and electricity), information on used materials and percentage
of used recycled material.

Four observed companies apply the Global Reporting Initiative Guidelines in
preparing the annual report in the part relating to corporate social responsibility.
Only one company for 2015, for the first time published Integrated annual report
and corporate social responsibility.

The research results pointed out that those companies which apply Global
Reporting Initiative Guidelines have few common features:

* in these companies the highest level of transparency in the publication of
non-financial information was found
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Table 1 Disclosure on non-financial information in the annual reports of listed companies on

Zagreb Stock Exchange in the period 2013-2015

Non-financial information

12013 [ 2014 | 2015

1. Company’s profile

Name of the company 10 10 10
Location of the company’s headquarter 10 10 10
Markets on which company operates 10 10 10
Ownership and legal form 4 7 7
Primary brands, products and services 6 7 10
Applied technology 3 6 7
Production efficiency 2 3 5
Market share 8 8 9
Description of company’s supply chain 5 5 6
Relations with customers and suppliers 10 10 10
Relations with investors 7 7 8
Cooperation agreements 4 4 6
Description of principle risks and opportunities 3 5 7
Key indicators 6 7 7
Research and development activities 3 3 5
Quality certification 3 6 7
Awards and acknowledgements 3 6 7
Description of the most important changes during the reporting period 1 4 5
regarding the company’s size, ownership or supply chain

1I. Ethical business and governance

Corporate governance guidelines 3 3
Corporate strategy—description of the company’s values, principles, 3 3 5
standards and norms of behaviour

Governance structure of the company, including committees of the highest | 3 4 6
governance body

Competencies of the governance body 2 6
Processes for communication between stakeholders and the highest 0 6
governance body

Progress policy 0 1 2
Career development strategies 0 0 1
Remuneration policy 0 1 2
Privacy policy 0 0 1
Public policy engagement 0 0 1
Anti-corruption policy for representatives 0 1 2
1ll. Human capital

Total number of employees 1 1 6
Number of employees by gender 1 1 1
Number of employees by qualification 1 1 1
Salaries and remunerations of management 2 2 2
Salaries of employees 0 1 3

(continued)
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Table 1 (continued)

Non-financial information 2013 | 2014 | 2015
Ratio of basic salary and remuneration of women to men by employee 0 0 0
category, by significant locations of operation

Qualification of management 2 5 6
Qualification of employees 0 1 2
Additional education of employees 3 5 7
Average hours of training per year per employee, by gender, and by 0 2 3
employee category

Programs for skills management and lifelong learning 3 5 6
Additional benefits for employees (e.g. life insurance, employee stock 0 2 2
purchase plan, paid sabbatical for qualifying employees, flexible work

programs, discounts on company’s products and services, wellness

programs)

1V. Empowering communities

Donations (in-kind and cash) 1 3 4
Employee giving and volunteerism 1 4 5
Humanitarian and disaster response 1 2 3
V. Environmental sustainability and responsible sourcing

Types of used materials 0 0 1
Percentage of use the recycled material 0 0 1
Energy consumption 0 3 4
Water consumption 0 3 4
Greenhouse gas emissions 2 3 4
Waste management 1 2 3
Initiatives to promote greater environmental responsibility 2 3 4
The development and diffusion of environmentally friendly technologies | 2 3 4

Source: Authors

» these companies operate (sell products and provide services) on the international
market
* the volume of trading in shares of these companies is the largest.

In all groups and for all types of non-financial information there is an evident
increase in the number of published information from year to year during the period
observed. So, after the comprehensive analysis it can be concluded that the policy of
publication in observed companies is improving during period observed and the
level of transparency is increasing.

In this research was used NFI (non-financial information) disclosure index
constructed by authors in measuring the quantity (volume) of reporting the
non-financial information. NFI disclosure index is determined by adding points
which were given to each type of identified non-financial information for a given
year, and dividing that sum by 52 (the number of identified non-financial informa-
tion). NFI disclosure index is called a scoring variable that has 52 elements based on
which the level (quantity, volume) of disclosed non-financial information in the
annual report is measured.
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Table 2 Comparison of NFI disclosure index

2013 2014 2015
NFI disclosure index 13.20 19.10 24.90
Difference NFI disclosure index - 5.90 5.80
Minimum NFI disclosure index (per company) 16 18 21
Maximum NFI disclosure index (per company) 31 42 48
Median 22.50 27 37
Standard deviation of NFI disclosure index 5.03 7.87 9.79

Source: Authors

Comparison of identified NFI disclosure index showed that the level of reporting
on non-financial information during the period observed increases. Average NFI
disclosure index is 13.20 in 2013, 19.10 in 2016 and 24.90 in 2015. The data in
Table 2 show that in the period of analysis, NFI disclosure index’s value increased
year by year. NFI disclosure index has increased by 5.90% points (2014 compared to
2013), and by 5.80% points (2015 compared to 2014) defined on a scale having a
range from O to 52.

6 Discussion and Conclusion

In this paper the level of reporting on non-financial information in the annual reports
of companies listed on Zagreb Stock Exchange was investigated. Final conclusion is
that the overall level of reporting on non-financial information of companies listed
on Zagreb Stock Exchange is unsatisfactory. But also, the analysis of content of the
annual reports revealed the existence of an ascending trend in increasing transpar-
ency of companies included in research sample. The level of disclosed non-financial
information in the annual reports of the company is continuously increasing. So, the
trend in strengthening transparency and quality of corporate reporting through the
disclosure of non-financial information is evident.

Based on the analysis of volume and quality of published non-financial informa-
tion the following can be concluded:

* the volume and quality of published non-financial information increases during
the period observed; it can be interpreted as a consequence of the accession of
Croatia into the EU on Ist July 2013

* those companies which publish their annual reports in Croatian and English have
a greater transparency

* the volume and quality of published non-financial information is affected by the
participation of individual companies in foreign markets, as well as the trading of
shares of certain companies on foreign stock exchanges

 the volume and quality of published non-financial information is affected by the
use of Global Reporting Initiative Standards.
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As mentioned above, based on the analysis of content of the annual reports, it can
be concluded that there is an evident trend of increase in non-financial information
disclosure in the annual reports of listed companies, but compared with the disclo-
sure of non-financial information by multinational companies there exists a signif-
icant gap. That is why today in the area of non-financial reporting is necessary to
make significant changes and initiatives to provide reliable, comprehensive, useful
and timely non-financial information to stakeholders.

By analyzing the most relevant literature in the field of non-financial reporting, it
can be concluded that non-financial reporting has multiple usefulness for different
users and actors on the financial market—e.g. decrease information asymmetry,
strengthening investors’ confidence, increase liquidity of financial market, enable
stability of market price of shares, improve the image and reputation of the company,
create a brand value, and contribute to higher profitability and minimization of risk.

In accordance with the principle of significance, only events which have a
significant impact on business operation are presented in financial statements.
Non-financial disclosures are more informative to investors and other users than
mandated financial statements. Finally, it can be concluded that communication
between managers and investors (and thus decrease the information asymmetry) is
the elementary reason for preparing and reporting on non-financial information.
Also, the standardization of corporate social responsibility reports will ensure their
transparency and clarity.

The implementation of Directive 2014/95/EU should contribute to improved
comparability of non-financial statements among EU member states and it should
improve the usefulness of information presented in non-financial statements.

Further research should focus on a larger sample which will include all companies
listed at Zagreb Stock Exchange. In order to generate more specific results, observed
companies should be grouped in separate industries. Furthermore, the period should
be extended (more than 3 years) in order that the research results will be more
objective and reliable. Also, in further studies, the relationship between the volume
of disclosure the non-financial information in company’s annual reports and the
market price of shares as well as business performance of the companies listed at
Zagreb Stock Exchange can be investigated.
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New Financial Reality as Evolution Result )
of World Financial System e

Liudmila Guzikova and Igor N. Lioukevich

Abstract In recent period the number of studies on the phenomenon called “new
economic reality” is sufficiently large. However, the literature does not usually tend
to differentiate economic and financial aspects of this phenomenon. Objective of the
current study is to identify changes and trends in the world and national financial
systems determining the new economic reality and caused by it. As the methods of
research analytical and synthetic aspects of the system approach were used. Ten-
dencies of changes in the basic element of financial system—money as the medium
of financial-relations, were identified. The paper deals with the role of information
technology in the formation of the identified trends. Conclusions about supranational
money and suitability of cryptocurrency as the money of new financial reality
were made.

Keywords World financial system - Money - Monetary system - Information
technology - Cryptocurrency

1 Introduction

The finance as the world of money is one of the most complex systems of the market,
and there is no physical or legal entity which would not be affected by monetary
relations every day. Perhaps, money is, one of the greatest inventions of human
thought having no analogies in living nature. The whole structure of the modern
economy is predetermined by the existence of money. Money was born from trade,
and since trade is one of the oldest occupations of mankind, the roots of the monetary
system also go to the ancient ages, although its structure (like the kind of money
itself) has changed many times over the past millennia (Sokolova 2009).
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In the contemporary economic system the relations between the participants of
economic processes’ are mediated by money so they are “duplicated” and “lined” by
finance. In the recent decades of the twentieth century and early twenty-first century
some new phenomena and events appeared in the financial sector. They led to the
change of redistribution processes nature and significantly transformed the structure
of financial relations. This allowed our characterizing the current situation in the
financial sector as a new financial reality and forced to raise the question of the
necessity of its theoretical understanding. First of all, in the new financial reality the
concept of money as the basis of financial relations should be revised.

Objective of the present study is to identify the changes and trends in the world
and national financial systems determining the new financial reality as the evolution
result. In particular the contemporary money was investigated as the evolution result
of its understanding by society and manifestation of this understanding in financial
reality.

2 Methodology

In the framework of research the qualitative evolution approach was applied. Logical
analysis of cause-effect relationships within the world financial system allowed
understanding and explaining its existing state and the dynamics of its central
concept—the concept of money. Revealing the development tendencies by means
of analysis of theoretical and applied scientific publications on world financial-
system and monetary was focused to assume further events and the nature of the
impending changes in the state of the objects under consideration. To assess the
results of single currency zone the statistics of Eurostat was used.

3 Basic Provisions and Results

3.1 Evolution of Monetary Theory

There are various views on monetary system and its evolution. The retrospective
analysis of financial relations shows that the declared monetary standard—gold,
pound sterling, US dollar, SDR—does not always determine the value of money. It
also shows that in some periods the issue of national money is irrelevant to the legal
financial order.

In our opinion the monetary system is a mechanism for implementation of the
financial reality, the characteristic of the economic development, which provides the
most reliable functioning of the national economy and international economic
relations at certain historic period. Therefore, the monetary theory distinguishes,
firstly, the formal, official monetary standard, established by international
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agreements; and, secondly, the actual monetary standard, which in fact becomes the
base of financial reality—pure essence, eidos of money.

At the end of the twentieth century the new type of monetary system was
established. Within such a system the money (a) can be created and issued by the
state and only by the state; (b) can’t be converted by law into anything else but into
itself; (c) has no fixed value hence no warranty about its use in exchange. Though
some contemporary researchers (Quinn and Roberds 2014) look for the roots of this
monetary standard in the seventeenth century it was named “fiat” (from the Latin
word “fiat” that means “Let it be”) by Keynes (1930).

Why is modern money fiat? To answer this question the stages of monetary
theory development should be traced. According to the chartable concept, ancient
thinkers believed that people, as participants of economic exchange, used silver or
gold as a currency symbol in the role of medium of exchange (Plato 2013). Scientists
of the middle ages timidly objected to the role of the state in regulating monetary
circulation in part of the specie money replacement specie by notal money. Later
economists still believed in the real value of currency, but told about the need to
support its value by the state (Locke 1823). Physiocrats had already noticed that
money have not a real but symbolic value (Quesnay 1766). Knapp (1924) justified
the crucial role of the State, not people in money circulation, and pointed to the right
of the state to determine the status and value of the currency symbol. Keynes (1930)
finally formulated an attitude to money only as a unit of account, having certain
properties, which should have the matter to be used as currency.

Once, people agreed to make payments by weighing metal. Soon coins appeared
that contained a certain amount of metal money. After some time, for easy trans-
portation coins were left in the custody of moneychangers, and replaced with their
note or description of differed payment—thus money of account appeared. Coinage
becomes the State prerogative. The state reduces the weight of the specie, money
became representative, token (notal, para-typic). Then the state renounces the use of
metal in monetary circulation and payments could be realized by piece-of-paper.
Money has become a symbol: first the managed, and then the fiat. So since August
15, 1971 when US President Nixon canceled exchanging dollars for gold to nowa-
days financial reality is based on “fiat currencies”.

As the monetary system develops, the state appropriates more extensive rights
with regard to control over money and its circulation, including the exclusive control
on money issue. This led to the fact that the ability of the monetary asset to mediate
commodity exchanges becomes dependent on the power and authority of the state.
Money issued by the state and not related directly to the sphere of commodity
exchanges has given a new aspect to the monetary system.

New financial reality can be considered as the natural result of the transformation
of the world finance as the part of development of the world community in its
integrity. Three provisions constitute its distinctive traits. The first may be charac-
terized as commodification or commodity fetishism. The use of money as a measure
in those areas for which it was not peculiar before becomes a characteristic phenom-
enon. Growing number of different products, services, human activities not origi-
nally intended for sale, including science, culture, education, family values, gets its
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monetary value and actually becomes the good that can be bought and sold in the
market. So, the field where money can perform its functions widens.

The second provision constitutes in the evident manifestation of the monetary
function of wealth accumulation and the consequent segregation of society on this
basis. This property allows using money not only as an economic regulator, but also
as a tool for social relations regulation through incentive mechanisms, based on the
pursuit of economic freedom and the acquisition of wealth. This manifests evidently
when the state seeks to accumulate the greater share of national income in the
budgets of all levels. But in even greater extent, in our opinion, it appears in the
creation of large and super-large financial-industrial structures and concentration of
financial resources in international financial centers which become regulators of
international financial flows. Within global economic space national economies
become objects of differentiation. Practice of unsecured credit money issue rein-
forces polarization in the world economy and fixes the backlog in economic devel-
opment for the countries whose currencies are not used for payments in international
trade relations.

The third provision is the exterritoriality of money and its penetration through
national borders. A clear commitment to establish “supranational” currency can be
explained (a) by an aspiration of economic agents from the countries with
unsustainable currencies and import-dependent economies to focus on of the cost
of hard currency for the valuation, despite the impossibility of its direct use as a
means of circulation and payment, (b) aspiration of international corporations to get
rid of governmental control, as well as to reduce the costs of internal interaction,
(c) aspiration of a wider circle of people to quick and unhindered financial trans-
actions in order to realize the information benefits and reduce costs.

Mironova and Sokolova (2000) explain the changes in the world financial system
manifested by the beginning of the twenty-first century and determined in large
current trends of its development by strengthening transnational capital and section
the world financial market between world financial centers, TNCs and international
financial organizations. The result is a growth of national financial systems vulner-
ability, a reduction of national states role in the world financial system, a decrease of
the effectiveness of traditional levers for regulating the economy and the financial
sector, virtualization of financial markets and the growth of speculative operations
volume. Thus, the world financial system becomes global, which is not only and not
so much a response to the challenges of new economic reality but is largely
determined by the endogenous factors of its own development.

Discussing the money development in the nearest future it is worth to mention
four scenarios described by Lietaer (2001): (1) “millennium of transnational corpo-
rations” when private money is replacing the usual bank debt obligations; (2) “closed
communities”—Ilocal currencies issued by local communities are applied; (3) “hell
on Earth”—the official monetary system is destroyed, a new monetary and credit
system is not created; (4) “sustainable abundance”—various types of monetary
innovations are developing, which form a system of successful preventive measures
against monetary crises.
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3.2 Idea of Supranational Money

At a certain moment, certain monetary notes are circulating in a certain limited
territory. According to Yusim et al. (2016), the authorities are monitoring that there
are no parallel monetary assets, because control over the money circulation makes it
possible to create a state financial system, to form state revenues, to make expenses
and to protect the state in the broadest sense. So, since in one way or another, unified
monetary notes are circulating in a certain territory, the key question seems to be
what basic theoretical principles will be laid to the basis of the new world monetary
system.

There are two key economic theories which, firstly, prove, but each in its own
way, the imperfection of the modern world monetary system, built on the principle
that each state should have its own currency, and, secondly, substantiate profound
changes in the world financial system in the near future.

First, this is Hayek’s (1990) concept of denationalizing money. It is based on the
system of views of Menger (1871) and von Mises (1949), which we call “monetary
constitutionalism.” Human society without being coerced or legalized by common
consent, but freely, independently, acting only out of its own interests and economic
expediency, chooses a good that will perform monetary functions. According to
Hayek (1990), contemporary system of fiat money does not satisfy the society. The
society wants to see money secured not only by obligations of the national bank,
secured in turn by loan debts of commercial banks, but also by real assets. Such
money can be the obligations (bills) of transnational corporations. As a result of fair
competition, society prefers the most liquid transnational obligations. So money
“oversteps” the boundaries, becomes “denational”, that is, the money is circulated on
territories that do not coincide with state borders.

Hayek’s theory seems to be correct, reasonable and logically complete, but it has
no nearest prospects. From the standpoint of discrepancy between the state borders
and the borders of monetary circulation Mandell’s theory of the optimum of cur-
rency zones (Mundell 1961) seems more realistic in the near future. Mundell (1961)
proves that there is a certain optimum of currency zones in the world, and this
optimum does not coincide with the number of states. At the same time, from the
1970s to the present day his followers formulate and prove the criteria for an optimal
currency area. That is, they try to determine under what conditions a supra-national
currency can be used in a group of states. So the very functioning of the Eurozone,
even with an unclear prospect, proves the possibility to construct a regional currency
zone in practice.

It should be mentioned that Mundell’s theory is mainly dedicated to the currency
used in the market of real goods, that is, material assets. To operate in such markets
the velocity of money circulation comparable with the speed of real assets transpor-
tation is sufficient to support the principle “delivery versus payment” which provides
the reliability of trade. Though the speed of goods transportation increased due to
technical progress it still remains the factor of significant costs. So, the markets of
real goods are limited in space while the financial market due to its virtualization has
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no such limitations because no physical transportation is necessary. In new financial
reality the tempo of financial market development is many times over that of real
market due to much higher velocity of trades, hence, of money circulation, and the
absence of territorial limitation dictates the requirement for its globality.

3.3 Practice of Supranational Money

Looking for pluses and minuses of supranational currency the comparative analysis
of macroeconomic indicators for countries with a single European currency—
Eurozone (19 countries) and all countries of EU (28 countries) was undertaken.

Unemployment in the Eurozone at the end of 2016 was 9.6%, slightly higher than
8.2% for the EU, and had tendency to decrease. Inflation level was the same, equaled
to 1.1% and tended to grow. The aggregate budget deficit of the euro-zone in 2016
decreased to 2.1% of GDP compared to 6.3% in 2009, in the EU in 2016 the
reduction to 2.4% of GDP took place compared with 6.6% in 2009. The state debt
of euro-zone countries grew in 2016 to 90.1% compared to its historical minimum
65.0% in 2007 while in the EU these indicators had more favorable values—83.3%
in 2016 and 57.5% in 2007. But it should be mentioned that the state debt of euro-
zone tends to decline and it does not seem very large in comparison with other
leading economies.

In December 2016 industrial production decreased by 1.6% compared with
November but increased by 2.0% compared with the same period of the previous
year. For the EU, this figure is slightly better: minus 1.0% and plus 2.9% respec-
tively. GDP of euro-zone in December 2016 grew by 0.4%, compared to November,
and by 1.6% to the same period of the previous year, GDP per capita was also
growing and its annual figure in 2016 was equal to 29,200 euros. Despite slight
decrease tendency it still constituted up 106% of the same indicator for the EU as a
whole.

In the Eurozone unemployment is higher than in the EU. Inflation is rising. There
is a budget deficit. The national debt is bigger than in the EU and has increased.
Industrial production indicators are worse than in the EU and decreased to the end of
2016. The tendency for lower GDP growth rate per capita has manifested.

But, at the same time, unemployment though exceeds the natural level (4-6%)
twice, has a downward trend towards the natural level. Inflation is the same as in the
EU, currently its level is low, perhaps even below the optimal level (2-4%). The
budget deficit is lower than in the EU and significantly decreases year to year. The
national debt tends to decline and as a percentage of GDP it is not higher than in the
USA. Industrial production exceeds that in the same period of 2015. GDP is higher
than in the EU, both total and per capita GDP indicators are growing. GDP per capita
is higher than in the EU.

The problem can be looked at from the other side. The USA can be viewed as a
single dollar zone, comprising 51 independent entities, the United Kingdom is a
zone with a single currency—pound sterling—of sovereign subjects of England,
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Scotland, Wales, Northern Ireland, British overseas territories, a single Japanese
currency—yen—is in use in eight regions of island formation, the yuan renminbi
zone constitutes of 34 quite widely economically autonomous administrative entities
of China, the Russian Federation is a ruble zone with 85 entities, India—a rupee zone
of 29 independent states and seven territories, and so on. That is, a single currency
can apply among the territories, to some extent economically and politically inde-
pendent both of each other and of the center.

Thus, the correct question is not whether the supranational or regional currency
can or be applied or not, but what degree of independence, or vice versa, what degree
of integration is needed for certain single currency to be used to carry out the
function of money at a certain time, at a certain level of development, in a particular
limited territory.

3.4 Use of New Technology

However, the main factor, due to which the endogenous interests of the world
financial system got an opportunity to be implemented, originated outside of this
system but world financial system has quickly mastered, adapted, and later
supported and developed this factor. Naisbitt (1982) analyzed the changes that
occurred in the last quarter of twentieth century in the banking system of USA
caused by and connected with new technological opportunities. According to
Naisbitt (1982), contemporary banking can be characterized as information in the
movement.

The financial sphere makes an active demand for global innovations (Rodionov
et al. 2015). The transition to electronic payments provided by modern technology
has led to a simplification of financial transactions, and disappearance of transmis-
sion delay increased their speed many times over. This means that, in fact, the clients
of banks have access to the same technologies as the banks themselves. The practical
consequence of this fact is that depositors of banks, having received information that
allows conducting profitable transactions, can claim their money from the bank in
the shortest time, when the bank is not be ready to return it. By its fundamental
importance for the financial system, the transition to electronic clearing is compara-
ble with the transition from barter to monetary trade. New technologies allowed new
players to enter the market. Some of them turned out to be more successful and
capable of performing financial operations on a larger scale than traditional partic-
ipants in the banking business.

The changes described above represent the main features of the new financial
reality. In the new financial reality some objects, including virtual, having value only
in the minds of people, can become the kind of monetary units. The invention of
“virtual money” or cryptocurrency can be interpreted as an evident and indisputable
manifestation of Hayek’s (1990) idea about denationalization of money. The circle
of participants of payment system based on cryptocurrency is formed on the basis of
deliberate recognition of its “payment power”, its value in exchange depends on
supply and demand.
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A cryptocurrency is any kind of peer-to-peer digital money powered by the block-
chain technology. Currently, there are more than six hundred cryptocurrencies, the
existence and use of each is based on its own software. The most popular
cryptocurrency is Bitcoin that appeared in 2009. By data of (CoinMarketCap
2017) on 18.03.2017 the cryptocurrency market included 669 currencies, 79 assets,
2737 virtual markets and had capitalization equal to $22,771,909,402. Its turnover
for 24 h constituted $1,148,455,681. The dominance of Bitcoin constituted 72.4% in
total. Market price of Bitcoin was equal to $1010 per unit.

For cryptocurrency the absence of a single emission center is characteristic,
however, the total amount of payment units in the system is linked to a specific
base. For example, the number of “coins” in Bitcoin is proportional to the volume of
gold production. The supporters of cryptocurrency consider it as the electronic
money of the future, that is, the money of the new financial reality. Tech giants,
like Microsoft, IBM and Amazon, and the major Wall Street banks, like JPMorgan
Chase and Citigroup, are investing in block-chain technology. As its benefits they
list the information openness and publicity of all transactions that are being made,
the inflation insusceptibility (the conclusion is based on the fact that the coin
generation algorithm allows their “issue” in a fundamentally limited amount, that
is, gives the cryptocurrency the property of rarity and ensures the growth of its
value), the impossibility of forgery, the minor state control and transboundary nature
(Gevorgyan and Bugakov 2015).

However, the replacement of the fiat money by cryptocurrency currently is not
fully clear. To take the place of fiat money cryptocurrency should win the compe-
tition. Marimon et al. (2012, p. 815) argue that “the quality of money can only be
observed after its purchasing capacity is realized” and consider money an experience
good. Answering the question, to what extent at present the cryptocurrency is able to
replace money, some considerations should be mentioned.

The legal status of cryptocurrency is undefined. Therefore, trades with the use of
cryptocurrency lay outside the legal field, hence, their participants can’t claim the
warranty of their rights and legitimate interests. The legal qualification of the
cryptocurrency will require changes in the legislation, in particular, clear idea of
the legal and tax implications is necessary. The nature of potentially possible credit
transactions with cryptocurrency is non-trivial. The multiplication mechanism is not
fully clear for cryptocurrency. The implementation of such actions will require
withdrawal from the “virtual reality” to the world of real money.

De facto cryptocurrency is not a universal equivalent, because sooner or later one
needs to buy cryptocurrency for real money. Cryptocurrency function as the measure
of value is limited, since the notions of the relative value of goods and the prices for
transactions using cryptocurrency are formed outside the Internet market.
Cryptocurrency is able to perform effectively as a circulation medium, ensuring a
high rate of payments. Supranational character of the cryptocurrency allows us
speaking about a clear expression of the function of world money.

However, it should be noted that the actual speed of operations with real goods is
determined by the time necessary for their delivery, that is, the physical movement
from the seller to the buyer. Thus, the cryptocurrency becomes more convenient for
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ensuring the circulation of “virtual” goods—uncertificated financial instruments,
digital content, access rights, etc. Opportunity of using cryptocurrency essentially
depends on technical means—computer power, availability and stability of Internet
access. From this standpoint, the cryptocurrency in the purses of different users is
unequal.

The growth of cryptocurrency’s popularity is facilitated by a decrease in confi-
dence in the banking system and the opportunity to dispense with intermediation in
transactions. The role of banking system in payments reduces because the banks turn
away from the real economy when the opportunity for profit in volatile markets is
higher than on loans.

While confident assessments of the cryptocurrency contribution to new financial
reality formation are currently difficult, then the growth of electronic monetary
transactions is already one of the trends determining the new financial reality.
Many economically developed countries are basically able to switch to an electronic
system of payment for goods and services in the nearest future.

4 Conclusions

New financial reality is the evolution result of the world financial system and
requires the revision of some traditional concepts, in particular, the concept of
money, its properties, its forms and the sphere of circulation. Today the fiat nature
of currencies does not fully correspond to requirements of trade exchanges and this
generates a search for alternative methods of payments. In globalization the decision
supporting efficient international payments is preferable so the money of the future
should be more or less but supranational.

The idea of supranational money was developed by Mundell (1961) but the
criteria allowing determination the borders and the tense of interrelation between
the countries within the zone of single currency still remains the subject under
discussion. Though the scenario supposing the appearance of reginal currencies
with forming of appropriate zones seems plausible, the statistics did not allow
drawing an unambiguous conclusion about the advantages or disadvantages of the
Eurozone. It should be noticed that while the money used in trade tends to become
regional to diminish the barriers within the trading zone, the money used in financial
markets rather tends to turn global.

Cryptocurrency though it has already some reputational losses represents the
class of electronic technologies which can potentially constitute the basic for imple-
mentation of the money in the new financial, hence, economical, reality. The most
comfortable payment systems based on modern technological advances and
disintermediated can stand out among these methods soon.
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Does Longer Cash Gap Require Greater )
External Financing? e

Hrvoje Percevi¢, Mirjana Hladika, and Marina Miéin

Abstract Components which significantly affect the level of working capital are
inventories, accounts receivables and accounts payables. Company must tend to keep
inventories at an optimal level and collect receivables as soon as possible since it is
important that cash is not tied up in inventories or in receivables. Cash gap represents
the difference in days between the days of paying for purchases and days of collecting
cash form receivables. Considering that in these days company is without cash, the
cash gap must be financed. As higher the cash gap is, more funds are needed. When
company is financed from other sources, there is the cost of financing, that is, interest
cost. As higher the cash gap is, interest is higher. The starting point of this research is
that the relation between the cash gap and the company’s indebtedness is positive, in
other words, the higher the cash gap is, liabilities are higher, such as interest cost. The
research is conducted on the large entities in the Republic of Croatia for the period
from the year 2010 to the year 2015. Cash gap was put in relation with debt indicators
such as: financial expense which is interest cost and debt ratio which shows how big
part of the company’s asset is financed from external sources. Results showed that
although there is weak positive correlation between the cash gap and interest cost, as
well as between the cash gap and debt ratio, those correlations are not significant.

Keywords Cash gap - Working capital - Debt - Interest

1 Introduction

During and after the financial crisis, cash has become an important component
since it is a figure which is not manipulative such as earnings. Also, regardless
the manipulative susceptibility, cash is important for the liquidity and solvency of a
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company. Companies must manage their cash in order to stay liquid and not to
jeopardize its profitability while in the state of illiquidity, in other words, company
must manage their working capital effectively. When observing working capital,
cash gap is an effective tool to manage the working capital within the company.
Financial management can direct the cash flow of the company by extending the
period of paying to suppliers or shortening the period to collect receivables. By
managing the cash gap it is important to stay liquid and profitable, those two should
be balanced because extremes lead into losses.

Cash gap is usually put into relation with profitability and the premise is that there
is negative relationship between those two variables. That means that if there is a
cash gap, company must finance the gap which leads to higher cost of financing and
consequently to lower profit. If there is cash gap which must be financed, than the
higher cash gap would require greater interest cost or greater debt ratio proving that
higher cash gap require higher external financing. Cash gap could also be financed
from the internal sources and in that case it will not lead to higher interest cost or
higher debt ratio. The aim of this paper is to explore the relationship between
the cash gap and external financing measured by interest cost and debt ratio. The
assumption is that there is positive relationship between the cash gap and interest
cost, as well as between the cash gap and debt ratio.

This paper is divided into four parts. First one is the introduction part in which the
main research objectives are presented. It is followed by the second part which
presents literature review divided into three different subparts. Its first subpart pro-
vides theoretical overview of the importance of managing the cash and cash gap in
order to maintain the balance between the profitability and liquidity, while second
subpart is focused on problem of financing the cash cap, while the third subpart deals
with the relationship between the cash gap and profitability. After the literature
review, a third part of the paper presents the research methodology and the research
results. The final part of the paper is the conclusion brought after the theoretical and
empirical research about the cash gap and it’s financing.

2 Literature Review

2.1 Managing the Cash to Keep the Balance Between
Profitability and Liquidity

Managing the cash is an important activity in every company, especially in the
periods of financial crisis. To manage the cash efficiently, managers at every
business function should be included, not only those on top level (Gulin 2009).
Activity of managing the cash includes different spheres, among which are: how
much cash company needs to maintain its business activity, on which activities and
items should cash be spent, how fast the buyers are paying, is there enough money to
invest in growth, and if there is not enough cash, how should company finance itself.
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For the effective cash management it is necessary to plan and control current
assets and short term liabilities. Companies have to maintain their activities while
keeping balance between liquidity and profitability (Konuk and Zeren 2014; Padachi
2006). Balance between profitability and liquidity is important because if companies
prefer liquidity over profitability, they might miss chances in profitable investments.
On the other hand, high focus on investments to achieve greater profitability may
lead to liquidity crisis (Konuk and Zeren 2014). Even though the primary objective
of a company is to maximize the profit in long term, keeping liquidity also must be
taken into consideration. If company does not take care of liquidity, it may fail
bankrupted (Ghodrati and Ghanbari 2014). An example of relationship between
profitability and liquidity might be if company can have favorable credit policy to
their customers and therefore generate higher profitability, but also extend the cash
cycle (Mathuva 2010). In this case company puts profitability in front of the liquidity
which might be good if the cash cycle does not prolong longer than expected and if
the rest of the company’s activities are organized according to that certain credit
policy.

Eljelly (2004) show there is a significant and negative relation between the
profitability and liquidity indicators. Liquidity indicators are presented by current
ratio and cash gap. Investing in net working capital is important to support the
company’s operations, because if investments are insufficient, company may not be
able to conduct business and generate revenue. Management should manage that
investments in working capital are well utilized because overinvestment, as well as
underinvestment could cause problems. Overinvestment in unutilized working cap-
ital can cause destruction of value. On the other hand, underinvestment in working
capital could cause liquidity problems because if the investment in cash, trade
receivables or inventories is insufficient, company might struggle in conducting its
usual business (Erasmus 2010).

Working capital can be used as a useful tool to assess liquidity of a company, in
other words, to assess if the funds of a company are available to meet companies
current operations (Eljelly 2004). Regardless the size of a company, working capital
management is important in order to keep company in financially good health.
Amounts invested in working capital of a company are high, therefore, they have
to be used efficiently and effectively (Padachi 2006). It is important to manage the
working capital successfully because there is money contained in inventory and
receivables which are forms of current assets which can be used for financing current
and future business expansion. Financial management should take care that funds
contained in these forms of current assets are available in most liquid form as soon as
possible in order to release and use these funds for investment activities (Tusek et al.
2014).

In the literature, the term which is used is cash gap or cash conversion cycle
(CCC), but in this paper the term cash gap will be used. Cash gap presents number of
days needed for cash to pass through the operating cycle of a company in different
forms and come back to the initial form, the cash (Serdarusi¢ 2007), or, expressed in
dollars, it is time required to convert a dollar of cash disbursements back into a dollar
of cash inflow from companies operations (Richards and Laughlin 1980). Cash gap
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shows the number of days in which the company does not have money to finance its
activities (Tusek et al. 2014). It is a measure of working capital which shows the
difference in days between expenditure due to the purchase of materials and collec-
tion of receivables for goods sold (Padachi 2006). The cash gap measures the length
of time passed between the actual cash expenditures on resources and actual cash
receipt based on the sale of goods produced or services provided (Eljelly 2004). In
other words, company has cash and the companies use that cash to buy inventories.
If company doesn’t have cash, they record liabilities to supplies, stated as, accounts
payable. When company sells inventories to customers, they record receivables.
When customers pay for inventories bought, company gets cash which they can use
for buying new inventories or for paying suppliers what they owe.

The cash gap is calculated (Lyroudi and Lazaridis 2000; Eljelly 2004; Gulin
2009; Ebben and Johnson 2011; Tusek et al. 2014):

Cash gap = number of days in inventory + number of days to collect receivables
— number of days to settle payables.

The cash gap is a number and it is measured in days. Smaller cash gap means that
company can quicker recover cash achieved from receivables based on the sales of a
company. It positively affects the liquidity of a company. On the other hand, higher
cash gap means that it takes longer for company to recover cash which means that
there might be a problem with company’s liquidity (Lyroudi and Lazaridis 2000).
Companies can manage the cash gap to shorten it by lowering the number of days in
inventory and number of days to collect receivables or by extending the number of
days to settle payables. It is preferable that the cash gap is smaller because it is a sign
that the company does not have a problem with liquidity, while longer cash gap
means that there are days when company does not have cash to settle liabilities
which is an indicator that there is a problem with liquidity.

2.2 Financing Cash Gap

If there is a positive cash gap, it means that there are days in which a company is
without cash. Growing companies can often be short on cash, in other words, they can
be in a state of cash gap which needs to be financed (Borgia and Burgess 2000). The
higher the cash gap which must be financed, the higher is interest cost (Serdarusic¢
2007; Gulin 2009). The longer the cash gap is, the larger are funds that are blocked in
the working capital (Padachi 2006), so company should tend to shorten the cash gap
because costs are higher when the cash gap is longer (Serdarusi¢ 2007). When cash is
blocked primarily in inventories and accounts receivables, the period in which the
company is without cash is longer.

Analysis of cash gap could give some guidelines which are the target level of
inventories, receivables and payables at given sales level. Also, analysis helps to
determine how high is the cash gap (the number of days which have to be financed)
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and project the costs of financing the cash gap, if there is one (Serdarusi¢ 2007).
Since the positive cash gap requires funding form the company’s own capital or debt
financing, both of these have its consequences. Financing from its own sources leads
to inability of investing its own resources into the business, while debt financing
leads to increasing financing expenses (Tusek et al. 2014).

Even when the interest rates are low, the cost of financing cash gap must be
calculated (Gulin 2009). It is desirable that the cash gap is shorter because the larger
cash gap needs to be financed which means that there is greater need for external
financing, which brings along different forms of financial costs such as explicit
interest cost or implicit costs of other sources of financing (Eljelly 2004). Even
though if the cash gap is financed form internal liquidity, company must know what
is the financing cost (Serdarusi¢ 2007).

Padachi (2006) showed that, according to the research results, companies which are
less profitable took longer time to pay creditors. When profitability falls, it means that
there is less cash generated from operations. In that case, companies must search for
extension of the credit period from their suppliers. Accounts payable as a component of
working capital is one of the components that do not consume resources. Instead of
consuming resources, it is often used as a short term source of finance and also helps to
reduce the cash gap. The negative side of extending payment period to shorten cash gap
is if there is some discount in the case of early payment (Padachi 2006). Research
results from the study by Lyroudi and Lazaridis (2000) showed that there is a significant
positive relationship between the cash gap and the traditional liquidity measures such
as current and quick ratios. Results of a research on small companies provided by
Ebben and Johnson (2011) among other findings, show that companies with shorter
cash gap maintains lower levels of invested capital. Also, one of the findings is that the
companies with shorter cash cap had higher levels of liquidity, which means that
companies can improve returns and liquidity by effectively managing cash gap.

Management should hold as little as possible cash in inventories and receivables.
The company should prolong time needed to pay suppliers as much as they can, but
number of days to collect receivables and number of days in which cash is hold in
inventory should be brought to minimum. Reducing the number of days in inventory
and number of days to collect receivables and increasing number of days to settle
payables, has a positive impact on cash gap because it is shortening cash gap and it is
better that cash gap is lower. Negative cash flow is a positive indicator for investors
intended to invest in a specific company (Gulin 2009). To manage the cash gap with
proper quality, company must take care to improve supply chain in order to
minimize the inventories in warehouse. To extend the length of payables, companies
should negotiate good terms related to paying the liabilities to the suppliers (Zager et
al. 2008). Company must also ensure that customers are promptly paying. Cash gap
can be shorten if the company works on fast moving inventory or implements just in
time inventory model in order to shorten the period in which cash is tight in
inventory. Other examples of shortening the cash gap are through relations with
suppliers and customers, by negotiating with suppliers to extend credit terms and by
getting cash out of customers through discount programs or credit card transactions.
Also, one of the examples is factoring which means selling receivables and therefore
getting the cash (Borgia and Burgess 2000).
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2.3 Cash Gap and Profitability

When observing the relationship between the cash gap and the profitability, it should
be negative. If the company has higher cash gap, it means that company is using
different sources of financing which has negative impact on the company’s profit-
ability. Besides that, long cash gap is an indicator that company has a problem with
liquidity. That problem is a bad sign to those who are analyzing company with the
intention of the future cooperation with it and it can reject them in their intentions in
doing business which may lead to decrease of profitability.

Erasmus (2010) examined the relationship between firm profitability and working
capital management which is expressed as net trade cycle (NTC). The difference in
calculation CCC and NTC is that in CCC denominators used when calculating
turnover ratios for inventories, receivables and payables are different, NTC calculates
them by expressing all of them as a percentage of sales. The results showed that there
is significant negative relationship between profitability of a company and measures
such as NTC, debt ratio and liquidity (Erasmus 2010). Based on the research made on
Teheran Stock Exchange, Ghodrati and Ghanbari (2014) concluded that there is a
reverse relationship between the operational earnings and independent variables such
as cash cycle period, receivable accounts period and inventory flow period. Also,
there is a direct relationship between payable accounts period and operating earnings.
That means that when receivable accounts period, inventory flow period and cash
cycle period increase, operating earnings decrease. Opposite to that, if the payable
accounts period increase, operating earnings also increase.

Mathuva (2010) explored the influence of working capital components on the
corporate profitability and the findings show that there is a highly significant positive
relationship between inventory conversion period and profitability, and average
payment period and profitability. These findings imply that companies which hold
high levels of inventory reduce the cost of possible losses or interruptions while also
reduce supply costs and the risk of price fluctuations. Also, the longer the period of
paying to creditors is, the companies are more profitable. On the other hand, the
relationship between the accounts collection period and profitability is highly sig-
nificant negative. That suggests that companies which have shorter period of
collecting cash from customers are more profitable. Lyroudi and Lazaridis (2000)
provided evidence that there is significant positive relationship between that cash
gap and the profitability measures such as return on assets and the net profit margin.

Tusek et al. (2014) conducted a research among the large and medium sized
companies form the hotel industry in the Croatia which showed that there is a
positive cash gap which needs to be financed. When it comes to the relationship
between the cash gap and the profitability, it has been proved that there is no
significant interdependence between those two variables for the period observed.

While some research results indicate that there is a negative relationship between
the cash gap and the profitability, there are also those which indicated that there
might also be positive relationship between those two variables, but also there are
research results showing there is no relationship.
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3 Research Methodology and Results
3.1 Research Methodology

The primary objective is to determine the relation between the cash gap and the
external financing in the form of interest cost and debt ratio. As it can be seen from
the literature review, greater cash gap requires greater financing because there are
more days in which the company is without cash. The cost of financing is interest
cost, so the assumption is that the higher the cash gap is, the greater is the need for
external financing and there is greater interest cost. So, between the variables cash
gap and interest cost positive relation is expected. Debt ratio, which is calculated as a
ratio of total liabilities and total assets, is used as a gearing indicator (Zager 2008).
When debt ratio is higher, it means larger part of asset is financed from the external
sources. Therefore, the positive relation is also expected between cash gap and debt
ratio, because if there is bigger need for external financing due to the higher cash gap,
greater part of asset will be financed from external sources. Out of the 340 large
companies in the Republic of Croatia (large according to the Accounting Act 2015)
at the moment on analysis, for the 324 of them data was available for the period
explored.
For the purpose of the research, cash gap is calculated as:

Cash gap = number of days in inventory + number of days to collect receivables
— number of days to settle payables.

Number of days in inventory, number of days to collect receivables and number
of days to settle payables, is calculated such as calculated by Tusek et al. (2014):

* Number of days in inventory = 365/Inventory turnover ratio
Inventory turnover ratio = Material cost/Inventory

e Number of days to collect receivables = 365/Receivables turnover ratio
Receivables turnover ratio = Revenues/Receivables

* Number of days to settle payables = 365/Payables turnover ratio
Payables turnover ratio = Operating expenses/Payables

The research was conducted for the period from 2010 to 2015 year, which
includes 6 years (n = 6). For each year separately, variables such as material cost,
inventory, revenues, and receivables, operating expenses, payables, interest cost,
total assets and total liabilities were calculated by adding all companies for each year
separately. Those summed variables were used to calculate other variables according
to the formulas above mentioned. Calculated variables for each year are showed in
Table 1.

According to the Table 1, cash gap is positive for each of the year observed which
means that it must be financed. Financing cash gap means higher interest cost and
higher liabilities as an external source of financing. By analyzing the debt ratio, for
each year it is greater than 0.50 which means that more than 50% of the company
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assets are financed from the external sources. Financing from the external sources
entails the interest costs. Using this table, it has been tested the nature of the
relationship between the all the components, such as the significance of these
relationships.

3.2 Research Results

Research results are presented in Table 2. At the beginning of the paper, two
premises were stated to explore as the objectives of the paper:

1. There is a positive relationship between the cash gap and the interest cost which
means that greater cash gap requires greater external financing which leads to
higher interest cost.

2. There is a positive relationship between the cash gap and the debt ratio which
means that greater cash gap leads to higher debt ratio, in other words, there is
greater portion of the assets financed by external sources of financing.

Relationships between the components are tested using Pearson correlation
coefficient and significance of the relationships is tested at 1% and 5% level.
When Pearson correlation coefficient is higher than zero, it means that variables
are going in the same direction, while the coefficient below zero means that when
one component grows, the other one falls. Based on the research results, it is possible
to make conclusions on the relationship between the cash gap and external financing
in the large sized Croatian companies for the period observed.

According to the Table 2, various correlations are tested.

Relation between the cash gap and its components: There is a positive relation-
ship between the cash gap and its components. The relationship between the cash
gap and number of days in inventory is strong, positive and significant, as it was
expected. That is because the longer the period that cash is tied in inventories, cash
gap will be longer because company is without cash. Relationship between the cash
gap and number of days to collect receivables and the cash gap and number of days
to settle payables is medium strong positive, but it is not significant. While it is
expected that the relationship between the number of days to collect receivables and
cash gap is positive since the longer the cash is tied up in receivables, company is
without cash; it is not expected that there will be positive relationship between the
cash gap and the number of days to settle payables. The reason behind it is because
when company prolongs the time needed to pay the suppliers, it means that company
has not given cash away and the cash is inside the company. Also, mathematically,
when number of days to settle payables are rising, it lowers the cash gap. According
to this research, there is a medium strong positive relationship between the cash gap
and the number of days to settle payables, but it is not significant. One of potential
explanations is that the accounts payable are a form of financing cash gap, so they are
positively correlated with the cash gap.
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Relationship between the cash gap and interest cost: The Pearson correlation
coefficient is 0.139 and the correlation between these two variables is not significant
which means that although there is weak positive relationship between the cash gap
and the interest cost, that relation is not significant. Therefore, the premise stated that
there is a positive relationship between the cash gap and the interest cost as an
indicator of the level of external financing must be rejected. It cannot be concluded
that the level of cash gap is correlated with the interest cost, although there is positive
cash gap among Croatian companies.

Relationship between the cash gap and the debt ratio: The correlation between the
cash gap and the interest cost is not significant with the value of Pearson correlation
coefficient 0.131 which indicates weak positive correlation. According to the value
of the correlation coefficient calculated and the fact that it is not significant, there is
no connection between the company’s cash gap and the debt ratio. That means that
when the cash gap of a company grows, the portion of the total assets financed from
external sources is not in a relationship with it.

Relationship between the cash gap and liabilities: A liability represents the external
sources of financing. Since the interest cost and debt ratio didn’t prove evidence that
higher cash gap require greater external financing, cash gap was also put in a relation
with the value of total liabilities, and with the value of short term liabilities. As it can be
seen in Table 2, there is no significant relationship between the cash gap and the
liabilities, neither total nor short term. But, when observing the value of Pearson
correlation coefficient, it can be noticed that its value is —0.387 for the relationship
between the total liabilities and cash gap. That means that there is a weak negative
relationship between those two variables, although is not significant. The Pearson’s
correlation coefficient for the correlation between the cash gap and short term liabilities,
which is —0.479, and that means there is also a weak negative relation, which is also
insignificant. That would indicate that when the cash gap is rising, the liabilities are
falling which is contrary to the logic stated in the paper that since the cash gap must be
financed, it requires greater financing which usually refers to greater liabilities.

It can be concluded that the level of cash gap is not significantly correlated with
the level of neither short term liabilities nor the total liabilities. It can also be
concluded that there is no significant relationship between the cash gap and the
interest cost or the debt ratio. The reason behind it is not familiar; it is possible that
companies finance their cash gap from the internal sources, and not in the form of
credit or some other interest bearing model of financing. Also, the potential reason
behind these research results is that all large companies in Croatia are put together in
this research, regardless their activities. For example, there are companies which
provide services, as well as those which are manufacturing companies.

4 Conclusion

Cash gap is a tool which indicates to financial management the state of company’s
liquidity. If the cash gap is high, company may reach in the state of illiquidity when
the cash should be raised by using external or internal sources of financing. On the
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other hand, if the cash gap is negative, it means that company collects their cash from
buyers in a short time and that cash is not tight up in inventories for the long time.
While cash gap can be shorten by shortening the days to collect receivables, that
might mean that the credit terms to buyers should be tighten which might lead to fall
in sales and endanger company profitability. Also, cash gap can be shorten by
extending the days to settle payables which may lead to extra cost or might ruin
the relationship with the suppliers. Third component which can affect the cash gap is
the number of days in inventory which should be shorten to minimize the cash gap.
That means that planning is important to produce inventories at the level which
follows the level of selling. Therefore, companies have to manage with their working
capital in order to maintain its liquidity and profitability.

Since in the paper the accent was on the relationship between the cash gap and
financing, that relationship was tested on the 324 large companies in Croatia for the
period from 2010 to 2015. In the large companies in Croatia cash gap is positive for
the period observed. Since the positive cash gap must be financed either from
internal or external sources, the relationship between the cash gap and the cost of
financing expressed as an interest cost was examined, such as the relationship
between the cash gap and debt ratio. Research results showed that the relationships
tested were weak and positive, but not significant. That means that in the Croatian
companies higher cash gap does not require higher external financing as it is stated in
the theoretical overview.
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Crowdfunding as a Model and Financing M)
Instrument in Social Enterprises ki

Ubaldo Comite

Abstract Access to credit and financial inclusion are decisive instruments in pro-
moting the economic development and social cohesion of a community and territory.
Helping social enterprises grow and compete is an essential priority for all econo-
mies, as they carry out fundamental and necessary functions. Consequently, the
search for new methods of financing must become a challenge to pursue and
overcome. One of the main problems that social enterprises face is access to credit.
In fact, access models to traditional financing instruments fail to comprehend the
peculiarity of this type of nonprofit entrepreneurship. To this, the so-called “credit
crunch” is added, that is, the restriction of credit offers that affected all enter-
prises indiscriminately, further aggravating the circumstances of social enterprises.
To deal with this situation, a new model, easily applied by social enterprises, is
crowdfunding. It is one of the swifter, more social and transparent solutions to gain
capital, in stark contrast to the bureaucratic approaches by banks and credit institu-
tions. This paper highlights how the crowdfunding model has become an instrument
with a notable impact in terms of fundraising and low implementation costs.

Keywords Crowdfunding - Management - Transparency - Financing -
Social enterprise - Economic development

1 Introduction

Crowdfunding is an innovative instrument used to finance projects with entre-
preneurial, cultural and social aims. Its success is tied to the development of online
platforms that have become widespread and have had a global impact. These
platforms allow for large numbers of individuals (crowd) to offer the capital neces-
sary to finance (fund) projects that are promoted by organizations, enterprises, and

U. Comite (D<)
Department of Business Administration and Law, University of Calabria, Rende, Italy
e-mail: ubaldo.comite @unical.it

© Springer International Publishing AG, part of Springer Nature 2018 203
M. H. Bilgin et al. (eds.), Consumer Behavior, Organizational Strategy

and Financial Economics, Eurasian Studies in Business and Economics 9,
https://doi.org/10.1007/978-3-319-76288-3_15


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-319-76288-3_15&domain=pdf
mailto:ubaldo.comite@unical.it

204 U. Comite

single individuals. Those financing can make a simple donation or obtain a reward in
exchange, such as a share in the risk capital (equity) or interest on the capital lent
(lending).

For third sector organizations, crowdfunding can represent a new fundraising
tool that complements traditional methods. Crowdfunding can, in fact, allow social
enterprises (those already in place, or in the startup phase) to finance innovative and
impactful projects using pre-existing platforms found on the web, drawing upon small
contributions offered by large numbers of supporters.

In the literature, crowdfunding has been recognized as the new tool that “changes
the rules of the game” in regards to financing enterprises (Lehner 2013). The
dynamism that characterizes crowdfunding is probably facilitated by the difficulty
for enterprises, third sector organizations and individuals to access credit, due to the
global financial crisis. New trends are represented by the emergence of local and niche
platforms, by the development of hybrid platforms that offer more than just one model
of crowdfunding, and by the growth of popularity of “Do-It-Yourself” crowdfunding.

2 From Nonprofit Organization to Social Enterprise

To understand the reasons behind the concept of “social enterprise” or an “enterprise
with social aims”, it is necessary to recall the recent evolution of the nonprofit sector.
As is well known, nonprofit organizations, although associated with the obligation
of distributing profit, can carry out more than one role, which differs based on
economic relevance. Among these roles, the most important are the protection and
promotion of the interests of citizens in general or specific groups, the redistribution
of resources between individuals or groups, or between alternative uses and the
production of socially useful services, on a temporary or stable basis, with varying
degrees of autonomy from the public administration (Kramer 1981).

Compared to these potential roles, actual roles are determined largely by the
importance that the different national welfare systems assign to public intervention.
In European countries characterized (at least until the 1980s) by highly developed
public welfare systems, the role of protection and promotion was attributed to the
nonprofit sector almost exclusively, while its contribution to both the redistribution
of income and the production of socially useful services was considered irrelevant.
In countries where it was at least partially recognized (such as Germany, France,
Holland, and Ireland), nonprofit organizations, while common, were characterized
by limited decision-making autonomy and a high reliance on public funding. This
institutional framework has changed since the 1980s. The growing demand for
socially useful services and its ever-increasing differentiation, on one hand, and
the financial crisis of welfare systems, on the other, have opened spaces for the
development of nonprofit formats geared towards the production of socially useful
services. They are more autonomous from public administrations than those already
in existence, especially in the identification of services to be produced and in the
manner in which they are realized.
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Defining these new types of organizations simply as ‘nonprofit’, that is, as
organizations identified only or mainly from the obligation to not distribute profits,
did not seem sufficient in understanding the details. To highlight these, compared to
other members of the sector, entrepreneurial characteristics and productive purposes,
the use of the term “social enterprise” or “enterprise with a social purpose” has
spread (Borzaga and Defourny 2001).

With this, organizations whose main characteristic does not constitute an obliga-
tion to distribute profits to its owners, but to combine an entrepreneurial nature, with
its connotations of volunteerism, autonomy, risk, and inclination towards innova-
tion, with the production of a service for the benefit of the community in which they
operate, or for certain groups of citizens, are identified.

Most notably, from a comparison between the varied experiences of social
entrepreneurship which developed in Europe, it is possible to identify the essential
characteristics of these organizations. Their entrepreneurial nature is demonstrated
by the possession of four requirements:

(a) the prevalence of a production activity of goods and/or services on an ongoing
basis; the distinction between social enterprises and other nonprofit organiza-
tions is based, therefore, on the presence, in the former, of a stable production
activity directly managed by the organization;

(b) a high degree of autonomy; social enterprises are generally created voluntarily
by a group of agents that govern them autonomously, without obligations, either
directly or indirectly, towards public authorities or other organizations, except
for contractual obligations voluntarily approved. The owners benefit from both
the rights of voice and exit since they have both the right to choose the activity
and to manage the organization, as well as the possibility to leave the organiza-
tion or decide upon its dissolution;

(c) asignificant level of economic risk; the promoters of social enterprises and their
owners directly take on the risks of the enterprise, committing both financial
resources and, above all, their labour, and the corresponding investment in
specific human capital;

(d) the presence of a certain amount of paid work; in terms of human resources,
social enterprises turn to both to volunteer work and remunerated work, with an
increasing tendency towards the latter.

Moving on to the ‘sociality’, it is defined not in relation to the type of services
produced, but according to the objectives of the organization and the management
methods used by the organization. As far as the objectives of the organization are
concerned, social enterprises work towards realizing activities that bring benefits to
members of the community, rather than profit for the owners. While nonprofit
organizations are defined in the “negative” as organizations that do not distribute
profit, social enterprises are defined in the positive, according to the objectives
pursued. The obligation to distribute profit can also be partial, permitting, as in the
case of social cooperatives, that a limited part of the profits can be distributed to
members, to remunerate the provision of risk capital or to subsidize the performance
of assigned tasks. As far as management methods are concerned, social enterprises
are generally characterized by democratic decision-making processes geared towards
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favoring a participatory dynamic among the investors, the involvement of the different
stakeholders in governing the organization (paid workers, volunteers, users, etc.), and
the absence of proportionality between the right to vote (or to weigh in on internal
decisions) and the subscribed capital.

It follows that from these characteristics, social enterprises, unlike for-profit
enterprises and public production units, can generally count on a mix of resources
with very different backgrounds and retrieval costs, usually inferior to those of
other types of organizations. Financing the activity through the sale of socially
useful services or other goods and services is supported, in fact, by subsidies and
non-commercial resources from public sources and private donations (Comite 2011).

3 Different Interpretations of the Concept of Social
Enterprise

Kramer (1981) first, and then other authors (Wamboye et al. 2015) attempted to
interpret social enterprises and observed peculiar characteristics such as the protec-
tion, development, and promotion of needs and interests spread out among the
citizens in general, or specific groups, or in the inclusion of products the production
of socially useful goods and services that can occur in a stable or temporary manner,
either dependent on the public administration or autonomous; the social redistribu-
tion of resources.

One interpretation tied to the difficulties of the State to fully satisfy the demand for
public goods is provided by Weisbrod (1975, 1988) who emphasizes how the “median
demand” for goods and services tends to leave all those with needs that do not fall
within that range dissat