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The One Belt One Road project — an Instrument to Globalize the
World Economy the Chinese Way

Peter Balaz — Michaela Kralovicova — Juraj Broncek
peter.balaz@euba.sk, michaela.kralovicova@euba.sk, juraj.broncek@euba.sk
University of Economics in Bratislava, Faculty of Commerce, Department of
International Business
Bratislava, Slovakia

Abstract: China is promoting its own era of globalization. One of the manifestations is the so-
called "One Belt One Road" (OBOR) initiative that aims to change international shipping and
logistics between Asia and other continents and to strengthen China's position in world
markets. OBOR plans to build new transport channels, increase the capacity of the existing
ones, generate cost savings, and simultaneously increase China's geopolitical influence.
Successful overseas expansion of Chinese companies is expected. The rejection of the
international agreements, namely the Trans-Pacific partnership (TPP) with Asian countries and
the Transatlantic Trade and Investment Partnership (TTIP) with the EU by the US creates a
new room for China's global expansion. The success of OBOR will depend on many factors,
both global and regional. The paper aims to examine the fundamental components of the
OBOR project and, on this basis, identify its possible development scenarios. Authors try to
evaluate business opportunities and risks in terms of the strategic expectations of the EU and
Chinese companies.

Keywords: China, competitiveness, globalization, European Union, international trade, OBOR

JEL Classification codes: F42, F63, O11

INTRODUCTION

Developments in the world economy are inadequate even in the period following the
widespread financial crisis. Likewise, the economic progress of the world economy is more a
result of ad hoc interventions to its functioning than systemic steps to help eliminate the risks
that arise in this geopolitical space and affect its territorial components due to the process of
globalization. Whether it is a mixture of demand-boosting policies (e.g. quantitative easing) or
different macroeconomic interventions related to greater integration of production and sales
capacities in developed market economies (DMES) or increasing pressure on the world financial
and capital markets, most of these interventions in the final form did not help resolve the root
causes of the first global financial crisis of the 21t century, which started in 2007. Ultimately,
DMEs should, in particular, bring about the restoration of their international competitiveness
and the revitalization of their positions on the world markets which they have been losing in
favor of the South Asian economies for a long time. China, Singapore, and the Greater China
Region (China, Hong Kong, Taiwan and Macau) are holding the top spots when it comes to
the achieved GDP growth rates, with their positions in the global competitiveness rankings
also being relatively high. They are systematically expanding into more and more sophisticated
production sectors, but they also activate the economic potential of the surrounding countries,
which they support and include into their various long-term strategic plans. It is really a
tragedy that neither the EU nor the US have so far not seen these far-reaching strategic steps
taken by the Asian countries that have a major impact on the future of the world economy as



a significant risk, which is result of them being mainly concerned with tackling various local
economic or socio-political conflicts.

The post-crisis period, however, confirms that the Chinese economy will, in the short term,
end its internal industrialization phase and exhaust the classical comparative advantages that
have long been available. It will be able to strengthen its further economic growth and global
influence only at the cost of promoting robust investment projects, the extent and intensity of
which will depend largely on the success of structural shift towards the high technology
production and, therefore, the exceptional value added that only needs a minimum of energy
and materials. On the other hand, the expected enormous productivity gains will only make
sense if the effective conditions for placing this production on world markets are safeguarded
and, as counterweight, there will be an opportunity to draw on the comparative advantages
of other entities in order to further strengthen its own economy (Fojtikova, 2016).

At the end of 2013, Chinese President Xi Jinping introduced a draft of the Silk Road Economic
Belt and the 21st-Century Maritime Silk Road, currently known as "One Belt, One Road"
(OBOR) and "Belt and Road Initiative" (BRI), which quickly gained extensive international
economic and political support. Building up new transport routes and logistics should positively
address the most important cause of instability in the Asian region, namely large variety in the
level of development of individual regions as well as poorly developed mutual economic and
political relations between Asian countries. The project is also thought of as "a new instrument
of economic, political and cultural unification of all parts of Asia" (Xi Jinping, 2017). Its
important mission is also to remove the gigantic economic disparities in the level of
development of eastern parts compared to the Central and the Western China. Solving them
is politically and economically vital for China (Yu, 2016). Participation in the project has already
been confirmed by some 70 countries, including Belarus, Kazakhstan, Turkey, Thailand or
Russia.

It should not be forgotten that the successful implementation of the OBOR project will not
only strengthen China's Eurasian position, but growing number of countries linked to these
new transport routes will be increasingly more interdependent with China's economy and
internal political decisions of its leaders. This is likely be deepened by the consequences of the
disruption of another project - the TPP - which the US government has seen as the main tool
for reducing China's international influence and building a geostrategic alternative for countries
in the sphere of its growing Asian influence (Tai, Tseng & Wei, 2016).

1 METHODOLOGY

The objective of the present paper is to highlight the most important aspects of the
implementation of the OBOR project, its benefits and risks for the participating partners and
to evaluate it provisionally as a factor affecting the world economy and international positions
of the EU. At present, it is not yet possible for the most important economic parameters of a
project to be more precisely quantified or evaluated, as it is being implemented gradually. The
existence of reliable data on its impact on the most important economic indicators is minimal
and its availability is very limited. Authors devoted to the longer-term research of the
development of the Chinese economy and the importance of this project are aware of these
facts and therefore focused mainly on the identification of its projected impacts and their
coherence with the strategic interests of the European integration community. They gradually
concentrate important partial findings from the process of implementing the entire project and
try to compose them into a coherent whole. It should have a higher informative value and its
objective interpretation could enable acquiring relevant knowledge. Bearing this in mind, the
authors of this research paper used primarily the methods of analysis and international
comparison and the supplementary the method of synthesis.



2 RESULTS AND DISCUSSION

The rapid economic growth and the steadily rising volume of exports, as well as import,
position China as one of the most important countries in the world trade. In 1996, China
(including Hong Kong) accounted for 3.3% of world trade, in 2008 for more than 7.1%, and
in 2016 for almost 20% (World Bank, 2018). However, in the context of the global financial
and economic crisis, world trade after 2009-2017 experienced considerable turbulence and,
ultimately, a gradual decline in its volume, with all countries of the world being affected by
globalization, but China came out best since its decline was significantly lower and delayed
(UNCTAD, 2012). Its positive balances of trade with the US and the EU have continued to
grow and have remained the drivers of the economy. However, J. Stiglitz (2005) pointed out
that despite of this: "The gap between China and the advanced industrial countries remains
large. But China's strong investment in education and the closer integration of China into the
global economy has put China in a position to close this gap at a rate, perhaps even faster
than it has been closing that gap in the past" (The Financial Times, 2005). This prominent
expert probably overlooked the fact that already since 2012, the investments in sectors
connected to high value-added manufacturing, in particular the education, science and
research, are above the EU average and are growing further. He also failed to take into account
the fact that the efficiency of these investments is very high, coupled with, among other things,
the return of thousands of scientists and researchers from DMEs that conducted their studies
abroad (e. g. in the US or Australia). Subsequently, these economies make a great use of the
knowledge accumulated by their former expatriates to cultivate and sophisticate their own
economies. In addition, unlike the EU and the US, Chinese students "crave" education and
new knowledge, and in the spirit of neo-Confucian traditions, they use the acquired knowledge
and experience very purposefully at home.

OBOR, initiated by China in 2013, is in line with the overall strategic objectives of this country
and has a potential to boost competitiveness of numerous developing counties. Its geographic
scope is illustrated in figure 1. The roadmap of OBOR underlines the five most important
priorities. In general, these are:

policy coordination (promoting intergovernmental cooperation),

facilities connectivity (improving road, energy and information infrastructure),
unimpeded trade (removing trade and investment barriers),

financial integration (deepening of financial cooperation) expansion of bilateral
currency swaps and settlements,

e establishment of new financial institutions) and people-to-people bonds (promotion of
cultural and educational exchanges, enhancing cooperation on tourism and epidemic
information). The initiative also includes strengthening environmental and energy
cooperation (National Development and Reform Commission, 2015).

Despite the direction of Chinese strategies and policies towards achieving higher technological
advancement in domestic production, as evidenced by the 13th Five-Year Plan for 2016-2020
and the "Made in China 2025" strategy, the country's progress towards economic growth based
on quality (as opposed to the past, when the emphasis was placed mainly on the quantity of
growth) and the higher sophistication of production as well as the whole economic structure
of the country cannot be fully achieved within the set horizon (by 2020 or 2025). The change
in economic orientation requires adaptation of production base deployed across the country,
retraining of the current workforce as well as adaptation of the education system, especially
in the secondary and tertiary education. Chinese leaders are currently aware of this "time
pressure", as evidenced by the update of the strategy's goals, which was officially announced
in early 2018 (Wei, H., 2018). Some economists point to the unattainability of the strategy
over a given time horizon, and even predict its successful finalization as late as in 2049 (Ang,
2017).



Fig. 1 OBOR and its geographical scope
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However, Chinese leaders do not leave anything to chance, and the concurrent announcement
of the OBOR and "Made in China 2025" strategies in 2013 must be seen in a strategic context.
The OBOR strategy is actually aimed at solving the problems hampering the successful
implementation of Made in China 2025 as well as addressing the structural problems of the
Chinese economy as such. The process of structural shift launched by the "Made in China
2025" strategy faces problems of which the most serious are:

e economic differences between the various provinces of China (west vs. east, inland vs.
coastal areas),

e the dominance of state-owned enterprises in the key sectors of the economy, causing
overproduction that the domestic market is unable to absorb,

e decreasing foreign demand due to the continuing effects of the global financial crisis,
which began in 2007/2008,

e labor shortages and the threat of rising unemployment caused by restructuring
processes in this economy,

e environmental degradation associated with industrialization and the growth model
of the economy based on quantity.

Indeed, the OBOR strategy, which is already partially implemented in some countries of the
world economy, helps to eliminate the threats to the Chinese economy and has the potential
to reduce the negative effects of structural changes brought about by shifting production
towards higher added value, which is in line with the "Made in China 2025" strategy. OBOR
allows China to "export" its overproduction created by the traditional processing sector (e.g.
steel, cement and aluminum), while it also generates a long-term demand for other kinds of
goods and services (Holslag, 2017).



It should be noted that OBOR currently only gains its momentum and takes in new participants.
For example, at the end of 2017, Chinese officials announced the expansion of OBOR involving
the Latin America and Caribbean (Xinhua, 2018) and since the beginning of 2018, China's
strategic plans rely also on the creation of the so-called "Polar Silk Road" (Reuters, 2018).
Enhancing the geographical reach of the initiative will enable China to increase its global
economic and political influence and also diversify and expand its own export markets. It is
also important to note that many participating countries are developing countries located in
Asia and Africa that are experiencing dynamic economic growth. Building the infrastructure
needed to develop mutual trade relations with China can, therefore, lead to an increase in
demand for all kinds of Chinese goods in the future. The threat of rising unemployment caused
by the increased sophistication of the Chinese economy can be reduced by the creation of job
opportunities under the OBOR strategy, as it is currently involving an increasing number of
landlocked Chinese provinces and cities, which are in the process of linking with other countries
of the world economy via rail. In 2017, for example, a railway line from Zhengzhou (located
in central China) to Hamburg, Germany, was extended to Munich. Since its launch in 2013,
until the end of 2017, the route between Zhengzhou and Hamburg has been made about 500
times and has transported about 472,500 tons of cargo worth $ 4.92 billion. The transit time
is about 12 days and, in addition to opportunities for Chinese producers, it also creates
significant business opportunities for the European manufacturing sector (Xinhua, 2017).
Linking the Chinese regions lagging in development to the global market has the potential to
generate additional job opportunities, accelerate the economic growth of several provinces
and allow them to adapt more quickly to the "new normal" of China's economy. "New normal”
is the period, which the Chinese economy has entered in 2012. It is associated with slowing
pace of economic growth and its structural changes, and the necessity to move the
government's focus on securing economic growth based on quality (so-called sustainable
growth combined with increased environmental protection, reduction of excess manufacturing
capacities and increased orientation on services and progressive technology).

In fact, in the context of the presented facts, the OBOR allows for the preparation of labor
force and adaptation of the production capacities in the most remote Chinese territories and
for the upcoming implementation of the "Made in China 2025" strategy.

However, the macroeconomic and microeconomic expectations of the implementation of the
OBOR project are even more extensive as they will have a major impact on the overall changes
in international transport routes, mainly between Asia and Europe, but also on the prices and
conditions of transport, its speed and security. It can be expected that redirecting them will
increase the competitiveness of Chinese goods in all countries located on or near the main
transport lines of the project. This will also change the nature of the transported goods,
particularly of food or other types of goods whose economic efficiency will depend on new
transport conditions (Zheng & Lim, 2017). In addition, these new routes will be built, upgraded
and operated mostly by Chinese companies using Chinese capital and investments, so long-
term benefits from these activities will be under the control of China. B.K. Sharma and D.K.
Nivedita (2017) stressed that in in this way, China will also gain influence, whether it be
economic or socio-political, over the countries involved in the project.

The implementation of the OBOR project will have a significant impact on geopolitical
landscape. The implementation of this project should also be supported by the construction of
a new institutional background, including the recently established Asian Infrastructure and
Investment Bank (AIIB). The founders of the AIIB include several DMEs and major banks
(Balaz, Broncek & Kralovicova, 2017). It is very likely that Chinese companies will gradually
take over a significant part of the world's transport services, dominated by US and EU
businesses. The substantial reduction in China's dependence on shipping routes through the
US is also going to be an important factor determining the success of the whole project. The



US will lose control over Chinese goods flows and therefore lose the ability to influence the
developments in this economy.

The implementation of a strategy as large as the OBOR is obviously associated with risks and
threats. The most significant among them originate from the unstable political regimes of
participating developing countries (e.g. Central Asian countries), terrorism, mutual political
conflicts among participating countries, piracy, or inadequate financial supervision of the
invested funds, causing financial loss, corruption and moral hazard (Financial Express, 2018).

Tab. 1 China Going Global Investment Index ranking 2017

Rank Country BRI | Rank Country BRI | Rank Country BRI
1 Singapore X 21 Finland 41 Pakistan X
2 us 22 Poland X 42 Spain
3 Hong Kong 23 Hungary X 43 South Africa
4 Malaysia X 24 Saudi Arabia X 44 Mexico
5 Australia 25 Ireland 45 Bulgaria X
6 Switzerland 26 Indonesia X 46 Turkey X
7 South Korea 27 France 47 Ukraine X
8 Canada 28 Philippines X 48 Portugal
9 Chile 29 Sweden 49 Egypt X
10 Russia X 30 Vietnam X 50 Italy
11 Israel X 31 Netherlands 51 Argentina
12 Kazakhstan X 32 Sri Lanka X 52 Brazil
13 Taiwan 33 Slovakia X 53 Azerbaijan X
14 Japan 34 Romania X 54 Greece
15 Norway 35 New Zealand 55 Colombia

Czech
16 Republic X 36 India X 56 Algeria
17 Denmark 37 Belgium 57 Ecuador
18 Thailand X 38 Peru 58 Nigeria
19 Iran X 39 Austria 59 Venezuela
20 Germany 40 UK

Source: The Economist Intelligence Unit (EIU).

Note: EU member countries are highlighted.

Economists also point to the economic unsubstantiality of the OBOR, arguing that countries
generally favor the liberalization of their foreign trade (for example, through the FTA) with the
countries that represent their most important trading partners, hence the countries with the
highest turnover of mutual trade. China's most important trading partner, however, is still the
US, whose participation was never counted on with regards to OBOR. A significant part of the
OBOR participants are developing countries with which China has negligible foreign trade
turnover, with the potential for improvement remaining very low. Chinese economist, D.
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Cheng, highlights the low linking of global value chains among OBOR participants that hinders
the dynamic development of business relationships within the participating countries. The
economist also points to the high degree of conjunction and complementarity of the value
chains between China and DMEs which are traditionally high-income economies and their
foreign trade with China has a higher level of added value (Cheng, 2017). From this point of
view, the OBOR is, despite its perspective in generating economic benefits in the future, more
of a political project aimed at strengthening China's influence in the global economy and its
soft power.

OBOR is not China's international effort aimed to exclude countries and polarize the world
economy, which is also a notion maintained in the Chinese government’s official
communication. All EU member states are welcome to join the initiative. However, that does
not mean that all EU members are equally important for the project. The Economist
Intelligence Unit (EIU) published an index ranking 59 major economies in terms of their
attractiveness to Chinese firms, utilizing 57 indicators belonging to "opportunity" or "risk"
pillars. As we can see, none of the top 15 ranking countries belong to the EU, with the Czech
Republic on the 16" and Slovakia on the 33% position. Achieving more desirable attitude of
Chinese firms, with regards to both greenfield investments and M&A, must be based on stable
developments in bilateral relationships between the European Union and the People's Republic
of China. The Chinese government has realized that EU institutions and the official investment
framework play a key role in execution of this project in various EU member states. The
cooperation must stand on open and transparent rules. Although a comprehensive and unified
strategy regarding OBOR has not been established by the EU, some transparency-oriented
initiatives have emerged. In September 2015, a memorandum of understanding was signed
during the EU-China High-Level Economic Dialogue, aimed at promoting the cooperation in
infrastructure, equipment, technologies and standards. Two years later, at the 19" Summit
between the European Union and the People's Republic of China, The European Investment
Fund (EIF) and China's Silk Road Fund (SRF) have signed a Memorandum of Understanding,
advancing the joint investment initiatives and complementing the Juncker Plan's European
Fund for Strategic Investments (EFSI), which improves access to finance for small and medium
businesses in Europe. On this basis, the leaders have committed to enhance the transport links
between the two economies under the Belt and Road initiative. For example, the development
of the KoSice and Leopoldov Intermodal Terminals and Bratislava Trimodal Terminal were
presented under the EU-China Connectivity Platform.

CONCLUSION

Chinese President Xi Jinping, in his speech at the World Economic Forum in 2017 in Davos,
stressed that: "Emerging markets and developing countries are already contributing to 80%
of the growth of the global economy. [...]. However, the global governance system has not
embraced those new changes" (CGTN America, 2017). In this context, the OBOR strategy can
be perceived as China's response to the rigidities of the global power and economic order.

Despite the criticism presented and the threats associated with its implementation, the OBOR
is positively perceived by many politicians and international organizations. In 2017, in support
of the strategy, the World Bank President Jim Yong Kim said that: "two things that the world
needs very much right now are strong leadership and an embrace of multilateral approaches
to solving difficult problems, and the BRI is both of those things" (Kim, 2017).

OBOR already begins to bring the first economic benefits. For example, in 2017, mergers and
acquisitions made by Chinese companies in the countries and regions participating in the
strategy increased by 47.4%, which was in sharp contrast to the development of Chinese
global investments in the same year, which recorded a decrease of 13.5% (China Daily, 2018).
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Within the OBOR, $ 20.8 billion was invested directly by Chinese companies solely in 2015, an
increase of 18.2% compared to 2014. New contracts signed with foreign partners reached $
92.6 billion in the same year (State Council of the People's Republic of China, 2016). Foreign
trade between China and OBOR participants recorded a year-on-year increase of 15% in 2017,
exceeding the total amount of $ 1.2 trillion (Moak, 2018). Large Chinese state-owned
enterprises are already establishing departments specially focused on the OBOR strategy, in
order to raise finance for their own projects, which can bring new business opportunities also
for European companies.

The rapid rise of the Chinese economy over the past century and its current advancement
makes it clear that in order to achieve global hegemony, the country does not adopt chaotic
and inconsistent policies, but strategically thought-out, highly coordinated and consistent
measures with a long-time perspective, often with a timeframe exceeding a ten-year period.
A unique political establishment for the 21t century is an inimitable competitive advantage for
the country. The absence of opposition and the certainty that current leaders will not be
replaced by other political leaders in the short term gives them the opportunity to plan the
development of the country for decades ahead but also to be responsible for their decisions in
the long term.

Recently, there is a significant global breakthrough related to China's goal to increase its
political influence in the world and, in particular, help transform its domestic economy from
industrial giant into a global industrial power through long-term strategic projects and
encourage domestic export industries to gain new markets (Krugman, 2017).
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Abstract: From the reporting year, 2017, the legal requirements for transparency on non-
financial information in management reports of large Public Interest Entities (PIEs) are stricter.
In the case of Poland, the Directive requires almost 300 companies to disclose information, at
least on environmental, social, and employee-related matters, as well as on respect for human
rights, anti-corruption, and bribery issues. The aim of this article is to understand the degree
of conformity within the non-financial information disclosure of Polish PIEs, prior to the
transposition of Directive 2014/95/EU into Polish law. The empirical research was based on
the content analysis of the management reports published by the companies listed on the
Warsaw Stock Exchange - WIG INDEX.
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INTRODUCTION

The history of non-financial reporting amounts to almost 50 years, and during those five
decades, it has gone through various stages — from short information in the annual report,
through hundreds of pages of separate reports, to integrated reports. Currently, the approach
to non-financial reporting differs among regions and countries, but also industries. Business
can also adapt a wide palette of standards, frameworks, and guidance. This diversification was
welcomed in communication with customers and the media, but became problematic in the
case of communication with shareholders, investors, and business partners, who need much
more standardised and transparent information.

According to Wim Bartels, KPMG's Global Head of Sustainability Reporting & Assurance, the
trend of disclosing non-financial information by companies in annual reports is driven by two
factors: firstly, the NFI is increasingly perceived by shareholders as relevant for their
understanding of a company’s risks and opportunities, and secondly, stock exchanges and
governments are issuing requirements for companies to report NFI in annual reports (KPMG,
2015).

The evolution of corporate governance from shareholder perspective to integrating
stakeholders’ concerns is also of great importance to NFI reporting. As explained by Idowu et
al. “corporate governance is about running corporate entities in a socially, economically and
environmentally responsible manner so as to ensure that all interested stakeholders suffer no
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loss or adverse impacts as a result of the operational activities of the entity being governed
by those at the helm of that corporate entity management hierarchy” (2017, p. 271). According
to the G20/OECD Principles of Corporate Governance (OECD, 2015), particularly V Principle
“Disclosure and transparency”, the mentioned disclosure should, among others, include
company objectives and non-financial information.

In the case of the European Union, the year 2014, was a turning point for corporate non-
financial reporting. The introduction of the EU Directive on the disclosure of non-financial and
diversity information (Directive 2014/95/EU), has been a big step towards greater business
transparency and accountability on social, environmental, labour, human rights, and anti-
corruption issues. The 28 EU Member States had to transpose the Directive into their own
national legislations up till the 6th of December, 2016, and as a result, a certain group of
companies is expected to comply with the new disclosure requirements of the locally
transposed laws from 2018.

This also applies to Poland, which is not very advanced in CSR and Sustainability issues, and
has relatively low non-financial information disclosure requirements. Polish companies are also
slow to publish NFI — for example, in the years 2016/2017, only 56 Polish companies
published reports based on the GRI standard (GRI, 2017).

The aim of this article is to understand the degree of conformity within the non-financial
information disclosure of Polish PIEs, prior to the transposition of Directive 2014/95/EU into
Polish law. The evaluation will focus on the scope and quality of non-financial information
disclosure, with regard to five matters required by EU and Polish law, namely: the
Environment, Labour Practices, Human Rights, Community Involvement, Anti-Corruption and
Bribery.

1 LITERATURE REVIEW

1.1 Non-financial reporting

Corporate reporting includes both financial and non-financial information on all important
issues of business activity, and is considered as the primary channel of communication with a
wide range of stakeholders. High level, non-financial reporting is expected to enable
sustainable finance, but also make companies more resilient and perform better, both in
financial and non-financial terms. Roxana-Ioana and Petru, (2017), state that non-financial
reporting is one of the most important trends in corporate reporting development, regarding
the improvement of annual report information content, based on the increasing needs of
stakeholders to be informed on the corporate environmental, social, and ethical performance
of a company. Lusher, (2012), goes even further, stating that financial reporting was a priority
in the past, whilst non-financial reporting is a priority nowadays, and integrated reporting will
increase in the future.

Non-financial reporting can be defined as “a process of gathering and disclosing data on non-
financial aspects of a company’s performance, including environmental, social, employee and
ethical matters, and defining measurements, indicators, and sustainability goals based on the
company’s strategy” (Deloitte, 2015, p.1). Non-financial reports are published under a number

14 A\Y 14 A\Y

of different names, including “sustainability reports”, “social reports”, “corporate social
responsibility reports”, “social and community reports”, and are classified as Corporate Social
Disclosure (CSD), Corporate Environmental Reporting (CER), Triple Bottom Line (TBL)
reporting, ESG reporting, and many others (Kolk 2010; Owen et al. 2001, Buniamin and

Ahmad, 2015).
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The practice of reporting on non-financial information is not new. It has been almost 50 years
since the early initiators started to release external social and environmental reports. According
to Kolk, (2010), the first wave of non-financial reporting started in the 1970s, in the United
States and Western Europe, where companies adopted the practices of so-called social
reporting and accounting, defined at that time as “the identification, measurement,
monitoring, and reporting of the social and economic effects of an institution on society”,
“intended for both internal managerial and external accountability purposes” (Epstein et al.
1976, p. 24). The Ernst & Ernst surveys showed that, by 1978, 90% of the Fortune 500
companies, reported on social performance in their annual reports. However, the amount of
social information they published was rather limited - frequently less than a quarter of a page.
This phenomenon lasted less than a decade, because in the 1980s, reporting in this shape lost
its momentum (Dierkes and Antal 1986). Business organisations came back to non-financial
reporting practice in the late 1980s, with a particular focus on environmental issues, and with
most attention being paid to external, accountability dimensions, influenced by pressure from
non-governmental organisations (NGOs). This practice has grown substantially, and has
become a new trend, in the form of separate reports (Kolk, 2010). As the findings from the
KPMG Survey of Corporate Responsibility Reporting 2017 show, corporate NFI reporting is still
growing - with almost all (93%) of the world’s largest 250 companies, and 75% of the 4,500
companies from 45 countries surveyed by KPMG (KPMG, 2017, p.9) providing such
information. It is mostly due to the rising demands of the stakeholders, who are increasingly
aware of environmental and social issues, climate change, sustainable supply chain
management, natural disasters, and the scarcity of natural resources (Kolk and Van Tulder,
2010; Seuring and Muller, 2008).

There is also another reason for such a high engagement in non-financial reporting. The
Annual Study of Intangible Asset Market Value (Ocean Tomo, 2015) has revealed that the
average intangible asset value of the S&P 500 grew from, 17% in 1975, to 84% by 2015. That
is why investors, but also other stakeholders, are looking for more information about the value
creation process of the company, as well as information on how it interacts with the world
around it. The non-financial information disclosure provides the context for financial
disclosures, demonstrating both how far the organisation is able to meet stakeholder
expectations, and how much the viability of its business model has contributed to a
transformation in the way business is conducted (FEE 2016). As highlighted in the World
Economic Forum’s ‘The Global Risks Report’, (2016), most macro trends and risks, that could
affect an undertaking in the future, are non-financial. Also, in EY’s ‘Tomorrow’s Investment
Rules Report’, (2015), it was concluded that companies need to improve the non-financial
information they report, in order to meet the needs of investors. The 2015 survey, involving
more than 200 institutional investors around the world, showed a dramatic increase in
respondents, who consider corporate social responsibility reports or sustainability reports as
essential or important when making investment decisions — from 35% in 2014, to nearly 60%
in 2015 (EY, 2015).

There is also the other side of the coin - according to EY (2013) the results of more than 200
empirical studies examining the relationship of CSR performance to corporate financial
performance suggested that companies might benefit from the non-financial disclosure. But it
was also highlighted that “the rigor of the reporting process matters a great deal in terms of
the value that can be realized” (EY, 2013, p.12).

Since the 1970s, there has been considerable diversity in the voluntary publication of
sustainability reports across industry sectors and countries. To provide guidance and standards
for this practice, some guidelines were developed around the world, such as: the Global
Reporting Initiative (GRI) guidelines, UN Global Compact Communication on Progress, AA1000
Standard, ISO 26000 - International Standard for Social Responsibility, OECD Guidelines for
Multinational Enterprises, CERES Principles, the ESG Framework, and many others. Amongst
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all of those just mentioned, the GRI Sustainability Reporting Guidelines are currently the most-
used set, and used by many organisations around the world. According to the GRI (2017),
74% of the world'’s largest 250 companies reporting, use their Standards.

This diversity of standards, guidelines, and frameworks, and in many cases, the decision of
companies to choose an individual approach, has led to the failure to provide comprehensive
business information, whilst creating the need to integrate financial and non-financial business
reporting. In August 2010, the International Integrated Reporting Council (IIRC) was formed
to create a framework, enabling the accounting of sustainability, along with bringing together
financial, environmental and social, as well as governance information, into an “integrated”
format. Integrated reporting involves “far more than simply combining a financial report and
a sustainability report into a single document”. (Eccles and Krzus, 2010). It is the next step in
corporate reporting that presents the way in which the defined business capitals can create
the value expected by shareholders and other stakeholders, too.

1.2 NFI Directive

It has become clear over the years, that voluntary non-financial reporting has reached its limit.
Given the increasing importance of non-financial information, the EU has, therefore, decided
to oblige certain groups of companies to disclose non-financial information and promote the
consistency and comparability of this information within its community.

For the European Union, non-financial reporting has been an important issue from the very
beginning of this century, but, as mentioned by the Federation of European Accountants (FEE,
2016), it became a major political issue after the 2008 financial crisis, as there was a clear
need to rebuild investors’ and consumers’ trust in markets, partly through better information
regarding risk management and sustainability. According to Matuszak and Rézanska, (2017),
Europe, after the financial crisis of 2008, has become the most active region in promoting
transparency and NFI disclosure.

The European Commission’s services, started in 2010, a public consultation on companies'
disclosure of non-financial information, such as social aspects, environmental information,
human rights, and sustainable development. The summary report (2011), revealed a high
diversity of applied solutions in member states, which has led to the fragmentation of the EU’s
legislative framework. This diversity was perceived as a potential cost, as investments were
needed to build capabilities necessary for managing properly the overall business, leading to
better long-term performances (EC, 2011). In 2014, the EU legislator decided to unify the way
a certain group of entities report non-financial information, through the NFI Directive, aimed
at the improvement of the quality, consistency, and transparency of NFI reporting in the whole
EU (Directive 2014/95/EU). This was believed to have led to confidence, both among investors,
as well as consumers, and other stakeholders (especially investors who, provided with insight
into the non-financial aspects of the business, can better assess the opportunities and risks of
their future investments). Obviously, it is difficult to clearly assess how such disclosure
regulations might affect companies, ex ante. As observed by Ioannou and Serafeim, (2017),
on the one hand, mandatory reporting laws and regulations could increase transparency and
motivate companies to do better in terms of socio-environmental dimensions of performance.
On the other hand, such laws and regulations could result in a costly pooling, rather than a
separating equilibrium, with respect to the value of sustainability disclosures, and can, thus,
eventually destroy shareholder value. However, many consider that mandatory regulation is
the only valid method of improving the quantity and quality of non-financial information
(Deegan, 2002; Jackson et al., 2017; Crawford and Williams, 2010).

The EU is rather careful in the process of introducing obligatory NFI disclosure. The NFI
Directive applies to large public-interest entities (PIEs), with an average of 500 or more
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employees, and either — a balance sheet total exceeding EUR 20 million, or a net turnover
exceeding EUR 40 million. By the term — public-interest entity — the EU understands it to
mean any entity, which is trading transferable securities on the regulated market of any
Member State; is a credit institution; or an insurance undertaking, or has been designated by
a Member State as a public interest entity.

According to the European Commission, the NFI Directive will affect approximately 6,000 large
companies and groups across the EU. Companies are obliged to disclose in their non-financial
reports, information on environmental, social and employee matters, respect for human rights,
and anti-corruption and bribery matters. Reporting organisations must disclose, for each of
the above matters, the following information:

e A description of the business model;

e A description of the policies pursued in relation to the above matters, including due
diligence processes implemented;

e The outcomes of those policies;

e The principal risks related to those matters including, where relevant and
proportionate, its business relationships, products, or services, which are likely to cause
adverse impacts in those areas, and how those risks are managed;

¢ Non-financial key performance indicators relevant to the business.

This information must be presented in the management report, or separate report published
alongside the management report, or within 6 months of the balance sheet date, made
available on the PIE’s website, and referenced in the management report. The discloser of
non-financial information may rely upon a national, EU-based, or international reporting
framework.

As highlighted by Biernacki, (2017), the President of the Reporting Standards Foundation and
Vice-President of the Polish Association of Listed Companies, the requirement has been
introduced in a relatively soft way, as it has been presented in the form of a directive (not a
regulation, as in the case of, for example, the Market Abuse Regulation that defines everyday
information obligations of listed companies). The NFI Directive provides a legislative
framework, with sufficient flexibility, to enable Member States to implement in the manner
that best serves their internal markets. So, Member States may differ in the ways in which
they define an organisation as a large undertaking, or consider organisations to be public
interest entities. The Directive also allows Member States to define whether or not reports
must be verified by an independent assurance services provider, and if any penalties will be
imposed upon organisations, which fail to report adequately.

Additionally, the NFI Directive allows Member States to impose state specific requirements on
companies regarding the three key aspects of reporting:

e Reporting Framework
¢ Disclosure Format
¢ Reporting Content

The EU Directive on disclosure of non-financial information and diversity information
(2014/95/EU) was published at the end of 2014. The European Member States were given two
years to transpose the EU Directive into national legislation. New requirements were applied
in all Member States for the financial year starting on the 1t of January, 2017, or during the
calendar year of 2017.
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1.3 Non-Financial Reporting in Polish Legislation

This NFI Directive was transposed into Polish legislation by the Act of the 15th of December,
2016, amending the Accounting Act 61. Most requirements are the same as in the Directive —
only three requirements were adapted:

1 Definition of a Public Interest Entity — the number of employees is the same (over 500
employees in relation to average full-time employment in the year), but net turnover
was defined in Polish currency for over PLN 170 million; or a balance sheet total over
PLN 85 million;

2 Reporting framework - apart from the international, national, or EUbased reporting
frameworks, a mixed reporting methodology, constituted by one or more reporting
standards, was added;

3 Non-compliance penalties — fines are specified in the Accounting Act.

The new regulations cover large Public Interest Entities (PIEs), having headquarters in Poland,
including: listed companies, insurance undertakings, banks, investment undertakings, pension
funds, national payment institutions, electronic money institutions, entities intending or
pending for admission to one of the EOG regulated markets. There are estimated to be 300 of
such entities in Poland.

The new regulation follows the “comply or explain” approach under which, if the company
does not pursue policies in relation to one or more of the listed matters, the consolidated non-
financial statement shall provide a clear and reasoned explanation for not doing so.

As highlighted by Biernacki, (2016), the provisions proposed by the Polish regulator do not
impose additional responsibilities and burdens on issuers that exceed the minimum imposed
by the Union.

Compering to other CEE countries the transposition has been conducted in a similar way and
the adaptations addressed similar requirements. The only significant difference was adapting
the reporting framework by adding the possibility to use the mixed reporting methodology
constituted by one or more reporting standards. The EU country which implemented the same
approach was only Italy.

2 METHODOLOGY

The data on the non-financial information disclosure of Polish companies, listed on Warsaw
Stock Exchange indices, was collected by Ernst & Young (EY), Global Ethical Standard (GES),
and the Polish Association of Listed Companies (PALC), which together, collect data, annually,
for the “ESG analysis of companies in Poland” project. The data was collected to explore the
state of voluntary non-financial reporting of Polish PIEs, listed on the Warsaw Stock Exchange,
half a year before the implementation of mandatory non-financial reporting. The analysis
covers the companies listed on the Warsaw Stock Exchange: WIG20, mWIG40, and sWIG80
indices, as of June the 30th, 2017. Altogether, 140 business entities have been analysed.

The data collected was compiled via GES Risk Rating methodology, to evaluate both the
company’s preparedness and performance, by using a set of criteria, and the final score is
calculated as an average. The main source of the GES Risk Rating analysis is the company’s
Annual Report, other official documents, and website.

Following the NFI Directive requirements, the received data was analysed to evaluate the level
of the non-financial information disclosure by Polish PIEs, separately in five categories, namely:

1 Environment
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Labour Practices
Human Rights

Community Involvement

uaua b~ W N

Anti-Corruption and Bribery

The data was also analysed from the perspective of defined sectors, namely:

Chemicals and Raw Materials sector — represented by 21 companies,
Consumer goods sector — represented by 6 companies,

Finance sector — represented by 31 companies,

Retail and services sector — represented by 22 companies,
Healthcare sector — represented by 8 companies,

Oil, Gas, and Utilities sector — represented by 11 companies,
Construction and industrials sector — represented by 25 companies,
Technology sector — represented by 16 companies.

3 RESULTS AND DISCUSSION

The first stage of the analysis focused on the level of the five matters, as defined by the NFI
Directive, and their inclusion in the non-financial reporting. The radar chart presented on Fig.
1 shows the percentage of organisations (n=140) that include in their non-financial reports,
the matters required by EU and Polish law, namely: Environment, Labour Practices, Human
Rights, Community Involvement, Anti-Corruption and Bribery. The most frequently reported
matters are Environment (71,43%) and Community Involvement (67,86%), which may be a
consequence of CSR or Sustainability reporting, as practised by Polish companies, as those
reports were mainly focused on environmental and social engagement issues. Slightly less
frequent is reporting on Labour Practices, such as CSR, and Sustainability reporting in Poland
had previously been focused mostly on external stakeholders, and an interest in internal CSR
is a trend of the last decade. The weakest parts of the non-financial reporting are: Human
Rights and Anti-Corruption and Bribery matters (43,57% and 34,29%, respectively).

At this point, it should be mentioned that Corruption and Bribery in Poland, according to 76%,
is still a problematic issue for Poles (among those, 31% consider it to be a very problematic
issue) (CBOS, 2017), and as can be understood from this analysis, it is also very problematic
for companies to deal with this issue. Also, the Human Rights issue is of very high importance,
as more and more frequently, companies move production or other elements of the supply
chain, to countries where they can minimise costs. In such countries, there is a much higher
risk of human rights violations (forced labour, the employment of children, lack of occupational
health and safety, low wages, and many others) carried out by both local public institutions
and the private sector. That is why the supply chain, throughout its entire process, should be
the subject of corporate policy and, as a consequence, should be included in corporate
reporting of non-financial information (PIHRB, 2017).

Taking into consideration the percentage of companies reporting on NFI matters, from the
perspective of the sectors (Tab. 1), the Oil, Gas, and Utilities sector should be distinguished
as companies in this sector’s report, on all 5 matters required by the NFI Directive. However,
a relatively small number of the analysed companies (11) belong to this sector. The Chemicals
and Raw Materials and Construction and Industrials sectors, both covering more companies in
the analysis (21 and 25, respectively), gained relatively good scores, as well. Similarly, so did
the Consumer goods sector, but it was represented by only 6 companies.
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Fig. 1 The percentage of companies disclosing NFI against the 5 required matters
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Source: based on the data from the Polish Association of Listed Companies, GES, and EY, collected for
the “ESG analysis of companies in Poland” project, edition 2017.

The results in other sectors, remain on a low level, in relation to matters defined in the NFI
Directive. The lowest level of NFI reporting is presented by companies in the Healthcare,
Technology, Finance, and Retail and Services sectors.

Obviously, the percentage of companies reporting on each of the five matters, differs
significantly, between sectors, as it is also determined by sector specifics. For example, the
Chemicals and Raw Materials sector gains a very high level of reporting on Environment and
Community Involvement matters, whereas the percentage of companies reporting on
distinguished areas in the Finance sector, is relatively evenly distributed. However, all
companies, despite the sector, are obliged to disclose the required information on all five
matters in their NFI reports.

The Directive and its transposition to Polish legislation in the Accounting Act 61, require much
more than just the disclosure of information on certain matters. As presented in the literature
review, in the case of all five matters, PIEs must also present polices pursued in relation to
those matters, the outcomes of those policies, the principal risks related to those matters, and
non-financial key performance indicators relevant to the business. Such an obligation makes
NFI reporting a serious challenge for Polish companies, which used to report on the issues
that they voluntarily had chosen, and now, they will have to disclose information on many
more issues, and in a much more precise way. As a result, the level, shape, quality, and
integrity of the information presented by organisations must change, significantly.
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Tab. 1 The percentage of companies disclosing NFI against the 5 required matters by

sectors
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Chemicals and Raw
Materials 21 100% 76,19% 52,38% | 89,95% | 47,62%
Consumer goods 6 83,33% 66,67% 50% 100% | 33,33%
Finance 31 48,48% 48,48% 41,94% | 67,74% | 32,26%
Retail and Services 22 59,09% 59,09% 40,91% | 77,27% | 22,73%
Healthcare 8 50% 37,5% 37,5% 25% | 12,5%
Oil, Gas, and Utilities 11 100% 100% 100% 100% 100%
Construction and
Industrials 25 84% 76% 20% 60% 24%
Technology 16 56,25% 43,75% 37,5%| 37,5%| 18,75%

Source: based on the data from the Polish Association of Listed Companies, GES, and EY, collected for
the “ESG analysis of companies in Poland” project, edition 2017.

Tab. 2 Methodology of company evaluation

Points range score Score description

0-0,29 0 No information or a total failure

0,3-0,74 1 Indications of a policy existence

0,74-1,79 2 Detailed policy or strategy in place

1.8-3,0 3 Detailed policy, programme, and management system in place

Source: based on the GES Risk Rating methodology

As the aim of this paper has been to understand the degree of conformity within the non-
financial information disclosure of Polish PIEs, prior to the transposition of Directive
2014/95/EU into Polish law, the second stage of the analysis - the detailed assessment of the
quality of the NFI disclosure, was duly conducted. The data received from EY, GES, and PALC,
contained a detailed assessment of each company in a number of categories, including the
five areas required by the NFI disclosure regulations. The points given, ranged from 0 to 3.
Using this detailed assessment, the scores from 0 to 3 were attached, where 0 means “no
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information or a total failure”; 1 means that there are “indications of a policy existence”; 2
means that there is a “detailed policy or strategy in place”; and 3 means that there is a
“detailed policy, programme, and management system in place”. The methodology of company
evaluation is presented in Tab. 2.

The results of the evaluation of the 140 companies in relation to the Environment, Labour
Practices, Human Rights, Community Involvement, Anti-Corruption and Bribery matters are
presented on Fig. 2. As we can see from the radar chart, the average assessment of the NFI
disclosure matters are all on a very low level — all below 1 on the 0-3 points scale. The best
quality of NFI disclosure was recognised in the Community Involvement and surprisingly, the
Anti-Corruption and Bribery areas. The worst average assessment was granted to Human
Rights matters. Those results prove that the frequency of reporting in certain areas is not
connected with the quality. For example, Environment is the most frequently reported matter
(over 71% of the analysed companies included that aspect in their non-financial reporting),
but its quality was assessed at a relatively low level, with only 0,45 points on the 0-3 points
scale.

Fig.2 The evaluation of the quality of NFI disclosure by the 5 matters

Environment
3,00

2,50

Human Rights Labour Practices

Community Involvement Anti-corruption and Bribery

Source: based on the data from the Polish Association of Listed Companies, GES, and EY, collected for
the “ESG analysis of companies in Poland” project, edition 2017.

If we look at the sector breakdown of the NFI disclosure assessment of all 5 matters (Tab. 3),
it can be stated that again, the Oil, Gas and Utilities sector is the most advanced one in the
NFI disclosure. The weakest sector is Healthcare, which received a 0 score in all evaluated
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areas. Other sectors received a mixture of 0, 1, and 2 scores, which means that they have
relatively strong points, but also very weak points. Unfortunately, the score 3, which means
the expected level of non-financial information disclosure, was given only once — to the Qil,
Gas, and Utilities sector, in the area of Anti- Corruption and Bribery.

Tab. 3 Non-financial data reporting level by sector

Anti-
Corruption
and Bribery

Labour
Practices

Community Human

Sector Environment Involvement Rights

Points | score | Points | score | Points | score | Points | score | Points | score

Chemicals and Raw

Materials 0,63 1 0,74 1 0,60 1 0,83 2 0,26 0
Consumer goods 0,43 1 0,71 1 0,79 2 0,96 2 0,22 0
Finance 0,41 1 0,40 1 0,60 1 0,65 1 0,37 1

Retail and services 0,30 1 0,39 1 0,40 1 0,51 1 0,17 0

Healthcare 0,10 0 0,14 0 0,22 0 0,13 0 0,03 0
Oil, Gas, and

Utilities 1,20 2 1,68 2 1,84 3 1,27 2 0,80 2
Construction and

Industrials 0,34 1 0,48 1 0,31 1 0,48 1 0,19 0
Technology 0,38 1 0,33 1 0,47 1 0,31 1 0,28 0

Source: based on the data from the Polish Association of Listed Companies, GES, and EY, collected for
the “ESG analysis of companies in Poland” project, edition 2017.

CONCLUSIONS

Disclosing non-financial information in annual financial reports is now a firmly established
global trend. According to KPMG (2016), almost 3 in 5 companies do this now, compared with
only 1 in 5in 2011. This rise in non-financial reporting is due to the growing pressure from
stakeholders, more and more aware of the business impact on society and the environment,
but also from shareholders and investors, who need more transparent and standardised
information on the business value creation process. To meet those needs, the EU has decided
to oblige a certain group of companies, to disclose the most important elements of non-
financial information in five categories: Environment, Community Involvement, Labour
Practices, Human Rights, Anti-Corruption and Bribery. Directive 2014/95/EU serves as a vital
instrument to promote the EU’s agenda for non-financial and further integrated reporting. New
requirements were applied in all Member States, including Poland, and from 2018, all defined
PIEs are expected to comply with the new disclosure rules of the locally transposed laws.

This paper has been aimed at the evaluation of the state of non-financial information disclosure
in 140 Polish PIEs, listed on the Warsaw Stock Exchange (WIG 20, WIG 40 and WIG 80
indices), 6 months prior to the implementation of mandatory non-financial reporting.

In the light of the results, it should be stated that the new reporting requirements are a
challenge for the Polish PIEs. If we look at the coverage of the required matters, almost 30%
of companies do not include Environmental issues in their reporting, and over 30% omit Labour
Practices and Community Involvement. Even more alarming is the fact that over 50% of the
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analysed companies do not include Human Rights and Anti-Corruption and Bribery matters in
their reporting (43,57% and 34,29%, respectively).

The situation is even more problematic from the perspective of the quality of the disclosed
information. The results of the evaluation of the 140 companies, in relation to the five matters
defined in the NFI Directive, gave very low results — all below 1 on the 0-3 points scale. Even
though many organisations have been already providing extensive non-financial information,
in many cases, they will have to introduce significant amendments to meet all the requirements
of the new legislation. The five matters defined in the new legislation require the PIEs not only
to have policies that are implemented and practised, but also to possess adequate data
management and reporting systems.

Having said that, it must be highlighted that this evaluation has certain limitations, as the
sample contains only listed companies, which accounts for less than 50% of all PIEs that are
the subject of new regulations. Despite this limitation, the authors believe that the study makes
a significant contribution to the existing literature.

In future research, it would be interesting to find out how the new regulations have impacted
upon non-financial reporting in Poland, but also in other EU countries. It would also be highly
valuable to see if the NFI Directive impacted upon the non-financial reporting of companies,
not obliged to comply with the NFI disclosure regulations.
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Abstract: Small and medium-sized enterprises in Europe and Slovakia are an important factor
in economic growth and development, helping to address the urgent social, economic and
political challenges of countries and regions, and thus become an important determinant of
the healthy economic development of the European Commuity. The aim of the paper is to
define the nature and importance of small and medium-sized enterprises in the Slovak
economy and to point out the marketing assumptions of their competitiveness in the EU
common market. In the paper, we identify the barriers, strengths and weaknesses of Slovak
SMEs in their low expansion to the competitive single EU market, which resulted from a
quantitative field survey, which was carried out on a sample of 256 randomly selected SMEs
in the SR.
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INTRODUCTION

Small and medium-sized enterprises in Europe and the world are an important factor in
economic growth and development. Small and medium-sized enterprises (SMEs) are helping
to address the urgent social, economic and political issues of countries and regions in the
current turbulent economic environment. They help create new job opportunities in the
business economy and have a significant role to play in generating GDP. They account for
99.8% of the total number of businesses in the European Union, with a share of more than
60% in employment, representing an average of 40% to 60% of the added value. The dynamic
development of small and medium-sized enterprises is one of the main prerequisites for
healthy economic development of the country. Slovak SMEs have shown their viability in the
short term of their existence, and today they offer jobs of almost three quarters (74.1%) of
the active labor force and contribute more than half (52.7%) to the creation of added value
(Eurostat, 2016).

The basic feature of small and medium-sized enterprises is their high ability to adapt to
changing external conditions but, on the other hand, they are limited by their capital base.
Small businesses have many benefits that enable them to respond more flexibly to changes in
the market and customer requirements compared to large businesses. The main benefits are:
size and simple organizational structure allowing faster responses to market changes, greater
sensitivity to customer requirements, and more active participation in technology and
marketing innovations. Small and medium-sized enterprises have also an important role of
suppliers and subcontractors of goods and services not only for final consumers but also for
companies in important sectors such as automotive, electro-technical, engineering and large
foreign corporations.
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However, Slovak small and medium-sized enterprises, as shown by the results of our survey,
do not yet benefit sufficiently from the big European market. For future growth and business
development in this area, it will be essential to increase the competitiveness of Slovak SMEs
in the European market space and to ensure their wider participation in the large European
market.

1 LITERATURE REVIEW

Business in the way we see it nowadays is the result of a long historical development. Its
beginnings should be sought in the founding of crafts which had been booming especially in
the 16th and 17th century. The craftsmen were united in the guilds that were a key place in
the life of medieval towns. Their manufacturing, self-governing, and social organization was
regulated by guild articles. Guilds supervised the way of production, sales, product quality and
working conditions. They were ensuring that nobody produces products they weren't mastered
for as well as products which weren’t authorized. A craft was performed as Lohnwerk or
Preiswerk. The purpose of Lohnwerk was that the craftsman only offered his work. The
material was provided to him by a customer. This method of work was accused of making the
craftsman dependent. At Preiswerk, the craftsman provided the necessary material himself,
he was almost independent (Markova, 2003). This is true in some conditions even today. A
significant shift in production organization, business development and the emergence of new
distribution channels were brought by manufactories. The point of the manufactory production
method was to concentrate production in one place and to share machinery and energy. Large-
scale and mass production was created on the basis of this system. Small craftsmen were
pushed out of the market economy. As a form of defense, cooperative forms of business have
expanded. After the Second World War, changes in the economy evolved. In 1945, all
enterprises with over 500 employees were nationalized, and in 1948 same happened with
enterprises with over 50 employees. Between 1974 and 1987, statistics show only a negligible
number of private entrepreneurs doing small business. A great interest in entrepreneurship
took place in 1988, and especially after 1990, after the transition to a market economy, after
a small and large privatization. During this period, it was necessary to adjust the conditions
for small businesses and tradesmen. This was realized by the issuance of the Trade Licensing
Act - Act no. 455/1991 Coll. which is still valid until today (Chodasova et al., 1996). The sector
of small and medium-sized enterprises has been rapidly developing in Slovakia since then and
has an irreplaceable role in the economy of the country (Majkova, 2008).

2 METHODOLOGY

The aim of the paper is to define the nature and importance of small and medium-sized
enterprises in the EU and Slovak economy and to point out the marketing preconditions for
the competitiveness of Slovak SMEs in the common EU market. In the paper, we will point out
the importance of small and medium-sized enterprises within the Slovak Republic, their
weaknesses and strengths and the possibilities of their progress which we obtained from a
marketing survey that we conducted on a selected sample of small and medium-sized
enterprises operating in the Slovak Republic. The methodology and the scientific methods of
investigation were developed from the aim of the work. Secondary and primary research was
carried out. The secondary survey concerned the collection and processing of data from
domestic and foreign literature from the area of small and medium-sized enterprises. The
classic methods of scientific heuristics - the method of abstraction and concretization, analysis,
synthesis as well as the comparison method we used to compare and evaluate the views of
various theoretical approaches to SME issues were used for data processing. Primary research
aimed to obtain direct information from small and medium-sized entrepreneurs on the
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conditions, barriers and competitiveness of Slovak SMEs in the single European market. The
survey was conducted on a sample of 256 randomly selected SMEs through electronic query.
The evaluation of the obtained data was carried out using mathematical and statistical
methods using the Statgrafic program. Statistical data from the Slovak Statistical Office and
the EU Statistical Office Eurostat were also used in the work.

3 RESULTS AND DISCUSSION

3.1 The nature and importance of small and medium-sized businesses

Small and medium-sized enterprises (SMEs) in Europe have traditionally been called the pillar
or backbone of the economy. They are the key segment of the business sector in practically
every economically developed country. "Small and medium-sized companies with 10 to 249
employees are the engine of the European economy, job creation and economic growth."
(Eurostat, November 2013). SMEs are thus an important stabilizing element of each national
economy in regard to their predominant share in the total number of business entities and the
creation of new job opportunities. The Slovak business economy is dependent on small and
medium-sized enterprises because they make a significant contribution to the successful
economic development of our country. In 2016, SMEs accounted for 99.9% of the total number
of business entities; in the business economy they provided jobs of almost three quarters
(74.1%) of the active labor force and contributed more than half (52.7%) to the creation of
added value (Statistical office of the Slovak Republic). These data far outweigh the relevant
EU averages. More than three quarters of small and medium-sized enterprises in Slovakia are
active in sectors such as business services, trade, construction and industry.

SMEs are able to adapt more flexibly to changing macroeconomic trends and the current
economic situation compared to large corporations, therefore they are often a stabilizing
element of the economy. In the long term, they play an important role especially in
economically less developed regions where large corporations and multinational corporations
do not take place. In such areas, SMEs constitute most jobs and represent local capital.
Support for SMEs is, in regard to their key economic position, one of the most important topics
of the European Union. The key strategic documents in this field include the European Charter
for Small and Medium-Sized Enterprises (2000), the Small Business Act of 2002 and its 2011
update, the Europe 2020 strategy and the Entrepreneurship 2020 Action Plan. These
documents have successfully identified the significant issues SMEs face in their business and
have put forward comprehensive proposals for action. They have also led to the creation of
new tools for financial and non-financial support to SMEs. However, many EU Member States
make long-term references to the recommendations of these documents rather declaratively.
However, if the EU wants to maintain or strengthen its competitiveness on the international
market, removing obstacles to doing business with SMEs is inevitable in regard to their
importance to the economy.

SMEs can be classified according to multiple approaches. However, the unequivocal
determination and definition of SMEs raises considerable problems for the uneven selection of
SME indicators in individual countries. The largest indicators that apply to these businesses
include: profits, investments, market share, individual types of capital, production and sales
volume, number of jobs, sales and more.

Currently the valid size categorization of enterprises is in line with Commission
Recommendations 2003/361/EC (European Commission, 2003) and EU Regulations
(Commission Regulation (EU) No 651/2014). Small and medium-sized enterprises (SMES)
according to these documents are business entities employing less than 250 persons and
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whose annual turnover does not exceed EUR 50 million and / or the total annual balance sheet
does not exceed EUR 43 million. The SME category distinguishes between:

e a microenterprise as an enterprise that employs less than 10 people whose annual
turnover and / or annual balance sheet total does not exceed EUR 2 million,

e a small business as an enterprise that employs less than 50 people and whose annual
turnover and / or annual balance sheet total does not exceed EUR 10 million,

e a medium-sized enterprise as an enterprise that employs less than 250 people and
whose annual turnover does not exceed EUR 50 million and / or the total annual
balance sheet does not exceed EUR 43 million.

SMEs work similarly to most market economy enterprises on the principles of private
ownership, combinations of factors of production, economy, profitability and financial
equilibrium. The result of their business is a product or service. As in the service sector, SMEs
have an increasing scope for their application. SMEs have a number of important functions in
the economy of a country. According to various authors (Strazovska, Pavlik, 2007), (Sakal,
2007), the following functions can be defined:

Social function. SMEs help build a democratic and free social system. Every citizen can freely
build his own existence.

Occupational and conjuctural function. SMEs have so far proved to be more successful as an
indicator of conjuctural changes than large enterprises because they respond more responsibly
to fluctuations in the economy rather than large enterprises. In general, the positive role of
small and medium-sized enterprises in creating new job opportunities is now known, and they
are currently the majority of newly created jobs.

Offer function. Small and medium-sized enterprises are not only producers of consumer goods
but also suppliers of semi-finished products and finished products. They have a significant
subcontracting role, especially in the automotive, mechanical engineering, electrical
engineering and chemistry sectors. They also play a significant role in creating a differentiated
market, whether technically specialized or made up of individual customer needs. They are an
important factor in creating a regional and spatial structure of the economy. They provide the
supply of sparsely populated regions, small communities, meet the needs of less mobile
residents, or increase seasonal or spontaneous needs.

Economic function. Small and medium-sized enterprises contribute to maintaining a
competitive market environment by providing free choice to participants.

Structure function. Besides the other functions of small and medium-sized enterprises, the
important feature of the accelerator of structural adaptability of industry is emphasized. They
reduce regional disparities in employment, pensions, supply, service and transport. They
reduce the risk of dominance of a large enterprise in a given region, thereby increasing the
stability of the area's living standards.

Growth function. Economic growth is closely linked to the level of investment. In recent years
small and medium-sized enterprises have contributed significantly to their level in the Slovak
Republic, thus confirming their role as the economic growth maker. The most important factors
of economic growth are the technical progress and the level of qualification of the earners in
the national economy.

Export function. The share of small and medium-sized enterprises in exports of industrialized
countries is significant, while the share between individual sectors is distinctly different. Very
important is mainly the indirect contribution to the export performance of the economy in the
form of sub-deliveries for the final product.
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Educational function. Small and medium-sized enterprises also have a significant role to play
in the acquisition of education and practical qualifications of apprentices, graduates of
secondary and higher education institutions.

Political function. With the support of small and medium-sized businesses, political stability
and democracy are also being strengthened, as economic and political power is dispersed
among broader strata.

Ecological function. In many cases, SMEs have also proven themselves in the field of
environmental protection. They are often carriers of environmental protection, some products
are more environmentally friendly to produce in smaller volume when the process is more
controllable. Their positive point is that they disperse production, prevent concentration and
thus eliminate the excessive ecological burden of one area.

Small and medium-sized enterprises have many advantages but also disadvantages over large
corporations. The strengths of SMEs are mainly: greater adaptability and flexibility to changing
market conditions, creativity, imaginativeness, closer contact with customers, often act on a
narrow segment of the market that is unattractive for large companies. Because of these
advantages, small and medium-sized enterprises are the carriers of development, progress,
creating a competitive environment, filling market gaps, pushing for price reductions and thus
costs. On the other hand, SMEs are more vulnerable than their larger competitors, they have
limited access to obtaining foreign sources of funding, so they are mostly unable to make more
investments. Large businesses have the benefits of a large scale — large-scale production and
resulting economies of scale, usually greater tradition and experiences (the effect of the
experience curve), the strength of the brand, the loyalty of customers — in case of difficulties,
have a greater chance of state support, especially when it is a strategic business, have more
options and means to use their impact, better access to information, more qualified
professionals.

Small and medium-sized enterprises in Slovakia in numbers, current data are available for
2016 (Slovak Business Agency, 2017).

The Slovak Business Agency, in the framework of its activities aimed at supporting the
development and growth of small and medium-sized enterprises (SMEs) in Slovakia, conducts
regular monitoring and research of the business environment with an emphasis on the small
and medium-sized enterprise sector. The elaborated analytical materials serve as information
and analytical inputs in connection with the preparation and implementation of the policy of
support and development of small and medium enterprises in Slovakia. Small and medium-
sized enterprises in Slovakia accounted for 99.9% of the total number of entrepreneurs in
2016, their number increased by 4.9% in the year-on-year comparison to 557 122 mainly due
to the growth of small and medium-sized enterprises by 9.1%. The number of natural persons
- entrepreneurs increased by 2.5%, rising for the first time since 2008. The largest share in
the total number of business entities continued to be micro-enterprises (97.1%), followed by
small (2.3%) and medium-sized enterprises (0.5%). From the point of view of legal forms,
natural persons - entrepreneurs formed almost two thirds (62.3%) of the total number of
active SMEs in Slovakia. More than three quarters of small and medium-sized businesses are
active in sectors such as business services, trade, construction and industry. In the year-on-
year comparison, the number of small and medium-sized entrepreneurs in the whole spectrum
of industries increased. In relative terms, their number increased most markedly in trade
(+7.3%), agriculture (+6.5%), or in business services (+6.0%). Compared to other EU
countries, Slovakia is characterized by high entrepreneurial activity, the dominant presence of
microenterprises, but the below average representation of women in the total number of
entrepreneurs. In 2016, SMEs achieved the highest growth (by 3.5%) in employment since
pre-crisis 2008. Employment increased in all SME size categories. The share of small and
medium-sized enterprises in employment in the corporate economy reached 74.1% and in
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total employment in the SR 59.3%. Compared to other EU countries, Slovakia has an above
average SME share in employment. The added value of small and medium-sized enterprises
increased by 4.3% on a year-on-year basis and reached 52.7% in the national economy. More
than half of the added value generated is the result of SME's operating in the industry and
commerce sector. However, due to higher growth of the added value of large enterprises than
SMEs, the share of SMEs on the added value created has been declining for six consecutive
years. Compared to other EU countries, Slovak small and medium-sized enterprises are lagging
behind in their share of added value. In the foreign trade area, on the other hand, small and
medium-sized enterprises failed to see a significant improvement, as confirmed by our survey.
According to the preliminary results, the exports of SMEs in the year-to-year comparison
almost did not change and the share of SMEs in total exports even slightly decreased. There
is also no sign of positive development in the innovation activity of small and medium-sized
enterprises in Slovakia. According to Eurostat, almost every third SME (30.5%) was innovative
in Slovakia. However, almost every other SME (48.0%) performs innovative activities within
the EU - 28. The largest measure of innovative activities is characterized by SMEs operating in
the industrial and service sectors.

3.2 Prerequisites for Competitiveness of Slovak SMEs in the EU Single Market -
Results of the Survey

The term competitiveness is based on a word competitive which is defined in the literature as
competing. Freebairn defines competitiveness as an ability to offer goods and services
demanded by buyers at the time, at the place, and in the adjustment, which is at least in such
level as competition, where recoverability of factors of production is at the same level of their
opportunity costs (Freebairn, 1996). Competitiveness factors can be divided into
macroeconomic and microeconomic. According to Porter, macroeconomic, political, legal and
social factors of competitiveness create conditions for competitiveness - wealth creation but
do not they create wealth (Porter, 2007). Wealth is made at the micro level through the use
of human, capital and natural resources. From our point of view, the competitiveness of Slovak
SMEs on the European market is: professionalism of management and quality of company
management, quality of products and services, support for innovation in the company,
cooperation with other entities (research institutes in the EU, universities) and creation of
partnerships that will support the innovative spirit, focus on knowledge management and
support for employee training, adherence to and adoption of EU environmental, social, legal,
technical and other standards (Cihovska, Hvizdova, 2011).

By the primary survey we wanted to find out what is the real level of competitiveness of our
SMEs in the EU foreign markets. Within the scope of the survey, we conducted a sample survey
of randomly selected SMEs in the Slovak Republic in the form of on-line questioning. The
survey was attended by 256 Slovak small and medium-sized enterprises. In the questionnaire,
we focused on the issue of entry and competitiveness of Slovak SMEs in the EU market. We
were wondering whether businesses are taking an opportunity of the easier way to enter the
EU single market, how many countries they serve, what barriers to enter the EU market they
perceive and how they increase their competitiveness.

The examined sample consisted mainly of limited liability companies (78, 91%), tradesmen
(13.67%) and joint stock companies (7.42%). According to the number of employees, the
majority of companies in the survey were the companies with up to 9 employees - micro-
enterprises (82.81%), following companies with 49 employees accounted for 12.89%, and
only 4.3% formed enterprises with 50 - 249 employees. Up to 81% of the businesses surveyed
acted in retail, wholesale, or services. 12.5% displayed construction companies and about 4%
of companies were operating in the engineering industry. Nearly 2% reported other sectors
such as agriculture, paper industry, or science and research.
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Survey Results. Since 2004, Slovakia has been a full member of the EU and since 2009 a
member of the Economic Monetary Union. A single European market offers wide scope for
expansion for SMEs as well. Therefore, we were interested in the scope of demanded Slovak
companies in the EU markets for the placement of products and services in individual European
countries. The responses of the companies surveyed showed that 32% of them have already
entered the EU market, while up to 68% of businesses still not operating on any foreign
market. This means that not even 1/3 of the companies surveyed place their products in some
of the EU countries. Interestingly, of those businesses that have not entered any European
market yet, up to 65% have even no ambition to do so in the near future. Almost 60% of
businesses that have already entered the EU market serve 1 to 3 member countries. Almost
21% of businesses serve more than 4 EU countries, more than 13% of enterprises have
already entered more than 11 EU countries, and 9.64% of enterprises have not answered this
question. Most businesses operate in the Czech Republic (almost 46%), followed by Austria
(approx. 32%), and Hungary (almost 16%). 6% of businesses said they are active on the
markets of the whole Europe. The answers showed that Slovak SMEs most often serve the
Visegrad Group (Czech Republic, Hungary, Poland), according to this survey it represents
almost 70% of enterprises. Many SMEs operate only in border areas, resulting mainly from the
social links and traditions of the V4 countries.

We also investigated the biggest barriers that businesses face when they enter the European
market. As the biggest barrier, businesses have identified bureaucracy, lack of finances, weak
experience, language barriers, low-skilled staff and lack of infrastructure. Another question
evaluated the response to growing competition on our market, in other words, how our small
business responds to foreign competition on the domestic market. About 64% of businesses
said they were improving the quality of their products and services, 24% said they did not
have to do anything to increase business competitiveness, 16% increased investment in
employee training, and almost 15% of companies asked to invest increased investment in new
technologies.

In the questionnaire, we also focused on the use of various SME support programs. After the
accession of the Slovak Republic to the EU, broader possibilities of using aid for SMEs were
opened, enabling businesses to obtain financial resources for the start of business and also to
improve their managerial skills which should help SMEs to increase their competitiveness.
Therefore, we asked our surveyed sample of companies whether they are using EU / SR aid
(financial / non-financial). The answers show that almost 97% of enterprises have not yet
benefited from financial or non-financial assistance from EU funds, only about 2% of EU
assistance has been used. Nearly 50% of businesses said they did not need any help, with
31% of businesses indicating too much bureaucracy as the reason for not using, and about
21% of businesses lack information and do not know who to turn to. Three respondents tagged
the "other" option and as an obstacle they mentioned a corruption, furthermore, there were
no help programs for their business focus, and one company said that the help programs were
not available for a new business.

The results of the quantitative survey declare the fact that Slovak SMEs do not yet fully benefit
from the benefits offered by EU membership. Access to EU markets is not yet a priority for
Slovak SMEs, businesses are still oriented in foreign trade transactions mostly on traditional
V4 partners. The main obstacle to the more courageous expansion of our SMEs in advanced
Western European markets is high competition, lack of financial resources, but also little
experience of demanding administration and red tape. The positive thing is that our small
businesses have become fully aware of increasing competition not only on the foreign market
but also on the domestic market, and that up to 64% of the sample surveyed increases the
quality of their products and services and increases investment in employee training and new
technologies.
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CONCLUSION

Small and medium-sized enterprises in Europe and Slovakia are an important factor in
economic growth and development. SMEs are involved in addressing many of the social,
economic and political issues of countries and regions, are the engine of the European
economy, job creation and economic growth. It is documented by the positive development
of the main economic indicators characterizing the development of SMEs in the EU and Slovakia
in 2016. Out of the total number of more than 23 million entrepreneurs in the non-financial
business economy in the EU-28, 99.8% were SMEs. Representation of micro-enterprises
reached 93.0%, small enterprises represented 5.9% and medium-sized enterprises 0.9%.
Small and medium-sized enterprises in Slovakia accounted for 99.9% of the total number of
entrepreneurs in 2016. Their number increased by 4.9% to 557 122 in the year-on-year
comparison. In Slovakia, the representation of micro-enterprises is 97.1% out of all enterprises
which is 4.1 pp. b. more than in EU countries. Representation of small enterprises is 2.3%,
and medium-sized enterprises 0.5%. Slovakia is ranked among the countries with the highest
share of microenterprises in the total number of business entities within the EU non-financial
business economy. It is also important to compare the EU and Slovakia in the number of SMEs
per 100 inhabitants. In 2014, according to Eurostat, 7.4 were small and medium-sized
enterprises per 100 inhabitants in Slovakia, with 4.6 in the EU-28. Slovakia is ranked among
the countries with the highest number of small and medium-sized enterprises to the total
population. The humber of small and medium-sized enterprises per 100 inhabitants is highest
in countries such as the Czech Republic (9.5) and Portugal (7.5).

For the total number of persons employed, SMEs accounted for 66.8% in the non-financial
business economy in the EU-28, with a share of microenterprises representing 29.9%, small
enterprises representing 20.1% and of medium-sized enterprises representing 16.8%. The
current share of small and medium-sized enterprises (SMEs) in employment in the business
economy in Slovakia in 2011 was 74.1%. Within each size category, Slovakia has the dominant
position compared to the EU-28 countries (higher by 15.4 pp). Slovakia continues to be ranked
among the countries with a higher share of small and medium-sized enterprises in
employment. SMEs have the highest share of employment in countries such as Latvia (79.2%),
Estonia (78.0%), Malta (77.9%).

The innovation activity of small and medium-sized enterprises (10-249) can be evaluated as
the weaker part because it does not show any signs of positive development in Slovakia.
According to Eurostat, almost every third SME (30.5%) was innovative in Slovakia. However,
almost every other SME (48.0%) performs innovative activities within the EU - 28. The largest
measure of innovative activities is characterized by SMEs operating in the industrial and service
sectors. In the context of the use of information and communication technologies in the SME
sector it can be said that the use of computers with increasing business size is growing.
Compared to other EU countries, Slovak SMEs, (10-249) with an 11% share of those with at
least 1% of sales coming from on-line sales, rank among the countries with sub-results in this
area.

In the foreign trade area, the SMEs SR do not register any significant improvement as well.
According to Eurostat's results, exports of SMEs in the year-to-year comparison almost did not
change and the share of SMEs in total exports even slightly decreased. This was also confirmed
by the results of our survey. It has emerged that Slovak SMEs have not yet fully used the
benefits offered by EU membership. Access to EU markets is not yet a priority for Slovak SMEs,
businesses are still more focused on the domestic environment, and in small foreign trade
transactions they are mostly oriented to traditional V4 partners. In this area, efforts will need
to be made for all support mechanisms that will help our SMEs to increase their focus on
foreign markets.
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The high competitive environment of the European market is constantly increasing the
demands for SMEs and only the highest quality products and services can satisfy the demands
of demanding customers. That is why Member States have begun to take measures to save
jobs and stimulate production. Similarly, the government of the Slovak Republic has given in
its program statement one of the main tasks to support small and medium-sized enterprises
and the competitiveness of the economy. It has committed itself to improving the business
environment and facilitating entry into business. One of the main institutional tools of SME
support is the Slovak Business Agency. The Slovak Business Agency (SBA) is the key and oldest
institution that supports small and medium-sized enterprises (SMEs) in the Slovak Republic.
The Slovak Business Agency (floods the National Agency for the Development of Small and
Medium Enterprises) provides direct and indirect support for small and medium-sized
entrepreneurs. The SBA's main mission is to assist entrepreneurs in line with the principles of
the Small Business Act initiative, comprehensive business support at national, regional and
local level, and enhancing the competitiveness of entrepreneurs within the EU and third-
country markets.
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Abstract: Tourism plays a key role in development and competitiveness of many countries.
Statistical data show that cultural and heritage tourism continues to grow rapidly. One of the
possibility how to compare and measure the level and the development of cultural heritage in
individual countries is represented by competitiveness indices. We focused on the Travel and
Tourism Competitiveness Index, precisely Natural and Cultural Resources subindex that
enables to identify current state of the countries/economies in the field of cultural heritage
development. The aim of the paper is to investigate impact of cultural heritage on tourism.
We applied quantitative methods (descriptive, correlation and regression analysis) of scientific
work. We conclude that there is statistically significant dependence between variables. We
found out positive impact of cultural heritage on international tourism receipts, thus also on
GDP per capita growth.

Keywords: international tourism receipts, natural and cultural resources, cultural heritage,
tourism, travel and tourism competitiveness index

JEL Classification codes: 732, Q01

INTRODUCTION

2018 was announced to be the European year of cultural heritage. The aim is to encourage
more people to discover and engage with Europe's cultural heritage, and to reinforce a sense
of belonging to a common European space (Europe, 2018). Cultural heritage shapes our
identities and everyday lives. It surrounds us in towns and cities, natural landscapes and
archaeological sites. It is not only found in literature, art and objects, but also in the crafts we
learn from our ancestors, the stories we tell to our children, the food we enjoy in company
and the films we watch and recognize ourselves in. Cultural heritage has a universal value for
individuals, communities and societies. It is important to preserve and pass on to future
generations.

In the past decades travel and tourism, and its enabling ecosystem have proven to be
significant drivers of economic growth, contributing over 10% to global GDP and accounting
for 1 in 10 jobs on the planet (WEF, 2017). Tourism, one of the most relevant industries
worldwide, plays a key role in the development and competitiveness of many regions (Alberti
& Giusti, 2012). Tourism is considered a major economic power and today ‘s one of the most
dynamic activities. In addition to generating economic benefits, the activity of tourism also
contributes to the enhancement of cultural and environmental aspects. Thus, tourism was
considered an essential component in bringing value to natural and cultural monuments, as
well as enhancing the importance and significance of heritage sites to the nation. It is
important to understand that in addition to owning monuments of historical and artistic
interest, destinations must seek a better use of these monuments by tourism, as well as create
strategies to enable cultural tourism. Therefore, tourism should fulfil its role of intermediary
element that allows the encounter between people and cultural heritage (Da Silva, 2017).
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1 LITERATURE REVIEW

Culture and heritage are important motives for tourism. Studies in recent years have suggested
a substantial percentage of tourists seeks cultural and heritage experiences (Andereck, 2018).
Statistics also indicate that cultural and heritage tourism continues to grow rapidly, especially
in OECD and APEC regions (Childs, n.d.). Culture and heritage tourists usually visit cultural
heritage attractions such as historic buildings and other historic attractions; archaeological
sites; parks; galleries or museums; concerts, plays or musicals; ethnic or ecological heritage
sites, etc. Such trips are more memorable for them than conventional holiday trips since they
allow them to learn something new.

European cultural heritage, tangible and intangible, is our common wealth - our inheritance
from previous generations of Europeans and our legacy for those to come. It is a valuable
resource for economic growth, employment and social cohesion (European Commision, 2014).
Heritage has many dimensions: cultural, physical, digital, environmental, human and social.
Its value - both intrinsic and economic - is a function of these different dimensions and of the
flow of associated services (European Commision, 2014). Cultural tourism belongs to the
largest and fastest growing global tourism market (OECD, 2009). According to J. GrZzini¢
(2015), cultural tourism is considered to be a source of sustainable development, as it is
reflected in places that are not exclusively tourist. Benefits of cultural heritage in tourism can
be divided into three groups: (1) economic, (2) social; and (3) environmental benefits (Childs,
n.d.; Oohlala, 2013; Abbas, 2012).

In terms of economic benefits, cultural and heritage tourism enables business and tax
revenues to be boosted. According to Bowitz & Inbenholt (2009) investment in cultural
heritage are beneficial to the local economy, not only in terms of cultural consumption, but
also in the form of increased employment and income. It helps to diversify the local economy
by creating new jobs, businesses, events and attractions. Furthermore, cultural heritage
development supports small businesses and enables them to expand. It helps to encourage
the development and maintenance of new and/or existing community amenities that support
tourism services, to develop rural regions and to support local economies, but also
international trade. In general, tourism is a fast-growing industry that helps promote economic
growth and development by creating jobs, earning foreign exchange, stimulating infrastructure
provision, and generating tax revenues (Eilat & Einav, 2004).

Social benefits include various aspects of cultural and heritage tourism which helps to:

1 Support important local resources to be actively preserved and protected,

2 Develop partnerships and improve relationships among and/or within local
communities,

Support positive behavior,

Improve image, pride and beauties of local communities,

Provide opportunities for research, education and working jobs for students,

Improve experience of local residents and visitors/tourists interested in cultural arts,
history, and/or cultural heritage protection; and

7 Build social capital.

ol h~h W

At the same time, the development of the cultural and heritage tourism supports preservation
of local traditions, customs and culture.

For example, UNESCO currently considers intangible cultural heritage as important as the
tangible one. Last, but not least, it enables to get know different cultures. Cultural heritage
stimulates a respect and understanding of other cultures and consequently promotes peace
and understanding (WTO, 2001)
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Regarding environmental benefits, cultural tourism helps to encourage local residents and
visitors to be aware about their impact on the natural and cultural environment. It also
improves awareness, knowledge and interests of local residents and tourists in sustainable
development. According to Huang et al. (2012), the pollution produced by the tourism industry
is recognized to be lower when compared to the production of the manufacturing sector.
Current debates about sustainability tend to focus on technical issues, such as carbon
emissions, energy consumption and waste management, or on the economic aspects of urban
regeneration and growth. Governments increasingly recognise the contribution of cultural
heritage to social well-being of different groups living within increasingly cosmopolitan towns
and cities. Heritage is seen as a major component of quality of life (Tweed & Sutherland,
2007).

On the other hand, UNESCO (2015a) appeals to strengthen the role of the World Heritage
properties as a guarantee of sustainable development. Their full potential to sustainable
development needs to be harnessed. States Parties to the World Heritage Convention should
consider three dimensions of sustainable development as follow: (1) environmental
sustainability, (2) inclusive social development, and (3) inclusive economic development,
together with the fostering of peace and security. These reflect the concern for “planet, people,
prosperity and peace”, identified as areas of critical importance in the 2030 UN Agenda for
Sustainable Development (UN, 2015). According to previous studies carried out by UNESCO
(2015b), site managers claimed that the property’s World Heritage status has a positive impact
on a wide range of areas. The positive impact was largest for conservation in both natural and
cultural properties, followed by recognition, research and monitoring, as well as management.
Political support for conservation was estimated as higher in cultural than natural properties
and fairly low for mixed properties. Negative impacts of the World Heritage status were rarely
ever mentioned.

Cultural attractions play an important role in tourism at all levels, from the global highlights of
world culture to attractions that underpin local identities. At global level cultural attractions
are often seen as icons of important streams of global culture. Cultural attractions have also
played a significant role in cultural policy and in efforts to promote cultural development. At
the European level, culture is considered as an essential resource that not only provides work
but which can also develop cultural harmony in the EU. The EU adopted “new approach to
culture” which underlines the growing importance of culture in European policy that resulted
in growing number of activities in the field of cultural tourism and cultural attractions funded
by the European Commission (Richards, 2001).

Results of the transnational study of European cultural tourism demand and supply (Richards
(1994; 1996) revealed a rapid increase in the production and consumption of heritage
attractions. Although heritage tourism demand has been fueled by rising income and education
levels, there has also been a significant supply-induced element of demand. In particular,
those engaged in cultural production play a key role in exploiting the cultural capital
concentrated in the major historic centers of Europe. Spatially localized production of heritage
is intimately linked with socially limited consumption of heritage tourism by groups within the
“new middle class”, rendering attempts to spread tourism consumption through heritage
promotion difficult.

There is large consensus that tourism plays a key role in the development and competitiveness
of some regions (Lazzeretti & Petrillo, 2006). In general, Europe is the region with the
strongest overall tourism and travel competitiveness performance. It boasts six (Spain, France,
Germany, United Kingdom, Italy and Switzerland) of the 10 most competitive countries in the
travel and tourism sector, and attracted 620 million of the 1.2 billion international visitors in
2016. Southern European countries tend to be characterized by stronger cultural and natural
resources and tourism service infrastructure, their business environment, ground transport

37



infrastructure and attention for environmental sustainability performance scores tend to be
somewhat lower than those in Western and Northern Europe. These countries provide better
enabling environments, including some of the most advanced ICT systems in the world, and
better transport infrastructure, but have not developed their natural and cultural resources to
the same extent. They also tend to be pricier destinations. However, despite recent terrorist
attacks and increased fear of terrorism, tourism performance of countries such as France,
Germany and Belgium have not declined significantly, confirming a strong resilience of the
travel and tourism sector to security shocks (WEF, 2017).

One of the possibilities how to compare and measure the level and the development of cultural
heritage in individual countries represents competitiveness indices. According to the topic of
the presented paper we focused on the Travel and Tourism Competitiveness Index, precisely
Natural and Cultural Resources subindex that enables to identify current state of the
countries/economies in the field of cultural heritage development.

2 METHODOLOGY

The aim of the paper is to investigate the impact of cultural heritage on tourism. In order to
fulfil the aim, we measured the impact of the Travel and Tourism Competitiveness Index, more
specifically Natural and cultural resources subindex, on selected variable - international tourism
receipts (current US$) in 126 countries in the world.

The World Economic Forum (2017) engaged leaders in travel and tourism to carry out an in-
depth analysis of the travel and tourism competitiveness of economies across the world. The
Travel and Tourism Competitiveness Index measures the set of factors and policies that enable
the sustainable development of the travel and tourism sector, which in turn, contributes to the
development and competitiveness of a country.

Tab. 1 Indicators of the Natural and Cultural Resources subindex

Pillar 13: Natural Resources Pillar 14: Cultural Resources and Business Travel

13.01 Number of World Heritage natural

sites 14.01 Number of World Heritage cultural sites

13.02 Total known species 14.02 Number of oral and intangible cultural heritage

expressions
13.03 Total protected areas 14.03 Number of sports stadiums
13.04 Natural tourism digital demand 14.04 Number of international association meetings

14.05 Cultural and entertainment tourism digital

13.05 Attractiveness of natural assets
demand

Source: WEF, 2017

The overall Travel & Tourism Competitiveness Index TTCI structure is composed of 14 pillars
divided into four subindices: (1) subindex A: Enabling Environment; (2) subindex B: T&T Policy
and Enabling Conditions; (3) subindex C: Infrastructure; and (4) subindex D: Natural and
Cultural Resources. Pillars are calculated on the basis of data derived from the Executive
Opinion Survey and quantitative data from other sources. The survey data is derived from
responses to the World Economic Forum'’s Executive Opinion Survey and range in value from
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1 to 7. Each of the pillars has been calculated as an un-weighted average of the individual
component variables (WEF, 2017).

In presented paper we focus on subindex D: Natural and Cultural Resources that consists of 2
pillars: (1) Natural Resources and (2) Cultural Resources and Business Travel. Indicators of
the pillars are shown in table 1.

Regarding our research, we assume that if the score of the cultural resources pillar improves,
then international tourism receipts will increase. To verify this assumption, we applied
quantitative methods (descriptive, correlation and regression analysis) of scientific work which
were interpreted by Lukacik, Lukacikova and Szomolanyi (2011). Obtained statistical data were
analysed through Microsoft Excel and Gretl.

First, we defined international tourism, receipts (IT_receipts) for the year 2016 that was
compiled from the databases of the World Bank Group (WBG) as dependent variable. Second,
we defined natural and cultural resources subindex (Nat_and cult_ resour_ subi) and cultural
resources and business travel pillar (Cult_res_ andbus) as independent variables and GDP per
capita in current US $ (GDP_pc) as control independent variable. Natural and cultural resources
index dataset was obtained from Travel and Tourism Competitiveness Report 2017 (WEF,
2017), but subindex values are of the year 2016. The source of dataset for GDP per capita for
year 2016 was World Bank Group (WBG). The regression equations were:

Dependent variable (y) = const + by X x; + b, X x, , where (1)

X1 ,X2 — independent variables

3 RESULTS AND DISCUSSION

Data in table 2 describe the input data using descriptive statistics. Indicators are mean,
standard deviation, coefficient of kurtosis, coefficient of skewness, minimum and maximum
values. The total number of observations (N) is 126. The positive value of kurtosis coefficient
indicates the positive, right-handed asymmetric distribution of countries. Based on the mean
of dataset, there are some countries with index value more than average. High coefficient of
kurtosis indicates that there are extreme values in the dataset which exceed the standard
normal distribution.

Tab. 2 Descriptive statistics

N=126 IT_receipts Nat_and cult_ resour_ Cult_res_ GDP_pc
subi andbus_
Mean 10 306 984 920.63 2.71 2.27| 15990.23
Standard Deviation 24 697 381 970.94 1.08 140 1971841
Kurtosis 65.56 1.06 2.13 2.90
Skewness 7.22 1.30 1.69 1.74
Minimum 1 900 000.00 1.30 1.02 285.73
Maximum 24 4708 000 000.00 5.74 6.69| 100 738.68

Source: own results based on WEF, 2017; WBG, 2016
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Correlation matrix in table 3 shows correlation coefficients between dependent variable
(IT_receipts) and independent variables (Nat__and cult_ resour_subi; Cult_res_ andbus_;
GDP_pc). It points to positive signs of the correlation coefficients. The correlation between
two variables is medium strong. It means that the increase of independent variables, especially
Natural and cultural resources subindex and/or Cultural resources pillar results also in increase
of the international tourism receipts.

Tab. 3 Correlation matrix

N=126 International tourism, receipts
Natural and cultural resources subindex 0.57
Cultural resources and Business Travel pillar 0.58
GDP per capita in current US$ 0.37

Source: own results based on WEF, 2017; WBG, 2016

For more detailed estimation of relationship between variables, we did regression analyses,
which results are shown in the table 4 and table 5.

Tab. 4 Model OLS, using observations 1-126; Dependent variable: IT_receipts

Coefficient Std. Error t-ratio |p-value
const —2.47356e+10| 4.80258e+09 —5.1505| 1.00e-06 ***
Nat_and cult_resour_subi 1.15418e+10| 1.76321e+09 6.5459| 1.44e-09 ***
GDP_pc 238069 96682.3 2.4624 0.0152  *x*
R-squared 0.359731

Note: Significance of marks (stars) by parameter s estimations *** - 99 %, ** - 95 %, probability
Source: own results based on WEF, 2017; WBG, 2016

Table 4 shows regression model with independent variables (natural and cultural resources
subindex and GDP per capita in current US$). Model OLS analyses the impact of independent
variables on receipts from international tourism. Based on regression analysis, the R-squared
indicates 36% of input data. The estimation of the variables supports correlation analysis
results which indicate statistically significant dependence between variables. Increase of
natural and cultural resources subindex by 1 point, with probability of 99%, reflects in an
increase of international tourism receipts by approximately 11 541 800 000 $. To conclude,
we verified the assumption that if the score of the Natural and Cultural Resources subindex
improves, then international tourism receipts will increase.

Table 5 shows regression model with independent variables (pillar 14: cultural resources and
business travel and GDP per capita in current US$). Model OLS analyses the impact of
independent variables on receipts from international tourism. Based on regression analysis,
the R-squared indicates 36% of input data. The estimation of the variables supports correlation
analysis results which indicate statistically significant dependence between variables. Increase
of cultural resources and business travel pillar by 1 point, with probability of 99%, reflects in
an increase of international tourism receipts by approximately 9 023 150 000 $. We verified
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the assumption that if the score of the cultural resources pillar improves, then international
tourism receipts will increase.

Tab. 5 Model OLS, using observations 1-126; Dependent variable: IT_receipts

Coefficient Std. Error t-ratio p-value
const -1.37863e+10| 3.41640e+09 -4.035 9.51e-05 ***
Cult_res_andbus_ 9.02315e+09| 1.37263e+09 6.574 1.25e-09 ***
GDP_pc 227085 97143.4 2.338 0.0210 **
R-squared 0.361131

Note: Significance of marks (stars) by parameter ‘s estimations *** - 99%, ** - 95% probability
Source: own results based on WEF, 2017; WBG, 2016

CONCLUSION

With the enormous growth of knowledge, increasing mobility and the increased accessibility
of travel there is widespread curiosity about other places and a huge demand to visit and
personally experience other societies. One of the pillars of the tourism industry has been
mankind's inherent desire to see and learn about the cultural identity of different parts of the
world. In domestic tourism, cultural heritage stimulates national pride in one's history. In
international tourism, cultural heritage stimulates a respect and understanding of other
cultures and consequently promotes peace and understanding (WTO, 2001).

Over the last two decades, tourism has grown exponentially and is currently considered to be
one of the essential qualities to support economic development. Tourism plays a key role in
the development and competitiveness of many regions. Despite the increasing interest in
cultural heritage and tourism to increase regional competitiveness, the relation between
cultural heritage and competitiveness remains vastly unexplored by scientists (Alberti & Giusti,
2012).

According to Faria and Ledn-Ledesma (2003) cultural heritage has a positive impact on
economic growth and the impact is influenced by social, political and institutional factors. They
found that the impact of cultural heritage on growth was positive and it was smaller for
countries that either suffer a high degree of political instability or enjoy a high degree of
legislative rule. According to Aleemi & Qureshi (2016) tourism receipts have a significant and
positive impact on the economic growth of the country. These opinions are supported also by
our results presented in this paper support these opinions. We found out positive impact of
cultural heritage on international tourism receipts, thus also on GDP per capita growth.

Besides strengths of cultural heritage in tourism, the cultural heritage is faced with specific
threats and proven imminent dangers, such as significant loss of historical authenticity and
cultural significance; modification of juridical status of the property diminishing the degree of
its protection; lack of conservation policy; effects of regional and/or town planning projects;
threat of armed conflict; impacts of climate, geological or other environmental factors; the
management plan or management system is lacking or inadequate, or not fully implemented;
etc.

According to obtained results, we recommend to protect and promote cultural heritage, since
cultural heritage influences the increase of international tourism receipts. We also recommend
to strengthen the protection and support the development of cultural heritage. In terms of
observed natural and cultural resources subindex, the assessment of the country can be
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improved by effective measures applied in one of the indicators that composed the subindex,
for example by increasing the number of World Heritage sites; oral and intangible cultural
heritage number of expressions; and/or cultural and entertainment tourism digital demand.
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Abstract: This article aims to carry out a cause and effect analysis of signing and
implementing the TDCA and its transition to the EPA for both parties (the EU-SA) in the context
of their mutual trade. The article provides an example of the RSA, because it is considered not
only to be a middle-income country, but also to have an emerging market status, and its
economic situation is better than of the majority of countries from Sub-Saharan Africa. The
discussion is limited only to trade in goods, i.e. the exports and imports of goods. The
methodology of the study is based on the comparison of trade statistics between the years
2000 (or 2001, depending on the availability of data) and 2016 relating to SA and the European
Union. The analysis of statistical data is preceded by a description of the main provisions of
the TDCA and changes introduced by the SADC EPA.
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Agreement (TDCA), international trade, trade preferences
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INTRODUCTION

South Africa (SA, or the Republic of South Africa, the RSA) has a population of 56 million
people (4.5% of the total Africa’s population) and a GDP per capita of USD 5,198 (own study
based on: African Statistical Yearbook, 2017). Due to the fact that the RSA is the largest
economy in Southern Africa and also the Africa’s second biggest one, behind Nigeria, since the
mid-1990s, it had been perceived as the gateway to Africa (van Heerden, 2016, p. 114).
Relations between the EU and the RSA (the biggest African trading partner) used to be quite
complex in the past. The Community’s foreign policy towards the Republic of South Africa was
centred around a formidable task of maintaining a balance between trade interests on the one
hand, and the official condemnation of the apartheid regime on the other. After the fall of the
apartheid system and the democratic revolution in 1994, the formal co-operation between the
EU and the new government of the Republic of South Africa became politically feasible. At that
time, the RSA's government applied for membership of the African Caribbean Pacific group,
also with a view to benefiting from trade preferences, which were granted by the EU to this
group of countries pursuant to the then applicable Lomé Conventions. Under these
conventions, 96.5 per cent of all imports (all industrial products and 80 per cent of agricultural
products) from the ACP already entered the EU duty free (Bilal & Rampa, 2006, p. 15). In the
end, the RSA achieved only the status of a country associated to the ACP, which meant co-
operation opportunities on a political plane, however, regarding trade — this was not possible.
In 1994, the European Union introduced a package of immediate measures to facilitate the
RSA's integration with the global economy; and in September that year, the EU granted GSP
preferences to this country (they entailed mainly reduced customs duties on industrial goods
from the RSA).

44



Instead of granting unilateral Lomé preferences, the European Union proposed a bilateral free
trade agreement. At the time of entering into negotiations with the EU, the RSA was in a
difficult position. On the one hand, the country strived to ameliorate the situation following
the end of the apartheid regime and improve the quality of life, which required the state to be
more involved in the economy. On the other hand, the realities of the global market were a
driving factor behind the liberalisation of a trade and economic policy, yet to attain this, it was
necessary to attract direct foreign investments (van Heerden, 2016, p. 125). Eventually, after
five-year negotiations, on 11 October 1999, both parties signed the Trade, Development and
Cooperation Agreement (TDCA), which entered into force for an interim period on 1 January
2000; however, it was not until April 2004 when the agreement was ratified. The TDCA consists
of two parts; the European Union and South Africa Free Trade Agreement (EU-SA FTA) and
the European Program for Reconstruction and Development (EPRD). The EU-SA FTA
constitutes the creation of a free trade area between the European Union and South Africa
consistent with World Trade Organisation (WTO) rules. The EPRD agreement, on the other
hand, consists of the European Union’s financial support to South Africa in terms of social
service, private sector development, good governance, democratisation and human rights, and
regional integration (Assarson, 2005, p. 7).

The RSA is a signatory of the Cotonou Agreement, since 2007 it had actively participated
(before that time, it had been only an observer) in negotiations of the regional Economic
Partnership Agreement together with countries from Southern Africa (the so-called SADC EPA).
Eventually, the regional SADC EPA was concluded in 2016 and replaced the TDCA in respect
of trade part.

1 LITERATURE REVIEW

There is a relatively extensive literature on trade relations of the Republic of South Africa,
which in particular is centred around the free trade agreement between the EU and the RSA.
All researchers concur that the agreement has become the cornerstone of trade relations
between South Africa and the EU. Many of them believe that the TDCA between South Africa
and the EU has been also an important model and precursor when negotiating Economic
Partnership Agreements (EPAs) with the ACP countries to supplement the Cotonou Agreement
(Laaksonen, 2008, p. 24).

The first research direction refers to the effects of the free trade agreement on the trade
between the RSA and the European Union. Some studies that evaluated the potential impacts
of the trade agreement before its implementation showed potential positive impacts on South
Africa. Jachia and Teljeur (1999) suggest that in addition to trade creation, trade diversion
also takes place. Jachia and Teljeur (1999) further state that South Africa’s imports are likely
to be bigger than their exports to the European Union’s market. Similar observations can be
also found in publications released after the TDCA was signed. In his comparison of statistical
data regarding trade, Assarson (2006) claims that the free trade agreement between the EU
and the RSA resulted in greater exports from and imports to the EU between 1999 and 2004,
and therefore a trade creation effect could be noticed. Kwentua (2006) investigates the trade
creation and trade diversion effects of the EU-SA agreement and finds evidence that both
trade between members of the EU-SA agreement and trade between members and non-
members of the EU-SA agreement increased, and therefore concludes that the EU-SA
agreement is trade creating. Holden and McMillan (2006) investigate whether the EU-SA and
SADC agreements have had any effects on South Africa's trade. A similar view was held by
Jordaan and Kanda (2011), who utilised panel data estimation of the gravity model of bilateral
trade and relied on data from 1994 to 2008. The two scholars maintain that the EU-SA
preferential trade agreement has a significant trade expansion effect.
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Most of research had been conducted before the TDCA entered into force or was undertaken
during the implementation of its provisions, which means that final conclusions cannot be
drawn in a conclusive manner. Furthermore, the research usually covers a relatively short
period and concerns the time when the TDCA was not fully implemented. In fact, as regards
industrial goods, both the European Union and the RSA introduced considerable reductions of
customs duties already in 2000 (86 per cent and 62 per cent respectively), however, the
reductions of customs duties on agricultural goods were spread over a longer time period (see
Assarson, 2006, p. 8 for more information on the schedule of customs duty reduction in the
TDCA).

To evaluate the effects of the TDCA, research period must cover a longer period, especially
after 2010, when the essential provisions of the agreement were implemented, only then it
will be possible to draw conclusions regarding its significance for EU-RSA trade relations. It is,
as a matter of fact, an insufficient time period that some researchers refer to, among others,
Jordaan and Kanda (2011). They claim that an informative conclusion on trade effects of
preferential trade agreement can only be reached once the agreement has been fully
operational. This article aims to fill this gap, as it spans the years between 2000 and 2016.
The final provisions of the SADC EPA are also known. The agreement entered into force
temporarily in October 2016, and it is thus possible to evaluate its potential effects on trade
relations between the EU and the RSA.

The second research direction pertains to the significance of the TDCA, and subsequently —
the SADC EPA, for trade relations between the RSA and other Southern African countries being
members of integration groupings in Africa. Akinkugbe (2000) argues that some of the
Southern African Custom Union (SACU) countries will suffer losses from the common tariff
revenue pool when the EU-SA FTA is implemented. A decrease in customs revenues from
Southern African countries has been foreseen also by Greenberg (2000) and Sandrey (2005).

It must be emphasised that publications made by the European Union (the European
Commission) lay particular stress on the benefits that will be obtained by African countries
(including the RSA) as a result of signing the EPAs or — to be more general — of creating free
trade areas with the EU (European Commission 2016a). Meyn (2004b) discerns also more
opportunities and benefits — rather than threats — for countries from Southern Africa, which
arise from executing the free trade agreement. Plant (2009) analyses costs and benefits to
the RSA relating to the replacement of the TDCA with the SADC EPA. He asserts that economic
costs will be probably limited. In particular, South Africa’s trade with SADC neighbours is, to a
large extent, vertical, as South Africa exports industrial goods to those countries in exchange
for unprocessed goods and raw materials, such as energy, cotton, precious stones. As a
consequence, the RSA-EU trade expansion could really boost regional trade subject to
constraints on supply. As regards economic benefits to South Africa, they will be associated
with the export of agricultural products to the EU, however, constraints on supply of these
goods in South Africa will be of key importance. It must be emphasised that the research
concerning the effects of the EPA on Southern African countries was carried out at the time
when final provisions of the SADC EPA were not yet known. Nevertheless, publications made
by the European Union (the European Commission) lay particular stress on the benefits that
will be obtained by African countries (including the RSA) as a result of signing the EPAs or —
to be more general — of creating free trade areas with the EU (European Commission 2016a).

2 AIM OF THE ARTICLE AND RESEARCH METHODS
Despite the fact that the RSA is considered one of the most developed African countries, there

are still huge disparities between the EU and this country. Therefore, the following doubt and
question arise — whether the RSA can also benefit from a free trade area created with a partner
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whose economic development is significantly higher? What influence the TDCA has had on the
external trade with the RSA, whether the reduction or elimination of customs duty in relation
to the mutual trade has contributed to a growth in trade with the European Union? Moreover,
in view of the fact that in 2016 the BLNS countries (Botswana, Lesotho, Namibia and
Swaziland) signed, together with the RSA, the SADC EPA and that this agreement replaced the
TDCA with regard to the trade part, yet another research problem arises, namely, to what
extent the provisions of this new agreement are relevant to bilateral trade relations with the
European Union and whether they will produce any change in the conditions for trade with EU
Member States and with the other states parties to the agreement, and what possible
consequences will ensue from such changes?

This article aims to analyse the effects of signing and implementing the TDCA and its transition
to the EPA for both parties (the EU-SA) in the context of their mutual trade. Furthermore, the
aim of the article is to examine the reasons for executing the EPA and an attempt to evaluate
possible effects (real effects cannot be evaluated yet at this point) for the South Africa, also
in the context of recent voices saying that the EPA brings no new opportunities for Africa, but
only greater dependence. The article provides an example of the RSA, because it is considered
not only to be a middle-income country, but also to have an emerging market status. Moreover,
this state is the most important African trading partner of the EU and its economic situation is
better than of the majority of countries from Sub-Saharan Africa. Therefore, the following
hypothesis can be put forward, namely, that a free trade area with the European Union
(covering a substantial portion of trade) will be a contributing factor to considerably increased
trade, and consequently, will bring certain benefits to the RSA.

The discussion is limited only to trade in goods, i.e. the exports and imports of goods. The
research does not include trade in services, nor focuses on the changes in the level of salaries,
employment, prices and in economic growth. Similarly, foreign direct investments, which are
of special importance to mutual relations, are also not covered. The methodology of the study
is based on the comparison of trade statistics between the years 2000 (or 2001, depending on
the availability of data) and 2016 relating to SA and the European Union.

3 RESULTS AND DISCUSSION

3.1 Liberalisation of Trade between the European Union and the RSA in View of
Trade, Development and Cooperation Agreement

The TDCA was the first bilateral free trade agreement which was signed in Southern Africa
(Tsolo et al., 2010, p. 130) but also South Africa was the first developing country that entered
into an FTA with the EU (Meyn, 2004a, p. 1). Also, this is the first agreement between the EU
and another party, which includes free trade (although only partial) in agricultural goods. A
key provision of the TDCA related to the creation of a free trade area between the RSA and
the EU after the end of the transitional period. The RSA abolished customs duties on 86 per
cent of goods imported from the EU, and the European Union — 96 per cent. The agreement
is also asymmetric in terms of the time frame — South Africa had a period of twelve years to
fully implement the agreement and the European Union had ten years. Since 2010, the RSA
had been permitted to export 99.98 per cent of all the industrial goods on a duty-free basis,
whereas only 0.02 per cent had been subject to customs duty (which had included, in
particular, aluminium) (Table 1; Meyn 2003, p. 3). However, as for agricultural goods, duty-
free access to the EU market was also granted, but with respect to considerably fewer tariff
lines, namely 62 per cent. By contrast, the RSA abolished customs duties on 86 per cent of all
the industrial goods, while in the case of three per cent of goods — duties were partially
liberalised. Also, customs duties on 82 per cent of agricultural goods imported from the
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European Union were repealed (Table 1). 11 per cent of European industrial products did not
have duty free access to the South African market, including petroleum and petroleum
products, some chemical products, textiles and automotives. The RSA treated these products
as sensitive and incapable of being competitive on the international market; on the other hand,
they also represented vital sectors in the South African economy, and hence they should have
been given special protection by the state, also because it was necessary, inter alia, to
safeguard jobs. Agricultural products that are excluded from South Africa’s liberalisation
schedule are mainly those that are recipient of high European subsidies under Common
Agriculture policy, such as beef, sugar, sweet corn.

Tab 1 Scope of Liberalisation in TDCA for South African products to the EU and European
goods to South Africa After End of Transitional Period

Duty free market access for: Cumulative Coverage
South Africa (to EU) In 2010
Industrial goods 99.98%
Agricultural goods 62%
Partial liberalisation of agricultural goods 11.5%
Reserve list of agricultural goods 26%
The EU (to SA) In 2012
Industrial goods 86%
Partial liberalisation of industrial goods 3%
Reserve list 11%
Agricultural goods 81%
Reserve list 19%

Source: Agreement on Trade, Development and Cooperation between the European Community and
its Member States, of the one part, and the Republic of South Africa, of the other part; M. Meyn,
2003, pp. 5-8.

The European reserve list is large, comprehending 26% of all South African agricultural export
products, including beef, sugar, some dairy products (incl. milk, butter, and whey, customs
rates in the customs tariff for these goods are high), sweet corn, maize and maize products,
rice and rice products, starches, citrus, apples, pears, grapes, bananas, tomatoes, vermouth,
ethyl alcohol and fish. The most sensitive goods from the point of view of the EU are the very
products, such as apples, citrus fruits and wine, in which South Africa is highly competitive.
However, the EU has offered an additional, partial liberalisation of 11.5 per cent of all
agricultural commodities South Africa is exporting to the EU (TDCA, Annex 1V, list 5-6). For
these products, such as cheese, wine, cut flowers, strawberries, canned fruits, fruit juices tariff
quotas and/or reduced duties have been granted. As for agricultural products, 0.5 per cent of
them have been completely excluded from the liberalisation, and this includes such products
which are protected by geographical indications like port, sherry, parma ham etc. (Meyn,
2004b, p. 6). Some EU States protested against using traditional product nhames such as port
and sherry by South African manufacturers. As a consequence, the Republic of South Africa
agreed to withdraw these traditional product names within five to twenty years, not only in
the case of exports to the European market, but also to all export markets and the domestic
market. (Schréder, 2000, pp.14-15).
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However, although meat, preserved meat products, sugar, high sugar content products as well
as cereals are excluded from the TDCA, associated value added products have often not been
exempted. This is the case for processed meat products, flour based products, canned fruits
and jam and sugar based products (such as chocolate and biscuits) so that increased
competition in the southern African market can be expected. In the case of the Republic of
South Africa, the liberalisation of the local market, and consequently, providing duty-free
access to certain products (such as confectionery and chocolate) while striving to protect basic
agricultural products (e.g. sugar), weakened the competitive position of local companies on
both the national market and regional markets.

However, if the level of protectionism manifested through customs rates before liberalisation
is to be considered, then it might be claimed that the RSA should have had to open its market
for EU goods to a greater extent. The EU placed 304 tariff positions on the reserve list,
representing 3.4 per cent of its total imports from South Africa, while South Africa placed 120
tariff positions on the reserve list, representing 10.9 per cent of its total imports from the EU.
The partial liberalisation contains at EU’s side 1.7 per cent of total imports from South Africa
and at South Africa’s side 2.8 per cent. As a result of enforcing the provisions of the TDCA,
average customs rates applied to South African goods has fell from 2.7 per cent to 1.5 per
cent, and in the RSA, for EU goods — from 10 per cent to 4.3 per cent (Meyn, 2003).
Furthermore, many goods from the RSA had come onto the European market under favourable
conditions even before the free trade agreement was signed. It must be also highlighted that
the volume of mutual trade in goods varies considerably, thus the adjustment costs for South
Africa can be expected to be much higher.

3.2 Changes to Conditions for Trade between RSA and the European Union
Introduced by SADC EPA

It would be difficult to present trade and contractual relations between the RSA and the
European Union properly, also in the context of the new SADC EPA, without providing a general
background, including also the RSA’s participation in African integration agreements. This will
also help to place the TDCA, and subsequently, the SADC EPA in the proper perspective. The
RSA plays an important role in the world’s oldest customs union — the South African Customs
Union (SACU). Apart from South Africa, the union includes Botswana, Lesotho, Namibia and
Swaziland (BLNS). Essentially the SACU is a customs union with a common external tariff
imposed against all non-members as well as a common excise tax. The BLNS countries did not
participate in the TDCA negotiations, although they have experienced the direct effects of this
agreement, and also despite the fact that the SACU Protocol stipulates that no member is
permitted to enter into any agreement with third countries without the consent of the other
member states. This caused long-standing tension between the Republic of South Africa and
the other SADC members. The free trade agreement with the RSA meant that goods delivered
to this country without customs duty being imposed could be then sent further to the other
SACU countries also on a duty-free basis, and could thus be offered at competitive prices —
consequently driving out local suppliers. It must be highlighted that the liberalisation agreed
under the TDCA is binding only upon the EU and the RSA. The common external customs tariff
means that customs rate applied should be the same as customs duty levied, irrespective of a
country of import. What should be also mentioned are decreasing revenues from customs
duties in the countries for which such revenues are a significant source of budgetary proceeds.
According to estimates, this will lead to a drop in customs revenues in all the BLNS countries
by approx. 21 per cent (Greenberg, 2000, pp. 16-19). In particular, this will entail a decrease
in revenues for Swaziland and Lesotho (a country without access to the sea, to which goods
are imported from the RSA, and from there to Lesotho on a duty-free basis) — approx. 60 per
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cent, and for Namibia — 20 per cent to 40 per cent. Botswana has been estimated to lose
around 10% of its total national income as a result of the TDCA (Sandrey, 2005, p. 4).

The RSA is also a member of the South African Development Community (SADC), which
includes 15 countries. A new stage in the development of mutual relations with SADC countries
(and on a greater scale — with all the ACP countries) was marked by the Cotonou Partnership
Agreement concluded for the period of 20 years (from March 2000 to February 2020). The
Cotonou Agreement was designed to establish a comprehensive partnership with 3 pillars:
development cooperation, political cooperation and economic and trade cooperation.
Currently, ACP regions and the EU are negotiating so-called “Economic Partnership
Agreements” (EPAs) — in essence free trade agreements — which aim to substantially liberalise
all trade between the EU and the ACP group in agreement with WTO regional free trade areas.
Those were supposed to be new trade agreements aimed to gradually eliminate, on a
reciprocal basis, barriers to trade between the parties. The essence of these agreements is
further liberalisation orientated towards the provision of services (including those from the
financial sector), capital movement, the protection of property rights. This is because countries
which ratified the interim EPA are obliged to enter — within six months — into negotiations of
the full EPAs, the object of which is liberalisation in the aforementioned areas, which will entail
tough competition from EU companies; and this can be a formidable challenge that many
African (including South African) companies may not be able to handle.

In December 2004, formal negotiations with six regions were started, and these included:
West Africa, Central Africa, Eastern and Southern Africa, Caribbean, SADC (Southern Africa),
Pacific. Subsequently, negotiations involved yet another — the seventh — region, and it was the
East African Community (EAC). Only half of the grouping’s members (Angola as an observer,
Botswana, Lesotho, Mozambique, Namibia, the Republic of South Africa and Swaziland) took
part in the negotiations of the regional SADC EPA. Initially, the RSA had the observer status.
However, the European Union, which was under pressure from neighbouring countries and
the RSA, agreed to change the status of this country in negotiations. South Africa joined the
Economic Partnership Agreement (EPA) negotiations as part of the Southern African
Development Community Group in February 2007. This strengthened the position of the SACU
in the negotiations with the EU. During the EPA negotiations, the RSA devoted attention to
two areas: tariff negotiations and the rules of origin for goods. The tariff negotiations would
have allowed better access to the EU market than the one set out in the TDCA.

Eventually, the negotiations over the Economic Partnership Agreements (EPAs) between the
EU and the Southern African Development Community (SADC) came to an end on 15 July
2014, after more than ten years of mutual efforts. The agreement was signed by the EU and
the SADC EPA group on 10 June 2016 and the European Parliament gave its consent on 14
September 2016. Pending ratification by all EU Member States, the agreement came
provisionally into force as of 10 October 2016. Mozambique is in the process of submitting the
ratification instrument to the Council, after which the agreement will enter provisionally into
force also for this country (European Commission, 2017b).

Benefits for the European Union arising from entering into the EPAs with the African, Caribbean
and Pacific countries are obvious, since they entail opening these countries to EU goods, and
in the future — also to EU service providers or investors; hence the EU insisted on concluding
agreements with this group of countries by threatening that preferential access to the EU
market would have been revoked had the Economic Partnership Agreements been not signed
within a specific time period.

The new SADC-EU EPA framework replaced the trade provisions of the existing bilateral TDCA
between South Africa and the EU and will maintain the external tariffs of, and harmonise, the
trading regime between the Southern African Customs Union (SACU) as a whole and the EU.
While the EPA aims to provide and maintain duty-free access to the EU market, which has
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been enjoyed by the BLMNS countries (this group includes also Mozambique, which negotiated
the SADC EPA, but is not a member of the SACU) for several decades, for the RSA — the object
of the agreement is to improve the market access conditions set out in the TDCA.

On entering into force, the SADC EPA will substituted certain elements of the TDCA. The RSA
exhibits characteristics of both a developed and developing economy, thus it is excluded from
several main trade provisions of the EPA. The EU offers to the SACU countries, except for the
RSA, practically duty-free and quota-free access (Table 2). As a consequence, two different
trading regimes with the EU (the SACU and the RSA) exist, which is definitely of no benefit to
the regional integration in Africa. Therefore, almost all SA products (about 99 per cent) will
have preferential market access in the EU, compared to about 95 per cent under the old
agreement. About 95 per cent of the products will enter EU market without being subjected
to customs duties or quantitative restrictions. The other 3 per cent will still have access, albeit
partial, that is similar or improved compared to the TDCA. The SACU as a group has granted
EU lower market access of 85 per cent, in line with the developmental nature of the agreement
(Table 2).

Tab. 2 Degree of tariff liberalisation in tariff lines and trade volume EU — SACU

Tariff lines Share of actual trade in volume
(2012-2014)

EU offer to BLMNS

Full liberalisation 100% (except arms and ammunition,| 100% (except arms and ammunition,
Chapter 93 of the HS) Chapter 93 of the HS)

EU offer to South Africa

Full liberalisation 94.9% 96.0%
Partial liberalisation 3.2% 2.7%
Excluded 1.9% 1.3%

SACU as the complete offer to EU

Full liberalisation 84.9% 74.1%
Partial liberalisation 12.9% 12.1%
Excluded 2.2% 13.8%

Source: European Commission 2016b, p. 2.

New market access for South Africa into the EU covers the fish sector, which will be fully
liberalised. Both the TDCA and the SADC EPA packages contain agricultural products to be
exported by SA into the EU market under the Tariff Rate Quota (TRQ) regime. While some
products are set to retain the same market access conditions as they had under the TDCA,
there are a number of agricultural products that will enjoy new and/or expanded TRQs as part
of the EPA package. South Africa benefits (and this refers to all the SADC EPA countries) from
the TRQ on selected tariff lines (new quotas introduced under the SADC EPA) of sugar
(150,000 tons), citrus jams, canned fruit, skimmed milk powder, white crystalline powder,
butter, yeast and ethanol. Compared with the TDCA provisions, the quotas on canned fruit,
frozen orange juice and wine (the quota for wine more than doubles from 50 million to 110
million litres) were increased. On the other hand, the quotas on frozen strawberry and canned
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mixtures of tropical fruit remained unchanged (own figures based on: Department of
Agriculture, Forestry and Fisheries 2016). If full and partial liberalisation is included, the SADC
Economic Partnership Agreement will lead to the liberalisation of 98.7 per cent of actual
exports from the Republic of South Africa to the EU (European Commission 2016a; Table 2).
The new market access provisions of the SADC-EU EPA for agricultural products came into
effect on 1 November 2016.

Therefore, almost all SA products (about 99 per cent) will have preferential market access in
the EU, compared to about 95 per cent under the old agreement. About 96 per cent of the
products will enter the EU market without being subjected to customs duties or quantitative
restrictions. The other 3 per cent will still have access, albeit partial, that is similar or improved
compared to the TDCA. A chapter on trade defence with bilateral safeguards allowing each
party to reintroduce duties or quotas if imports from the other party disturb or threaten to
disturb their economy.

Furthermore, a new element of the EPA SA (South Africa) is that traditional product names
are protected (Protocol 3 of the SADC-EU EPA). The protection covers some wine, spirit and
beers names as well as a number of agricultural product names (i.e. the EU protects 105 SA
GI names while SA protects 253 EU GIs). The protection includes, inter alia, also herbal teas
popular in the RSA: Roiboos, Honeybush, Karoo Lamb. (European Commission, 2016b)

In order to prevent other countries that entered into trade agreements with the ACP states
from obtaining potential benefits arising from such agreements, the European Union urged
that the EPA (as well as the agreement concluded with the SADC) should include the most
favoured nation clause (MFN). This entails (and this was the RSA’s greatest concern) restricted
freedom in concluding trade agreements with major trading economies. The above restriction
is stipulated in Article 28 of the SADC EPA and it limits the RSA’s capacity to sign free trade
agreements with third countries. This relates to major trading economies whose share in the
global exports was greater than one per cent in the year preceding the date of the entry into
force of the agreement, or any group of countries acting individually, collectively or through
an economic integration agreement, whose share in the global exports was greater than 1.5
per cent in the year preceding the date of the entry into force of the agreement (Cotonou
Agreement). This may pose a serious challenge to the Republic of South Africa in the future,
as it completely reduces the country’s capacity to sign agreements with other significant
trading partners such as Russia, China and other BRICS countries. Consequently, the RSA’s
plans regarding possible agreements with those countries could be disrupted, leading to the
reduction of the country’s potential for growth and development, especially when one
considers the fact that BRICS countries begin to play a more important role in the global
economic and political environment and can be of great benefit to the Republic of South Africa.
Partnership with BRICS countries is of vital importance and has a prominent role in the political
aspects of various multilateral agreements under the WTO.

As regards the future rates of customs duties, a so-called “standstill clause” incorporated into
the SADC EPA is of considerable relevance. The standstill clauses are included in all EPAs and
mean that no new tariffs can be introduced and, once eliminated, tariffs may not be re-imposed
or increased. Under the EPA, tariffs would therefore be bound at the applied rate, which is
different from the WTO where applied tariff rates are often much lower than the rate at which
they are bound in the WTO. In the SADC and Pacific EPA texts the obligation only applies to
products subject to liberalisation.

Compared to the TDCA, a quite significant change introduced under the SADC EPA refers to
the rules of origin (RoO), and to be more precise, cumulation of origin, where the “origin” of
any commodity is to be determined. This is particularly relevant in the case of free trade
agreements (such as the SADC EPA) which concern more than two countries, because the
possibility of bilateral, diagonal or full cumulation is crucial to assessing the real effectiveness
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of each preferential tariff system. Bilateral cumulation involves two partners of a free trade
agreement and means that companies from one country can use products originating from
another one (which belongs to an FTA) while being still eligible for preferential treatment. As
for diagonal cumulation, all countries to which the same rules of origin apply under a free
trade agreement can use products coming from any country that creates an FTA and are
treated as if they originated from a country of export. Full cumulation involves diagonal
cumulation which is extended to products processed in any country within a common area,
even if a product is a non-originating product. Apart from the rules of origin and cumulation,
other major issues include the de minimis rule, which defines a non-originating product, and
the certification method in respect of applying for preferential access. Both the TDCA and the
SADC EPA provided for bilateral cumulation (between SA and the EU and between the SADC
EPA states and the EU respectively) and diagonal cumulation in ACP states, however, the
difference is that the SADC EPA extends this cumulation to overseas territories of the EU
(OCTs) as long as the imported products show some processing in SADC EPA states beyond
“insufficient working” or value added in SADC EPA states is more than 50 per cent. Hence the
cumulation is closer to full cumulation as non-originating products can also be cumulated. The
SADC EPA sets out slightly more stringent de minimis requirements and expands the definition
of substantial transformation to change in tariff heading, in other words, the change of tariff
classification (for more information on this topic see: TDCA Protocol 1 on Rules of Origin;
European Commission 2017a).

3.3 Trade in goods between South Africa and the EU

There are two ways in which changes in trade can be examined in the context of trade
preferences between the European Union and South Africa. The first is by looking at the
volume of exports and imports and the growth rate of bilateral trade within a given time period,
while the second is by looking at relative market shares.

Fig. 1 European Union’s Export and Import with South Africa in the years 2000-2016, in
EUR billion
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At the beginning of the 20th century, imports and exports from SA in current prices showed
an upward trend which continued until 2008 (when the financial crisis occurred), subsequently,
a considerable drop in bilateral trade was observed; however, as from 2010, exports to SA
have exceeded imports, which entails a positive balance of EU-SA trade (Fig. 1). In this case,
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the value of exports and imports in current prices have not been adjusted for inflation, thus
the share of bilateral trade in total exports and imports must be considered.

Fig. 2 EU-South Africa trade as percentage share of EU-extra trade, in the years 2000-
2016, in per cent
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The 2000 and 2001 figures indicate a growing trend in the share of imports from SA in the
total EU’s imports (above 1.6 per cent in 2002), the lowest value — substantially below one per
cent — was reported in 2013, whereas in the consecutive years, a slightly increasing share
could be observed; now it is approx. 1.3 per cent, which is smaller than at the beginning of
the 20th century, following the entry into force of the TDCA (Chapter 2). By contrast, as
regards the share of exports to SA in the EU’s extra-exports, the trend is generally increasing,
and since 2010, it has been greater than the corresponding share of imports.

Fig. 3 Export and Import of South Africa in current prices, in USD billion
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In order to observe changes after the implementation of the TDCA, it is necessary to take into
account also changes in the SA’s exports and imports to the EU and changes in the share of
trade with the EU in the total SA’s trade. Generally, both the SA’s exports and imports with
the EU in current prices had shown a slightly growing trend before 2008, however, the growth
rate had been lower than the growth rate of the SA’s total exports and imports (Fig. 3).
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Subsequently, after 2009, the two consecutive years saw a clear upward trend, yet then, a
drop in bilateral trade was reported again (Fig. 3 and Fig. 4).

SA exports to the EU mainly industrial goods (especially fuels and mining products, machinery
and transport equipment, pearls, precious metals and articles thereof and other semi-
manufactured goods), the volume of exports of these goods after the growth phase in the
years 2002-2008 began to fall (Fig. 4). A similar trend can be noticed for the imports of
industrial goods from the EU (these mainly include: machinery and transport equipment,
chemicals and other semi-machinery), however, in this case a downward trend could be seen
after 2011. It must be remembered that customs duty rates applicable to industrial goods in
the EU customs tariff are low (four per cent on average), hence the TDCA provisions that
abolished the duty did not improve access to the EU market considerably, nor was the trade
creation effect very noticeable. By contrast, the SA’s exports of goods (in current prices) to
the EU and the SA’s imports of goods from the EU are relatively stable and reflect a slightly
growing trend (Fig. 5).

Fig. 4 South Africa’s Exports to the EU, in USD thousand
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Fig. 5 South Africa’s Imports from the EU, in USD thousand
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For the purpose of an analysis of bilateral trade, it is useful to examine not only the value of
exports and imports in current prices, but also the share in the total trade. Such an approach
allows for eliminating the impact of inflation and exchange rate changes. Whereas the first
year after implementing the TDCA saw an increase in the share of trade (both exports and
imports) with the European Union (it was approx. 40 per cent), the consecutive years showed
a downward trend — only approx. 20 per cent in 2016 for exports and 28 per cent for imports.
(Fig. 6). In that period, the share of exports to Asia, and in particular to China, rose
considerably (from 1.2 per cent to above ten per cent for exports and from three per cent to
15 per cent for imports). Also, increased trade with African countries could be observed in the
same period, namely — a rise from 15 per cent to 30 per cent for exports and from three per
cent to 13 per cent for imports (Fig. 6 and own calculations based on WTO, 2003; WTO, 2009;
WTO, 2015).

Fig. 6 Share of Trade with EU in SA’s Total Exports and Imports — All Goods, in per cent
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The share of imports of agri-food goods from the EU in the SA’s total imports is relatively
stable and even has shown a slightly growing trend in recent years, from 26 per cent in 2001
to approx. 30 per cent in 2016. However, having considered exports from SA to the EU, a
noticeable drop in the share in that period can be seen, from approx. 38 per cent to 27 per
cent (Fig. 7).

Fig. 7 Share of Trade with EU in SA’s Total Exports and Imports — Agri-food Products, in
per cent
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As regards the share of industrial goods in trade with the EU, a downward trend can be also
noticed — greater for the share of exports from SA: from 37 per cent in 2001 to 22 per cent in
2016, and for imports: from 43 per cent to 33 per cent (Fig. 8).

Fig. 8 Share of Trade with EU in SA’s Total Exports and Imports — Industrial Products, in
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CONCLUSIONS

The TDCA, as the first agreement covering agricultural goods, which was concluded by the
European Union with a developing country, was first and foremost extremely relevant to how
South Africa was perceived in the international scene. This was because it acted as an
important signal for confirming the stability and openness of the RSA’s economic policy, and
was of paramount importance to potential investors and economic operators. The agreement
provided for the considerable liberalisation of mutual trade, which, in particular, entailed
abolishing customs duties on industrial goods imported to the EU, despite the fact that customs
rates applicable in the EU to such commodities were already low. The liberalisation of trade
was originally assumed to be asymmetrical for the benefit of the RSA. However, having
considered the customs rates applicable before, as well as the volume and structure of bilateral
trade, in fact it was the RSA that reduced customs duties to a greater extent.

Whereas the first year after implementing the TDCA saw an increase in the share of trade
(both exports and imports) with the European Union (approx. 40 per cent), the consecutive
years showed a downward trend — only approx. 20 per cent in 2016 for exports and 28 per
cent for imports. In that period the share of exports (also imports) to Asia increased more
than tenfold, in particular to China and African countries, especially the SACU states. This
means that trade liberalisation between partners having different economic potential led, in
fact, initially to increased mutual trade, as had been envisaged by most of researchers,
however, with the passage of time and after implementing all the provisions of the agreement,
this effect is no longer discernible. For several years, we have been experiencing a downturn
in trade, both in absolute and relative terms (share in total exports and imports). Such a
decline may result from other barriers (apart from customs duties) to trade between the RSA
and the EU, e.g. technical barriers, limited opportunities for increasing the supply of
agricultural products from Southern Africa, massive China’s expansion in the African continent,
and finally, increased trade with Southern African countries.

57



Signing the regional SADC EPA was of the essence for Botswana, Namibia and Swaziland,
because otherwise these countries would have become beneficiaries of standard GSP, under
which some of their major export goods would have been no longer eligible for preferential
access to the EU market. South Africa was not put under such pressure, as it would still have
continued to benefit from preferences granted under the TDCA. Nevertheless, it entered into
the EPA negotiations with a view to improving EU market access conditions and strengthening
regional integration in Southern Africa through applying trade regimes, which are the same as
those applied by the European Union, in relations with the SADC countries. The EU granted
the SACU members (apart from the Republic of South Africa) duty-free and quota-free access
to its market. In practice, there is very little difference between the TDCA and the SADC EPA.
The differences lie in product coverage and cumulation. “Relaxing” the rules of origin for goods
is relevant to smaller BLNS countries, e.g. Lesotho, which otherwise would not be able to meet
stringent rules of origin. However, as far as the product coverage is concerned, trade was
liberalised with respect to goods that are essential from the RSA’s perspective; consequently,
normal duty-free tariff quotas were established, including, /nter alia, sugar, wine, fruits and
fruit juices. It must be emphasised, however, that due to limited opportunities for increasing
supply, the majority of these quotas has not been fully used by the RSA.

The SADC EPA, which superseded the TDCA with respect to the trade-related part, will not
have — as it appears — great significance for trade and will not change conditions for trade
between the European Union and South Africa. Nevertheless, it will have importance for trade
between the BLNS countries and the European Union, as well as for trade operations carried
out within the SACU.
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Abstract: The implementation of the phenomenon of nostalgia in brand management can
create the emotions associated with sensations and experiences important for buyers.
Nostalgic brand is a brand which is associated with close or far, own or historical past. The
aim of this article is to compare the level of purchase intention in case of nostalgic and non-
nostalgic brands operating in the food sector of the Polish market. The results of own empirical
research conducted in 2017 on a group of 1000 Polish consumers are presented. The research
results confirm higher level of purchase intention in case of studied transgenerational nostalgic
brands. The research results vary depending on the demographic characteristics of the
respondents.
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INTRODUCTION

The nostalgic trend has become an international phenomenon and is affecting the entire
marketing mix (Kessous et al., 2015). The observation of current trends in marketing
management proves that the concept of nostalgia inspires scientists who analyse this
phenomenon in marketing in different research contexts. The issue of the impact of nostalgia
on consumers’ behaviour is in consequence currently presented in leading journals, recognized
by the scientific community.

At the beginning, the research concerning nostalgia was connected with the consumers’
preferences towards music and movie stars (Holbrook & Schindler, 1994). Afterwards, the
scientists extended the object of research on art, consumer products, fashion, furniture, cars
or perfumes (Rousseau & Venter, 1999, 2000; Rindfleisch et al., 2000; Lambert-Pandraud &
Laurent, 2010).

In this article, the problem of the purchase intention of nostalgic and non-nostalgic brands is
discussed on an example of the brands operating in the food sector on the Polish market.

1 LITERATURE REVIEW

For the first time the phenomenon of nostalgia was defined by Swiss physician Hofer as a state
of moral pain associated with the forced separation from family and social environment
(Fuentenebro & Valiente, 2014). Afterwards, the notion of nostalgia was used to refer to
experiences of time and as a personal and cultural practice (Meyers, 2009; Wildschut et al.,
2006). The nostalgia in the consumer psychological context was prompted by Davis (1979).
He described nostalgia as a “positively toned evocation of a lived past in the context of some
negative feeling toward the present or impending circumstance” and introduced three levels
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of nostalgia (simple, reflexive and interpreted). Based on this division, Baker and Kennedy'’s
(1994) proposed three conditions for nostalgic experiences: real, simulated and collective.

According Kessous et al. (2015), nostalgic brands are those one that were common (popular,
fashionable, or widely circulated) when one was younger (in early adulthood, adolescence,
and childhood) and are still popular and preferred by the respondent whose vivid memories of
them help him/her to retain strong links with his/her past. Loveland et al. (2010) define
nostalgic brands as “brands that were popular in the past and are still popular now,” and the
non-nostalgic brands as “brands that are popular now (but were less so in the past or did not
exist in the past).”

Based on the literature review, the authors assume that nostalgic brand is a brand which is
associated with close or far, own or historical past. Consequently, two categories of nostalgic
brands can be distinguished:

e generational brands, based on a real nostalgia (relating to the own direct and personal
memories), having the individual or collective character,

o transgenerational brands, based on a real nostalgia or simulated nostalgia (referring
indirectly to the individual experiences or memories of other people, as well as to the
collective experiences and memories in case of historical nostalgia) having the
individual or collective character.

The interest of academic and research communities focuses primarily on the analysis of:

o the impact of nostalgia on consumers behaviours in the context of demand for the
products associated with the past (e.g. Belk 1990; Holbrook & Schindler, 1989;
Holbrook, 1993; Loveland et al., 2010; Kessous et al., 2015),

o the impact of different categories of nostalgia on the attitudes and behaviours of
consumers (e.g. Holak & Havlena, 1992; Baker & Kennedy, 1994; Goudling, 2001;
Holbrook & Schindler, 1991; Holak et al., 2006; Muehling et al., 2014),

o theimpact of nostalgia on the attitudes towards brands (e.g. Lacoeuilhe, 2000; Kessous
& Roux, 2010, 2013)

o the use of nostalgic elements in advertising (e.g. Stern, 1992; Pascal et al., 2002;
Muehling & Sprott, 2004; Reisenwitz et al., 2004; Marchegiani & Phau, 2010; Muehling
& Pascal 2011; Muehling et al., 2014),

o the impact of demographic characteristics on nostalgic attitudes of consumers (e.g.
Holbrook & Schindler, 1994; Rousseau & Venter, 1999, 2000),

o the impact of nostalgia on consumers’ behaviours for certain product categories (e.g.
Rindfleisch et al., 2000; Holbrook & Schindler, 1991; Sierra & McQuitty, 2007; Lambert-
Pandraud & Laurent, 2010),

o the impact of nostalgia on the choice of packaging (e.g. Chun-Chin Chen, 2014).

The results of research conducted by foreign researchers confirm the positive impact of
nostalgia on the attitudes and behaviours of consumers, especially in the area of marketing
communications. It is important to confirm also the impact of nostalgia on the consumers’
purchase intention.

According Wang et al. (2012), the brand image has a direct effect upon consumers’ purchasing
decision, especially in case when brand image bases on relational dimension. Relational brand
dimension is created through a symbolic attribute of the brand with which consumers develop
an interpersonal relationship over time (Aaker, 1997). This long-lasting relationship may create
a sense of belonging which tends to reinforce consumers’ loyalty towards the brand (Fournier,
1998). Zeithaml’s (1998) study explored consumers’ purchase behaviour from a psychological
perspective and found that the willingness to buy the product will increase remarkably when
the perceived benefits outweigh the perceived cost. At the same time, the findings of Rose et
al. (2016) indicate that brand heritage positively impacts purchase intention, especially for
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consumers with a low promotion focus. Moreover, it inspires positive emotions, engenders
trust and facilitates brand attachment and commitment. Additionally, the results of empirical
study of Sierra and McQuitty (2007) predict that both emotional and cognitive factors affect
purchase intentions for nostalgic products.

Consumers, in the process of purchasing, perform actions that are called buying behaviour.
These actions include attention, testing, repurchasing and loyalty (Vazifehdust et al., 2017).
Most psychologists agree that the latent variable “intention” is the best predictor of the
consumer’s behaviour. According to Fishbein and Ajzen (1975), a consumer’s decision to
perform a specific behaviour is revealed by behavioural intention. Purchase intention (called
also buying intention) is measured the most often by evaluation willingness of consumers to
buy and willingness to pay premium for chosen brands or products (Aaker, 1991; Lacoeuille,
2000).

2 METHODOLOGY

The aim of this research was to assess the attitudes and behaviours of Polish consumers
toward generational and transgenerational nostalgic brands, taking into account consumers’
demographic characteristics. In this paper, the part of research results concerning the
purchase intention for nostalgic and non-nostalgic brands operating in the food sector of the
Polish market are presented.

The scientific problem indicates the following research question related to the nostalgic brand:
e Q1: Is purchase intention for nostalgic brands higher than for non-nostalgic brands?

The research question was developed through the formulation of following hypothesis:
Intention purchase is higher in case of nostalgic brands than non-nostalgic brands, regardless
of demographic consumers characteristics.

The first stage of research included identification of generational and transgenerational
nostalgic brands and non-nostalgic brands. 100 respondents representing diverse
demographic characteristics (age, sex, education) participated in this study. A method of the
quota sampling, which is based on the knowledge of the structure of general population, was
used. Research was conducted in the £édz Province (Poland) in the fourth quarter of 2016.
Respondents answered open-ended question: "Please indicate the brands associated with your
life that evoke positive memories". Among the answers, only the brands indicated at least 5
times were selected. After, the list of brands was reduced by researchers to 24 brands,
representing a maximum of 6 categories of products, taking into account such criteria as
generational/transgenerational character of the brand and the level of brand awareness. The
brands selected to the main study were targeted both on women and men. Next, the
researchers created a similar list of 24 non-nostalgic brands that do not appear in the answers
of respondents, representing 6 selected categories of products, characterized by an equivalent
level of brand awareness and addressed both to women and men. List of 48 brands was
verified through conducting a survey in a group of 100 respondents, representing different
demographic characteristics (age, sex, education). Each brand was evaluated in 5-item scale.
The aim was also to determine the degree of nostalgia. The results confirmed that all selected
nostalgic brands cause nostalgic attitudes and in case of chosen non-nostalgic brands, the
level of nostalgia is non-existent or very low. In the same time the chosen pairs of brands
represent similar level of brand equities. This number of brands complies with the guidelines
of Moore et al. (2002) in their study of the intergenerational influence, the guidelines of
Loveland et al. (2010) in their study on preferences for nostalgic products and the guidelines
of Kessous et al. (2015) in their study on consumer-brand relationship in case of nostalgic and
non-nostalgic brands.
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The second part of the research included the identification and assessment of Polish
consumers’ attitudes towards nostalgic and non-nostalgic brands identified in the first stage.
A quantitative research among 1,000 Polish respondents was conducted. A method of random-
quota sampling was used, which is based on the knowledge of the structure of general
population. This is one of the most popular sampling methods in marketing research. Based
on the data of the Polish Central Statistical Office, the sample reflects the structure of
population in Poland in terms of age (over 19 years) and sex (Tab. 1).

Tab.1 Sample characteristic

F M

19-24 37 38
25-34 89 94
35-44 91 93
45-54 77 74
55-64 102 88
65 + 136 81

532 468

Source: Polish Central Statistical Office, 2015.

According to the sizes of research samples depending on the type of cross-tabulation, the
sample of 1000 respondents may be considered representative.

The indirect method of gathering information, using an online survey technique was applied.
The questionnaire was pretested on a sample of 100 individuals. The final research, among
1000 respondents, was carried out in the fourth quarter of 2017. The questionnaire was
created with the use of alternatives closed-ended questions and semi-closed-ended questions.
Questions would have disjunctive and conjunctive character. The measurement scales were
designed to assess nostalgia. Holbrook’s (1993) 20 item nostalgia proneness index and Baker
and Kennedy (1994) nostalgic attitudes scale were partially applied, as well as the
measurement scales designed to assess attachment and attitudes towards brands, created by
- among others - Aaker (1991), Lacoeuille (2000), Pascal et al. (2002) and Chun-Chin Chen
(2014). To measure the level of declared purchase intention, the following statements were
used: "I would choose X brand products in the first place” and “I would choose X brand
products in the first place, even if it would be more expensive than others”, measured on a 5-
point Likert scale.

3 RESULTS AND DISCUSSION

3.1 Characteristics of nostalgic brands studied

Among the identified nostalgic brands, 8 brands represent food industry. Among the brands
most frequently cited by respondents, we can distinguish 4 transgenerational brands (indicated
by respondents that represent different age groups) and 4 generational brands. Among 8
nostalgic brands from food sector, identified during realisation of the study, 3 brands have the
global character with the international presence and 5 can be classified as local brands. Only
the group of the oldest respondents (65+) indicated in majority the local brands. Among others
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groups, there were no preferences of local or global brands. 16 nostalgic and non-nostalgic
brands representing food sector are presented in table 2.

Tab. 2 Nostalgic and non-nostalgic brand in food sector

Nostalgic brand | Sector Bra_ll_gl type (G-gene-ratlonal, Non-nostalgic brand
-transgenerational)

Wedel food TG Lindt

Wawel food TG Terravita
Coca-Cola food TG Sprite
Bambino-ice-cream | food TG Algida

EB food G Zubr

Frugo food G Tymbark
Milky-way food G Mars

Krakus food G Sokotdw

Source: own elaboration.

The analysis of the research results demonstrate an advantage of nostalgic brands in
consumers evaluations. Consumers respond positively to nostalgic brands. Regardless of
differences in product prices, the respondents preferred to choose a nostalgic brand in all
cases studied. The research results conducted among 1000 respondents confirm much higher
level of purchase intention in case of transgenerational nostalgic brands. In these cases over
50% of respondents prefer the choice of nostalgic brand (Fig.1).

Fig. 1 Purchase intention of nostalgic and non-nostalgic transgenerational brands (similar
prices)
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90%
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50%

40%
30%
20%
10%

0%

BIN-BINN B2N-B2NN B3N-B3NN B1N-BINN

—e—nostalgic brand non-nostalgic brand

Source: own elaboration.

Accordingly, consumers prefer nostalgic brands also in the case of the application of higher
prices of these products. At least 42% of respondents have declared a will to buy
transgenerational nostalgic brands even if they were more expensive (Fig.2).
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Fig. 2 Purchase intention of nostalgic transgenerational brands
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Source: own elaboration.

A descriptive statistical study was performed. Pearson's chi-square test (x?) was applied to
sets of data to evaluate if there is a relationship between two variables. For this analysis, the
significance level was 0.05 for in a 2-by-5 table. To measure the level of declared purchase
intention, the 5-point Likert scale was applied. The analysis confirmed that there is a
relationship between the brand character (nostalgic and non-nostalgic) and purchase
intention. Similar relationship was observed in the case of the application of higher prices of
these products (Tab.3).

Tab. 3 Purchase intention of transgenerational nostalgic and non-nostalgic brands
(Sample: 1000; o = 0,05)

x2 value x2value
Purchase intention Purchase intention — higher price
B1N-B1NN 170.961 133.097
B2N-B2NN 115.365 92.632
B3N-B3NN 174.763 137.642
B4N-B4NN 12.053 24.023

Source: own elaboration.

In case of transgenerational brands, the analysis were conducted for all respondents (1000).
The research results vary depending on the demographic characteristics of the respondents.
In all four cases, women declared their willingness to buy a nostalgic brand more often than
men. In case of transgenerational brands, older customers (45-54, 55-64 and 65+) are more
willing to choose nostalgic brands (in both situations: when the prices are similar and higher).
Respondents aged 35-44 choose nostalgic brands the least often. Chi-squared tests performed
(the significance level: 0.05 for in a 6-by-5 table) showed also that there is statistically
significant association between respondents’ age and purchase intention of nostalgic
transgenerational brands from food sector (Tab.4).
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Tab. 4 Purchase intention of transgenerational nostalgic brands by different age groups
(Sample: 1000; Age ranges: 19-24, 25-34, 35-44, 45-54, 55-64, 65+; o = 0,05)

2
Purchase i:tention /Age
B1N 60.040
B2N 36.756
B3N 56.002
B4N 56.116

Source: own elaboration.

In case of generational nostalgic brands, the analysis were conducted for selected age groups
(35-44 for B5N, 19-24 for B6N, 25-34 for B7N, 54-65 for B8N) that indicated these brands as
nostalgic ones in the first stage of research.

Fig. 3 Purchase intention of nostalgic generational brands (for selected age ranges)
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Source: own elaboration.

The research results show that over 50% of respondents (for selected age ranges) indicated
nostalgic brand as the first choice and over 40% of respondents have declared a preference
towards purchase of generational nostalgic brands even if their prices were higher (Fig. 3).
There are important difference between the level of purchase intention declared by designated
generation and other age groups.

Hypothesis predicted that intention of purchase is higher in case of nostalgic brands than non-
nostalgic brands, regardless of demographic consumers characteristics. Based on all research
results, it can be confirmed that hypothesis is supported, for both, transgenerational and
generational nostalgic brands.

The research outcomes confirm the results of Marchegiani and Phau (2010) and Kessous et
al. (2015). According to the findings of Marchegiani and Phau (2010), based on a sample of
514 respondents in Australia, the purchase intentions improve significantly with each increase
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of personal nostalgia. Likewise, according to the findings of Kessous et al. (2015), based on a
sample of 606 respondents in France, the nostalgic status of a brand has positive effects in
terms of intention to purchase a brand as a gift and collect brand-derived products.

CONCLUSION

The implementation of the phenomenon of nostalgia in brand management can create the
emotions associated with sensations and experiences important for buyers, often making
reference to their own or an idealized historical past.

The results of research confirm the positive impact of nostalgia on the purchase intention in
food sector, especially in case of transgenerational brands. It confirms also the hypothesis that
intention purchase is higher in case of nostalgic brands than non-nostalgic brands, regardless
of demographic consumers characteristics. Respondents from all age groups represent
nostalgic feelings and prefer nostalgic brands.

On a managerial level, this research underlines how companies can benefit from the nostalgic
character of their brands. The results of purchase intention are significantly higher for brands
perceived as nostalgic than for brands perceived as non-nostalgic and this fact can be used
for the brand positioning and implementation of the communication strategy.

The conclusions in this study are presented with the caveat as to the limitations of the sample
(consumers from Poland). It should be also stressed that the analysis concerns only brands
operating in food sector. To provide a more comprehensive picture of the evaluation of the
impact of nostalgia on the purchase intention of consumers, similar studies could be done in
other countries.
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Abstract: The paper wil be concentrated on the issues of the social innovations in
consumption. The social innovations in consumption comprise new products, services or
initiatives, which serve meeting needs in a more productive way than the so far existing
solutions. The goal of social innovation in consumption is to improve the quality of life of
consumers and/or social groups and/or society as a whole. This paper concentrates on
consumers and households as the main beneficiaries of these solutions in micro-scales. The
aim of the paper is to present concepts and determinants of the social innovations in
consumption. The primary data used in the paper are of qualitative character and they come
from focus group interviews conducted in 2016 and 2017.
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INTRODUCTION

We define social innovations as a new solution that meets social needs in a more effective,
efficient, sustainable way than previously used solutions (Szulc-Fisher 2005).

Social innovations in consumption are associated with the development and dissemination of
ideas in order to solve social problems occurring at various levels of functioning of consumption
entities, i.e. at the level of the whole society, social group or individual consumer. These
solutions may take the form of a specific good, service, method, process, model, social
initiative or organisational form. They are designed in response to social challenges such as:
aging society, climate change, scarcity of resources, poverty, social exclusion, homelessness,
disability, the need to invest in children and others.

The main purpose of this study is to present the concept and examples of social innovations
in consumption, their advantages and disadvantages as well as factors stimulating and limiting
their development. Particular attention will be devoted to innovations occurring on the
microscale, i.e. those that apply to individual consumers and their households. The study uses
data from secondary and primary sources.

1 LITERATURE REVIEW

Research of consumption that has been carried out internationally enjoy long tradition (history
of research into the structure of consumer spending dates back to the 19% century). At present,
the research in question is frequently conducted being characterised by its diversity. The
research refers to many problems. Much attention is paid to methodological efforts. On the
other hand, up-to-date analytical works usually focus on particular countries, thus referring to
the level and structure of consumption and tendencies of changes in time (e.g. research: Blow,
Leicester, Oldfield, van Deelen, Schettkat, Gardes, Starzec, Goodman, Oldfield, Aguiar, Hurst,
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Charles, Danziger, Pounder, Schoeni,; Jappelli, Pistaferri). These results cannot or even must
not be directly ‘translated into’ Polish conditions. Each society is characterised by its unique
set of features and factors of social, economic, political, historical, geographical, cultural and
other nature. International comparative research that is broadly conducted usually refers to
selected elements of household consumption.

In Poland, consumption research has a 100-year tradition. The research involves diversified
questions including methodological and analytical ones. The very issues were and still are
subject to research undertaken by numerous well recognised and respected scholars including,
inter alia, .: Kramer, Bywalec, Rudnicki, Krasifski, Szulce, Piasny, Staby, Zalega, Kietczewski,
Wo$, Pataszewska-Reindl, Bylok, Olejniczuk-Merta, Gardocka-Jatowiec. Many academic
bodies, research institutions and centres for socio-economic policies are constantly carrying
out analyses and diagnoses of the actual situation. They also make some forecasts concerning
selected elements of value-related and quantitative consumption on micro and macro-
economic levels.

Taking the above into consideration, it is necessary to highlight that the issue that is
undertaken in this work - the social innovations in consumption — is characterised by its new
and innovative nature in the context of the research into consumption.

Innovation is the implementation of a new or significantly improved product (artefact or
service), a new or significantly improved process, a new marketing method or a new
organisational method in business practices, workplace organisation or relations with the
surrounding environment (Oslo Manuel, 2005, OECD/Eurostat).

The concept of innovation, often identified with modernity, modernisation and progress,
concerns various dimensions and spheres of functioning of consumption entities. It is mainly
related to satisfying new needs using widely understood ‘innovative solutions’ covering new
products, services, models, markets, etc. or previously existing needs, in a more perfect, more
effective way (Grzega 2016).

Consumer social innovations are also understood as new solutions in consumption behaviours,
more effectively satisfying consumption needs than previously and leading to new or improved
functions and social relations as well as better use of funds and resources (Bylok 2015). In the
longer period of time, consumer social innovations lead to significant changes in consumption.
There are new forms of consumption such as ecologization, dematerialisation, deconsumption,
privatization, virtualisation, mediatisation, and marketisation (Olejniczuk-Merta 2013).

The main goals of innovation in consumption are to improve the rationality of managing all
entities involved in the process of delivering products from the place of their production to the
place of their final destination, and improvement of the society’s quality of life (Knee 2002).

The process of creating social innovations takes place in the following stages (Wizja 2050.
Innowacje spoteczne 2013):

1 Identification of needs — recognition of the demand for the introduction of a given
innovation,

2 Generating ideas — developing ideas responding to identified needs,

3 Checking innovation in practice — pilot implementation of innovations and introduction
of possible improvements,

4  Sustaining innovation — widespread implementation of innovation, which has proved to

be sufficiently good,

Diffusion of innovation — increasing the reach and impact of innovation,

6 Inducing systemic change — in order to exert lasting social change.

(O]
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It should be added that the social dimension of innovation manifests itself both for the
purposes of innovation and the means used. These innovations bring benefits not only to
society but also to business by generating new areas of revenue.

In terms of the effect of change, we can distinguish the following innovations (Olejniczuk-
Merta 2013):

e soft and hard (e.g. changes in the organisation of consumption to improve the quality
of life; technical and technological changes);

e with a direct and indirect innovative effect (giving a measurable benefit in the form of
lowering the cost of living; giving the educational effect deferred in time);

e macro, mezzo and micro (on the national scale or more widely; dedicated to specific
groups of people or having individual applications).

The effects of social innovation should contribute to improving the quality of life of the
population. Nevertheless, consumer innovations, that is all innovations in the sphere of
consumption related to satisfying consumption needs, are not always of such a character, then
they can hardly be called social. There may be a situation in which new solutions in the sphere
of consumption harm other entities and/or the environment or when they take place at the
expense of deterioration of people’s health, wastage of resources, excessive household
equipment, generating additional costs related to consumption. Positive innovations in
consumption are connected with the situation in which new solutions contribute to the
improvement of the quality of life of consumers, social groups, the whole society, at least the
non-deterioration of the situation of other entities and the natural environment. All this is done
in the context of current and future generations, and is associated with the idea of sustainable
consumption, or wider sustainable development (Grzega 2017).

Innovations in consumption are of a positive nature when they result from the need for change.
It does not always have to be the result of a specific need reported by the consumer.
Consumption need may appear only after contact with a specific innovative solution. It is
important, however, that innovations do not create artificial needs among individual
consumers and the whole society. Many different factors influence the development of positive
innovations in consumption. People’s creativity, pro-innovative climate created by the state,
knowledge of trends in consumption and consumption behaviours play a great role in this
respect.

Progressive innovative solutions used in consumption can take many forms. Among them one
can distinguish (Grzega 2016):

food products — e.g. ‘food in boxes’ properly balanced by a dietician, vertical farms,

non-food products — e.g. electronic sitter for the elderly, 3D printers,

new services — e.g. mobile parcel mailing stations, hourly/daily office rental,

platforms, applications and software — e.g. computer software for paralysed people,

tracking programs, smart care platforms,

social initiatives — e.g. skills exchange portals, FREECYCLE, time banks,

e institutions — e.g. friendly banks limiting the liability of the credit card holder for
unauthorised transactions,

e infrastructural solutions — e.g. fast lanes, which can only be used by cars with more
people, i.e. 3+,

e solutions to improve the health of the society — e.g. a blood-collecting coach, open-air
gyms,

e business models — e.g. new healthcare models.

A special form of social innovation in consumption is shared (collaborative) consumption, which
involves exchanging and sharing what one has, instead of buying new goods and services.
Consumers, when they need something, look for second-hand things, borrow or rent what is
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necessary. At the same time, they are willing to give away and sell things they no longer need,
exchange with others and lend what they have — for free or for profit (Burgiel 2015). It is a
response to the consumer lifestyle, hyper consumption, lack of care for other consumers,
future generations and the natural environment. For this purpose, people undertake
community actions in consumption, which take the form of collaborative consumption. i.e.
groups of consumers focused on the consumption of certain goods are created, e.g. food
cooperatives are created that bring together consumers who want to purchase organic
products. Among consumers participating in such initiatives, there is an awareness of
consumer responsibility for purchasing decisions. At the same time, social capital develops
through the creation of consumer networks, social trust grows and consumer subcultures are
created with their own values. Undoubtedly, all this leads to an increase in the level of
participation and strengthening of interpersonal relationships. It is highly likely that
collaborative consumption will become an important trend in the development of consumption
in the future, because it responds to the social need of being together, in the community, and
at the same time is the result of economic calculation (Bylok 2017).

2 METHODOLOGY

This study contains the outcomes of two research projects conducted, in January 2016 and
October 2017.The survey had qualitative character and focused on consumers’ attitu-des
towards social innovations in consumption. In order to achieve information about attitudes
towards innovations in consumption two focus group interviews were carried out. Each
discussion was recorded and fullytranscribed. Respondents were aged between 22 and 29.

The aim of the study was to learn about examples of social innovations in consumption, their
advantages and disadvantages as well as factors stimulating and limiting their development in
Poland. The interview scenario included 12 specific questions on five thematic areas. The
conversation was focused on various aspects of social innovation in consumption, on who their
initiator is, their advantages from the point of view of various groups of entities, as well as the
drawbacks and limitations of creating innovation in Poland. The discussion lasted 1.5 hours.
In the analysis process, the obtained results were interpreted from the perspective of existing
literature and current findings.

In 2016, the interviews were conducted with 12 deliberately selected third form students of
the Faculty of Management at the University of Economics in Katowice, in 2017 with PhD
students of the Faculty of Management at the University of Economics in Katowice. These were
active groups of people who agreed to devote their time and attention to conducting the study.
The research was carried out in Katowice. The assumption of a deliberate selection of the
focus group was that the persons selected for the research had knowledge of consumption
economics and innovative processes. It was important for these people to represent a new,
fresh perspective on the issue of innovation in consumption. The first study involved 9 women
and 3 men aged 22-24, the second 6 women aged 26-29.

3 RESULTS AND DISCUSSION

3.1 Advantages and disadvantages of consumption innovations

The introduction to the discussion and the main part of the study was to determine whether
the respondents understand the concept of social innovation in consumption and whether they
perceive it in everyday life. Of the 18 people, only 1 recognised that we do not see innovations
surrounding us every day. Despite the fact that new products appear every day, the effects of
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implementing innovations, their advantages are only seen after some time, especially those
that concern society as a whole. All the other people perceive the emergence of innovations
in consumption in various areas of everyday life. At the same time, they believe that there is
a justified need towards creating social innovations in consumption, which results from certain
challenges of the 21 century (e.g. aging population, climate change), as well as the desire to
save time, money and the need for convenience. One of the respondents referred to this as
follows: ‘nnovations in consumption facilitate life, increase the amount of free time, reduce
the cost of living and improve the quality of life, so we want as many as possible.” The
respondents gave numerous examples of innovations in everyday life, such as a parking meter,
smartwatch, virtual keyboard displayed on a flat surface by a laser, phone-charging benches,
coin laundries, free WIFI in public transport, restaurants where we value a meal ourselves,
software supporting cognitive functions of the elderly, digitalization of administration,
platforms enabling free access to education, crowdsourcing, carpooling, couchsurfing,
kicstarter, group shopping, co-housing, organic gardening cooperatives, bicycle initiatives,
stem cell procurement, mobile blood-collection units, drinking water fountains in large cities,
saving consumers’ money and protecting the natural environment.

Subsequently, during the discussion, the question was asked about the advantages and
disadvantages of innovation in consumption. Among the advantages/benefits of implementing
new solutions in consumption, the respondents mentioned: saving time and money, facilitating
life (including visible amenities for specific social groups, e.g. disabled people), solving
everyday problems, improving conditions, quality and comfort of life, social integration of
various market entities, improvement of the natural environment, more efficient use of
resources, fuller, more tailored and faster than previously meeting needs, creating new
opportunities to meet people’s needs, facilitating people-to-people communication, greater
diversification of the supply offer, greater product diversification, synergy effect, combating
social exclusion, limiting excessive consumption and decreasing consumption costs,
stimulating social development, expanding knowledge resources, increasing the level of
education thanks to social educational innovations, satisfaction from cooperation between
various entities responsible for creating, implementing and diffusing innovations.

Among the disadvantages/Ilimitations of implementing innovations in consumption, there were
mentioned: high costs of innovative solutions, lack of universal character (most often
addressed to specific groups of recipients), necessity to take into account administrative
requirements (including appropriate adaptation to legal regulations), long implementation
period and the diffusion of innovations on the scale of the whole society, limited access to the
latest innovative solutions (depending on various factors such as age, place of residence, state
of health, education level, wealth), the problem of gathering adequate capital to implement
innovation, replacement of human work with new technologies, disappearance of tradition,
drive towards modernity, reduction of physical activity through excessive number of facilities
and ways to passively manage time, ‘indolence’ of society, promoting life ‘on the path of least
resistance,” the risk of failure, the lack of a guarantee of a good effect, the discrepancy
between expectations and outcomes, forcing certain ways of enterprises’ activities, depriving
enterprises of part of the profit (e.g. blablacar activity means that users abandon the services
of carriers), shortening life cycles of products (due to the multiplicity of innovations),
dependence on innovations leading to ‘looping’ in new products unnecessary for a given group
of recipients, perception and assimilation of innovations based on the principle of ‘compulsory
use,” to ‘not be left behind,” social conflicts, improper use of innovations.
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3.2 Collaborative consumption as a special form of social

Considering the special nature of collaborative consumption, it was important in the direct
study to determine whether this consumption could constitute a compromise between
pragmatism, saving, caring for the environment and satisfying high-quality consumer needs.

Interestingly, only 12 respondents commented on this topic and their answers varied. 6 people
considered collaborative consumption not to be in itself a social innovation, ‘but it can
constitute a compromise between these categories.” According to the respondents, shared
consumption is hard to identify within innovation, as collaborative activities do not always
generate benefits for all interested parties. Moreover, this phenomenon, despite new
developing forms, is not new, it has accompanied us from the dawn of days (e.g. a mill built
by the whole village). However, collaborative consumption can be a social innovation if it is a
targeted initiative, properly organised, providing benefits to all concerned. Of course, as
already mentioned, it can and even should be a compromise between such values as:
pragmatism, saving, care for the natural environment and higher than the current satisfaction
of consumer needs. Of great importance, however, is the appropriately shaped social
awareness in all of this through increasing the availability of information provided in the media,
institutions dealing with consumer education, on social networks. Other people recognised that
collaborative consumption, although known and used for years, is usually a form of social
innovation. It affects the improvement of social bonds, requires a large openness and
acceptance of society. Importantly, it is associated with the growing awareness of the society
regarding possession and use of goods. All of this by itself is a good solution and a way of life.

3.3 Prospects for the development of social innovations in consumption

The summary of the interview was the assessment of the prospects for the development of
social innovations in consumption in Poland. Many respondents described these prospects as
good. They emphasized the importance of a high percentage of young people with higher
education in Poland claiming that ‘young, educated people increasingly accept changes, thanks
to their openness to the world they have access to tools and ideas coming from many different
countries.” Some have emphasized that the further fate of innovation in consumption in Poland
depends, among others, on the general economic situation of the country. As socio-economic
development of Poland progresses, there will be improvement in the level of wealth of the
society, the social awareness of Poles will increase. Interest in implementing innovations by
various investors will also grow. The prospects of the development of innovation in
consumption will greatly depend on the availability of subsidies from the European Union, the
development of innovative fields of study, adapted to international standards. The growing
access to the Internet, environmental awareness are factors that will foster the development
of innovation. Not without significance is the fact that the market of consciously shaped social
innovations in consumption is a relatively young, absorptive market in Poland. Every day, many
new ideas emerge, institutions dedicated to shaping innovations are constantly created, such
as social innovation incubators, open idea banks, and competitions. The number of people
willing to take advantage of new solutions and ideas does not decrease but systematically
increases. In addition, each of us ‘carries’ a natural desire to improve our lives.

Among the factors stimulating the development of innovation in consumption, conducive to
the creation of new, socially useful solutions leading to a more complete satisfaction of needs,
the respondents mentioned mainly: technological development, availability of subsidies and
funding, e.g. through the use of EU funds or social initiatives. Several people pointed to the
importance of a stable political and economic situation as well as global issues, which in a way
enforce the creation and implementation of innovations.
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One of the respondents emphasised that .../ the starting point of all innovative solutions in
consumption is the need itself.” Several other people have developed this statement,
recognising that changes in the system of needs conducive to the creation of new, progressive
solutions result from diminished resources of free time, growing consumer requirements in
terms of ‘pleasant, ergonomic, or even comfortable’ lifestyle, indolence, new trends in
consumer behaviour such as: the desire to be young, beautiful, in good shape. Not without
significance is the need to save money and time, the desire to improve the material situation
of entities. Among other factors related to the demand side of the market, the respondents
also mentioned: the growing level of the society’s education, openness to new products, and
the level of social awareness.

The aforementioned new technologies treated as an important stimulant of social innovations,
according to the respondents, help to better highlight social problems, facilitate
communication, develop interpersonal relations, accelerate contacts between people. They
give new possibilities for implementation, diffusion, and consumption of social innovations. For
example — social media can be used to promote new solutions on a large scale, they can be
used to bring together change initiators, acquire fun-souls, collect opinions about the benefits
and drawbacks of new solutions. Thanks to such solutions as the Internet, portals,
applications, there are also new innovations — improving concepts and ideas. As an example,
one of the respondents gave a mobile application connected to an electricity or water meter
or gas meter that publishes consumption data on Facebook. This introduces an element of
competition among portal users about who will use less.

Among the inhibiting factors, the vast majority of the respondents distinguished in the first
place constraints resulting from legal regulations and excessive bureaucracy, as well as high
costs of introducing and diffusing innovations. As an important barrier limiting the spread of
innovations on a large scale, they also indicated difficulties in reaching all potential recipients
of innovation and the lack of adequate facilities (adequate infrastructure, equipment,
technology). Other factors limiting the development of innovation in Poland were: lack of social
awareness and related lack of ‘/nnovative culture,’ fear of potential users of adopting a new
solution, aversion to changes, general lack of knowledge and insight, incompetence. One of
the respondents stated that the problem is the entities blocking the implementation of
innovations, and more specifically the companies that ‘/os€ on social innovations (e.g. taxi
drivers).

In summary, these barriers can be divided into several groups (Grzega 2016):

e technological barriers (lack of equipment, software, Internet access),

e economic barriers (lack of means, funds, conflict with corporations, lack of time),
legal and administrative barriers (excessive bureaucratisation, lack of qualified
personnel),

e information barriers (insufficient information on innovations, their benefits,
asymmetry of information),

e social barriers (social mentality, behavioral patterns, digital exclusion, alienation,
fear of establishing new contacts),

e demographic barriers (an aging population with limited ability to absorb new
products),
spatial barriers (difficult access to digital innovations in rural areas),

e educational barriers (lack of knowledge, low level of social, consumer and ecological
awareness, low economic culture, limited intellectual horizons),

e cultural barriers (historically conditioned lack of Poles' confidence in changes, more
willingly acquired innovations from the West than from the East, e.g. Japanese
sleeping capsules),
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e psychological barriers (related to stereotypes, experiences, conservatism, habits,
indolence, resistance to change),
ideological barriers (regarding ethical principles, values, beliefs, religions),

e political barriers (hindering the penetration of innovation into countries remaining
in armed conflict).

CONCLUSION

Taking into account the results of qualitative research, it can be concluded that, social
innovations in consumption are a response to the social needs of the 21t century. In part,
they also result from satiety with consumption and consumption ideas. They seem to result
from also greater environmental awareness, the need to establish social bonds, increased
spatial and social mobility, as well as the increase of knowledge related to the risks of excessive
consumption. The question arises whether such a new consumption, or consumption focused
on solving social problems of our time, has a chance to become widespread among consumers?
Answering this question, it must be emphasised that it is extremely important to disseminate
information on innovative availabilities in consumption, including, first of all, knowledge of
what practical solutions contribute to improving the quality of life of individuals, social groups
and the whole society. It is known that people are not very willing to change the current style
of consumption. People who are more willing to accept changes include people with income
enabling them to acquire innovative products. People with lower income prefer to buy new,
cheaper products regardless of whether they are harmful to the environment or are produced
in countries with unacceptable working conditions. (Bylok 2017). In addition, the more
educated, innovative and entrepreneurial the consumer is, the more innovative his
consumption is, and he himself is a factor with great potential for the development of an
innovative economy (Olejniczuk-Merta 2011).

Summarizing, the collected data are rather optimistic revealing respondents’ positive attitudes
towards different problems of innovation in consumption. The outcomes suggest also that
favorable attitude towards some practices in the field of positive innovations in consumption
increases. From this perspective a positive attitude represents an important prerequisite for a
consumer’s involvement in any activity within the social innovation in consumption. Accordingly
only the changes in consumers’ attitudes towards more favorable ones will allow for wider
adoption of all discussed activities, which may lead to improve of standard of living our society.
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Abstract: The aim of the study was to investigate the knowledge, behavior and opinions of
fruit juice consumers in relation to traditional products. For this purpose, a survey that covered
a total of 640 randomly selected individuals was conducted. The results confirm a growing
popularity of both conventional and traditional fruit juices. Consumers are generally interested
in juices of high nutritional value sold in 1-liter multi-layer laminate packaging. Taste,
naturalness and price are the most crucial factors influencing the choice of juice. Information
regarding traditional juices is mostly conveyed by friends, family and the product packaging.
High prices and insufficient availability limit the demand for such type of products. Consumers
expect better labeling of traditional fruit juices so that they would not be confused with the
mass produced ones. Moreover, selected demographic and behavioral factors affect consumer
opinions and market habits.

Keywords: traditional products, fruit juice consumers, consumer survey, traditional juices

JEL Classification codes: D19

INTRODUCTION

The sector of processed fruit and vegetables is one of the largest and most important branches
of the food industry in the world. In recent years, thanks to modern technologies, an intensive
development in this production area has been observed. Continuous research into improving
the quality of the final product of the fruit and vegetable industry contributes to price
reductions, and thus consumer satisfaction and increased demand. Juices are one of the most
popular fruit and vegetable products. The demand for fruit juices in Poland and in the rest of
the world is subjected to constant fluctuations, depending on: climatic conditions, geographical
latitude, selling costs, cultural differences, consumer awareness and health consciousness, and
even political situation. Personal preferences regarding taste also matter. For instance, in the
case of orange juice, Polish consumers generally choose a more acidic taste, while the citizens
of the United States prefer a more balanced taste. Similarly, in the case of apples, Polish
varieties of these fruits are considered one of the most tasty in the world. However, the
exception are Asian people, who prefer less sour apple juice. There is also a strong relationship
between the consumption of juices and the financial situation and level of education of
consumers. People with higher education have a more extensive knowledge of healthy living.
They also have higher income, which undoubtedly affects the volume of purchased fruits and
vegetables both fresh and processed ones. The consumption of these products is also affected
by the consumer’s gender. Women are more likely to consume healthy products than men
(Anonymous, 2017; Markowski et al., 2015; Monteleone & Bertuccioli, 2006).

Nowadays, consumers pay more attention not only to health and nutritional value of foods,
but also to their sensory attributes, quality and natural composition (Gorton & Tregear, 2008).
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Therefore, traditional and regional food products gain a growing interest (Eden & Bear, 2010;
Kneafsey, 2010). Their unique features are derived from specific manufacturing methods,
unique composition or distinctive place of origin (Halagarda et al., 2013).

Traditional fruit juices are manufactured with the use of a pressing process. Thanks to this
technology, they acquire such characteristics as: naturally cloudy appearance and color, taste
and odor characteristic for the raw materials used in the production process. Because of cold
pressing and low temperature of pasteurization, traditional juices are not only low-processed
products but they also retain particularly high nutritional value (Heinmaa et al., 2017;
Markowski et al., 2015). The entry on the List of Traditional Products of Polish Ministry
Agriculture and Rural Development is a confirmation of product’s traditionality. Only products
which are part of the region's cultural heritage and are characterized by at least 25 years of
manufacturing tradition, which should be documented accordingly, can be included on the List.
However, the manufacturing methods and the specific nature of the products do not need to
be related to the geographical area in which the products are manufactured (Rudawska, 2014).
All manufacturers of juices registered on the List of Traditional Products declare that the
manufacturing tradition in a given area or in a family goes several generations back, thus
ensuring the unique character of their products (Anonymous, 2018).

The aim of the study was to investigate the opinions and behavior of fruit juice consumers in
relation to traditional products. The hypothesis stating that: “consumption and shopping habits
of fruit juice consumers influence their opinions and behavior regarding traditional products”
has also been tested.

1 LITERATURE REVIEW

Traditional food products are an essential element of the cultural heritage. They carry a
significant symbolic value for consumers, whereas their production and sales make serious
economic contributions to many regions (Rudawska, 2014). A growing interest in traditional
food products fits into new trends on the food market and shows the consumer appreciation
of quality and trust (Zakowska-Biemans, 2012; Rudawska 2014). Although, the traditional
foods have always played an important role in the history of people living in different regions
and representing various cultures, the definition of traditional food is not consensual. The
EuroFIR definition that was acknowledged by the Food and Agriculture Organization (FAO)
states that “Traditional food is a food with a specific feature or features, which distinguish it
clearly from other similar products of the same category in terms of the use of ‘traditional
ingredients’ (raw materials of primary products) or ‘traditional composition’ or ‘traditional type
of production and/or processing method” (Weichselbaum et al., 2009). Traditional food
products can also be defined as those that are prepared in accordance with recipes passed
down from generation to generation, with a small share of modern processing methods. They
are distinguished by special sensory properties and are associated with the local, regional or
national community (Jezewska-Zychowicz, 2009; Zakowska-Biemans, 2012). Nevertheless,
Guerrero et al. (2009) showed that consumers from different cultures and countries can, to
some extent, have different image of traditional food products. Vanhonacker et al. (2010)
indicate that Polish consumers identify traditional food with products that were widely
consumed in the past, but over time their character changed and now are consumed primarily
during celebrations or exceptional events. Studies by Sajdakowska and Zakowska-Biemans
(2009) showed that consumers intuitively, correctly connect the idea of traditional food with
home-made food, food that has been consumed for generations and is associated with a given
culture or geographical area.

The results of the research conducted in six European countries, including Poland, prove that
traditional food is perceived by consumers very positively (Lengard et al., 2011; Zakowska-
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Biemans & Kuc, 2009). Polish respondents believe that traditional products are primarily
characterized by high quality and unique flavor characteristics. On the other hand, they
negatively assess the price level of these products (Lengard et al., 2011).

The “underlying dimensions” of traditional food concept have been analyzed in several
research studies (Cayot, 2007; Guerrero et al., 2009). The attitudes, perceptions and
expectations of consumers regarding traditional products (Roininen et al., 2006; Sanzo et al.,
2003), their sensory properties, consumer experiences (Caporale & Monteleone, 2006; Cayot,
2007) and the challenges that they face in food markets (Jordana, 2000) have all been
thoroughly studied. Although the research should take into account the characteristics of a
range of foods (Hidalgo-Milpa et al., 2016); so far, no studies have concentrated on consumer
behavior on the traditional juice market. Its results can have important managerial implications
as producers of traditional products should have the knowledge on the consumers’ opinions
(Paharia et al., 2011) and habits (Rudawska, 2014). Yet, consumers may show different
preferences with respect to which product features should be improved and to what extent so
as to provide more satisfaction (Sanzo et al., 2003). Consumers and their individual choices
have a strong impact on the food production and the supply of particular goods (Rudawska,
2014); therefore, there is a need to study factors influencing food choices. Although, consistent
relationships between the profiles of traditional food consumers and their socio-demographical
characteristics such as age, gender and income are shown in the literature (Vanhonacker et
al., 2010; Henseleit et al., 2009), none of these studies concentrated on juice consumers.

2 METHODOLOGY

Empirical data were collected through the Internet survey among Polish respondents. The
questionnaires were distributed by means of social media and survey portals. The survey
covered a total of 640 individuals of different gender, age, education, financial situation and
place of residence. The respondents were selected using convenience sampling method. A
detailed characteristics of the respondent group is presented in Table 1. The questionnaire
was pilot tested. It consisted of 17 closed questions and 5 classification (sociodemographic)
questions. The juice purchase intensions, the frequency of their consumption, the volume of
consumption, the preferred types and flavors of juices as well as the size and type of packaging
were verified. The purchase conditions and importance of packaging information were also
examined. In addition, the consumption of traditional juices, sources of information on these
types of products, place of purchase, opinions about their prices and availability, as well as
factors that would induce more frequent consumption were analyzed.

The data obtained from the questionnaire were analyzed with the use of R 3.3.2 package. A
p-value of 0.05 was required for statistical significance. The relationship between qualitative
variables was determined with the use of x? test (with Yates correction for 2x2 tables) or, with
Fisher exact test when the expected values in tables were low. The Student's t-test (when
variables showed normal distribution) or the Mann-Whitney test (when variables showed lack
of normality) were used for comparison of quantitative variables in two groups. The
comparison of quantitative variables in three or more groups was performed by the analysis
of variance (ANOVA) (when variables had a normal distribution in the analyzed groups), or
Kruskal-Wallis test (when variables showed lack of normality). When such comparisons showed
statistically significant differences, post hoc analysis was performed: Tukey's HSD test (in the
case of normal distribution) or Dunn's test (in the case of lack of normality). Normality of
variable distribution was tested with use of Shapiro-Wilk test.
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Tab. 1 Population characteristics

Feature Category N %
Female 472 73.75
Gender
Male 168 26.25
19-24 256 40.00
25-35 224 35.00
Age 36-50 128 20.00
51-65 24 3.75
over 65 8 1.25
Vocational 12 1.88
Education Secondary school 180 28.12
University 448 70.00
Country 136 21.25
City up to 20 k citizens 52 8.12
City 20-50 k citizens 64 10.00
Place of residence
City 50-100 k citizens 20 3.12
City 100-500 k citizens 76 11.88
City over 500 k citizens 292 45.62
Very good 60 9.38
Good 376 58.75
Financial situation
Average 188 29.38
Poor 16 2.50

Source: own research

3 RESULTS AND DISCUSSION

3.1 Fruit juice consumers — opinions and behavior

According to data from the European Fruit Juice Association report, juice consumption in
European Union in 2016 amounted to 6008 million liters, with a decrease of 1.6% in
comparison to 2015. Poland with the consumption of 543 million liters in 2016 is the fifth
largest juice market in the European Union. The juice consumption in 2016 in comparison to
2015 and in contrast to the average for EU countries increased by 7.9% (Anonymous, 2017).

The results of this study show that a vast majority of respondents (79.4%) purchase and drink
fruit juices, whereas 3.1% generally drink juices but they do not buy them. Only 11.3% of
respondents neither buy nor drink juices. Consumption, however, does not depend on the
sociodemographic characteristics of the respondents (p>0.05). Similarly, Tsakiridou et al.
(2009) showed that socio-economic factors do not significantly affect consumer buying
intentions of Traditional Specialities Guaranteed products. This is also confirmed by Ferzacca
et al. (2013), who showed that although food is mainly bought by women, all family members
are involved in purchasing decisions.
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In 2016, the average consumption of fruit juices in the EU countries was on the level of 11.7
liters per capita, whereas in Poland - 14.1 liters per capita (Anonymous, 2017). The results of
this study show that 23.2% of respondents who consume juices drink about 5 liters per month,
19.7% about 2 liters per month and 13.4% about 3 liters per month. As many as 19.7% of
subjects consume 7.5 or more liters of juice per month, whereas 24% 1 liter or less.
Sociodemographic features of the questioned subjects did not influence the volume of the
juice consumption (p>0.05). This is contrary to Gantner (2010) findings, according to which
young consumers drink much more juices than the older.

Analyzing the juice purchase frequency it has been found that it is a product bought by the
respondents regularly. The largest group of juice consumers among subjects questioned
(32.4%) buys juices several times a week, 27.5% several times a month, and 19.7% once a
week. No statistically significant differences were found between the answers of respondents
considering their sociodemographic characteristics (p>0.05). Obviously, the greater the
amount of the juice habitually drunk by a consumer (as declared in the survey), the more
frequent its consumption (p<0.001).

According to Strojewska (2013), Polish consumers are increasingly paying more attention to
the quality and nutritional value of food products and consequently the consumption of fresh
juices is growing. This is also confirmed by the report of the European Association of Fruit
Juices. In 2016 compared to 2015, the consumption of not form concentrate juices increased
by 60.9%, while the consumption of juices from concentrate rose only by 1.3%. Still, the total
consumption of juice form concentrate sold in ambient temperature was almost 5 times higher
than that of not form concentrate juices (391 million liters and 82 million liters, respectively)
(Anonymous, 2017). In this study over half of respondents (54.3%) mostly choose juices made
form concentrate. As many as 26.1% of subjects questioned prefer not from concentrate
juices, including 16.2% of those who choose cold pressed juices. The rest of the respondents
(19.7%) select fresh, not pasteurized juices. The sociodemographic characteristics of
respondents did not affect the juice type choice (p>0.05).

The most preferred size of the juice package is that of one liter capacity (66.9% of answers).
The similar number of respondents prefer 2-liter containers (11.3%) and packaging of 0.3
liters capacity (9.9%). Equally 2.1% respondents usually buy 5-liter or 3-liter packaging. The
least popular type of packaging is one that has a capacity of 0.2 liters (0.7% of answers).
Again the sociodemographic factors did not influence the answers of respondents (p>0.05).

When given the possibility of choosing more than one preferred packaging type, consumers
mostly liked that made of a multilayer laminate (63.3% of answers). In the second place, the
respondents chose glass bottles (19% of answers). It should be noted that bottles made of
glass were mostly preferred by the respondents drinking moderate amounts of juice (2-3 liters
per month) and least favored by the people consuming more than 5 liter of juice a month
(p=0.033). The least favored packaging types included plastic bottle (11.4% of answers) and
"bag in box" (6.3% of answers). This is in accordance with the results of the research
conducted by Ucherek (2011) which also pointed to the laminate packaging as the most
preferred one by consumers (69% of answers). The glass packaging was the second choice
(33% of answers). The sociodemographic characteristics of respondents in this study did not
affect the choice of a packaging system/type (p>0.05). Similar results were obtained by
Czarnowska et al. (2014). As many as 75.5% of respondents chose a laminate packaging and
24.5% a glass one. The data of the European Fruit Juice Association from 2015 indicate that
consumers choose laminated packaging (59.1% of sales), followed by that made of plastic
(25% of sales) and glass (19.5% of sales) (Anonymous, 2016). Nevertheless, these data
concern not only juices, but also nectars.

Due to the fact that Polish traditional juices are produced only from fruits grown locally,
respondents were asked to exhibit their preferences only regarding products from domestic
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fruits. The most popular juice is that made of apples (43.7% of replies). As many as 23.9%
subjects prefer mixed fruit juices, whereas 12% double-fruit ones and 7.8% juices with an
addition of vegetables. Juices made of plums (0.7% of answers), pears (2.8% of answers),
raspberries (4.2% of answers) and blackcurrants (4.9% of answers) are the least popular
juices. Sociodemographic features of the questioned subjects did not influence the volume of
the juice consumption (p>0.05). According to the 2016 report of the European Fruit Juice
Association (Anonymous, 2016), the most popular juices in Poland include: orange juices
(24.5% of sales in 2015), apple juices (23.1% of sales in 2015), vegetable juices (17.1% of
sales in 2015) and flavor mixes (12.6% of sales in 2015).

Fig. 1 The importance of the factors determining the juice choice
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According to Bruhn (2007) and Verbeke (2006), consumers in the food market are primarily
looking for benefits such as good taste, comfort of use and pro-health effects. Similarly in the
case of local foods they seek for freshness, quality and taste (Khan & Prior, 2010). Figure 1
shows the importance of the factors that determine the choice of juice. According to the
subjects surveyed, the most important feature when selecting particular juice is its taste and
naturalness. Similar results were obtained by Zakowska-Biemans (2012) in a survey on
traditional foods and Rybowska and Chetstowska (2007) in regional food surveys. Other factors
in this study, which determine the preference for a particular juice type are: its price, nutritional
value and the familiarity with the selected product. According to the respondents, the
information provided by manufacturers through advertising is of the least importance when
making purchasing decisions. The research Ucherek (2011) pointed to the decisive role of juice
taste (63% of indications), its price (46% of indications), consumer habits (31% of
indications), brand (24% of indications), health benefits (23% of indications), expiration date
(9% of indications), attractive packaging (2% of indications), advertisement (1% of
indications). On the other hand, results of the survey by Czarnowska et al. (2014) indicated
the dominant role of price in the selection of juices. In this study statistically significant
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differences between the preferences of male and female respondents were identified. Women
attach more meaning to familiarity with brand than men (p=0.047), whereas product price is
more important to men (p=0.044). Khan and Prior (2010) on the other hand showed that
freshness is of utmost importance for women, whereas quality for men. In this research brand
awareness was more important for citizens of the medium-sized and big cities than for rural
dwellers (p=0.037). Moreover, the age of respondents influenced the perceived significance
of product naturalness. This feature was significantly more important to respondents in the
age of 25-35 than for subjects aged 24 or less (p=0.015). Thus, for people aged 24 or less
and over 35, the most important juice feature is its taste, whereas for people aged 25-35 years
its naturalness. The expiration date was a significantly less important juice feature for people
in very good financial situation than for other respondents (p=0.014). It is also worth noting
that for people of a very good financial standing the price of juice had the most significant
meaning when making purchasing decisions, whereas for other groups of subjects questioned
the product naturalness was the most important. The education level did not have an impact
on the opinions regarding the most essential characteristics of juices (p>0.05).

The results of this study also show that the vast majority (91.6%) of juice consumers are
familiar with the information presented on the juice packaging. Only 8.5% of subjects ignore
data on fruit juice composition, origin, method of manufacture and storage conditions. The
sociodemographic factors did not influence the answers of respondents (p>0.05).

3.2 Traditional juice products — consumer knowledge, behavior and opinions

The results of the research show that 54.2% of subjects questioned consume traditional juices.
This is a significantly lower number than in the survey by Zakowska-Biemans (2012), where
95% of respondents declared consumption of traditional products. However, in this study as
many as 16.9% of respondents were not sure whether the juices they drank were traditional
or not. Moreover, it was noted that the financial situation significantly influenced traditional
juice consumption (p=0.017). The better the financial status of respondents, the larger share
of people declaring traditional juice drinking was identified. The preferences regarding the
juice production method did not influence the consumption of traditional products (p>0.05).

The largest group of traditional juice consumers (31.2%) drink them several times a month,
whereas 10.4% once a week and only 1.3% daily. As many as 16.9% consume them several
times a week and 16.9% once in a few months. Therefore, it can be stated that traditional
juices are chosen by consumers and consumed in a regular manner, not just during fairs or
festivals. The research Zakowska-Biemans and Kuc (2009) showed that 38% of the subjects
questioned declared buying regional or traditional food products once a month and 34% once
a week. According to the results of this study, the gender of the respondents influenced
consumption frequency (p=0.009). In comparison to women, a larger share of men declare
frequent consumption of traditional juices. However, at the same time a larger share of male
respondents drink juices more seldom than in the case of female subjects. Women prefer
moderate consumption of traditional juices (several times a month) - 39% of indications. The
statistical analysis has also revealed that the older the respondents are, the higher the
frequency of traditional juice consumption is (p=0.047).

According to the research results, friends and family members are the main sources of
information regarding traditional juices (Fig. 2), especially for those who drink these products
regularly (p=0.014). The respondents also look for such information at the points of sale,
during traditional food fairs and on the Internet. In the research by Zakowska-Biemans and
Kuc (2009), however, respondents indicated television and press followed by family and friends
as the main sources of information about traditional products. Similarly, in the study by Khan
and Prior (2010) consumers indicated local television in the first place, followed by local press,
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leaflets and magazines. It should be noted that in the discussed research, male respondents
more often than women learn about traditional juices from professional literature (p=0.019).
Nevertheless, almost half of the traditional juice consumers (46.8%) do not look for such data
at all. These respondents were mostly unsure if they drink traditional juices or not (p<0.001).
Similarly, Khan and Prior (2010) showed that 35% of the subjects questioned were not
interested in finding more about local products.

Fig. 2 Sources of information on traditional juices
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Krajewski and Zabrocki (2008) noted that only 4% of the survey participants identified their
level of knowledge of traditional and regional products as good. On the other hand, research
of Chudy and Gierattowska (2013) conducted in the years 2010-2012, showed that 82% of
respondents were able to distinguish the traditional or regional product from the others. In
this study the respondents who purchase traditional juices stated that they identified them
mainly on the basis of information placed on the product packaging or provided in the leaflet
(Fig. 3). They also use their own knowledge and experience. Many respondents also pointed
to the information obtained from the seller. In addition, the subjects surveyed associated
traditional products with a specialized store or a special, dedicated place in the shop. Moreover,
the respondents aged 25-35 years are most likely to trust the seller that the product is
traditional, whereas those over 35 years of age are least likely (p=0.007). Additionally, the
more juice the respondents drink, the more trust in data given by the vendor they have
(p=0.046). The results also revealed that people with vocational and secondary education
more often than those with higher education use specialist shops to make sure that the product
is traditional (p=0.004). The subjects living in large cities more than the rest of the
respondents trust the information regarding product traditionality given in the leaflet or on
the packaging (p=0.008).
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Fig. 3 Means of traditional juices identification
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The point of sale is a situational factor that may have an influence on consumer preferences
(Paustian et al., 2016). The most common place of purchase of traditional juices is the
supermarket (37.6% of indications). Secondly, respondents specified a specialist shop (19.8%
of answers). Other shopping places included stands at fairs or festivals (14.9% of indications),
local shops (10.9% of indications), marketplaces (8.9% of answers) and producer stores (5%
of answers). Sociodemographic factors did not influence the place of purchase (p>0.05). The
results of Zakowska-Biemans (2012) studies showed that consumers usually buy traditional
food first and foremost in nearby stores and then in supermarkets, bazaars, marketplaces and
in specialty stores. The research conducted in Germany showed that even in the case of
traditional meat products retailers play predominant role (Paustian et al., 2016).
Correspondingly, Khan and Prior (2010) revealed that respondents expect greater availability
of local products in supermarkets. Nonetheless, according to Vanhonacker et al. (2010)
consumers from other European countries most often purchase traditional and regional
products directly from their manufacturers.

The price of food is an important criterion of its choice (Jezewska-Zychowicz, 2009; Rudawska,
2014) and it may even override the importance of preferences (Zander & Hamm, 2010). Nearly
two thirds of respondents (65.4%) in this study rated traditional juice prices as too high,
whereas 34.7% as reasonable. None of the subjects questioned indicated that the prices are
too low. According to Chambers et al. (2007), price can be a serious barrier for purchasing
more local food products. This was also confirmed by Lengard et al. (2011) and Zakowska-
Biemans and Kuc (2009). According to the latter study, 58% of respondents said that the
prices of traditional and regional products were high or very high. Nonetheless, according to
Zakowska-Biemans (2012) and Groves (2001) higher prices make traditional products treated
as exceptional and of the high quality. The lower price could lead to the depreciation of their
image (Misniakiewicz & Halagarda, 2013). Moreover, the AC Nielsen report shows that 80%
of Polish consumers agree that the quality of products is important when making purchasing
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decisions. The price was indicated by 65% respondents (Pankowiak, 2013). In this study the
age influences consumer perception of traditional juice price levels. The respondents over the
age of 35 were more convinced than younger subjects that the prices are appropriate. The
younger consumers mostly believed that the prices are too high (p=0.022). Nevertheless, the
opinions regarding traditional juice prices did not influence the frequency of their consumption
and place of their purchase (p>0.05). This is contrary to the results of Grunert (2006) and
Umberger et al. (2009) showing high price sensitivity of consumers doing shopping in discount
stores.

According to more than half of respondents (51.5%), the availability of traditional juices is
sufficient, whereas 19.8% assessed it as good and 5% as very good. As many as 23.8% of
survey respondents rated it as insufficient. None of the sociodemographic factors had any
influence on the opinions regarding availability of traditional juices (p>0.05). It is worth noting
that the opinion regarding product availability does not depend on the usual place of purchase
(p>0.05). The results of the survey by Zakowska-Biemans and Kuc (2009) showed that the
lack of availability of regional products was the main cause of their non-consumption (62% of
indications).

There are multiple factors that affect food choice process (Vabo & Hansen, 2014). The main
factors that would prompt respondents to more frequent consumption of traditional juices are
lower prices (30% of indications) and greater availability (25.4% of indications). The same
expectations of consumers are also confirmed by Zakowska-Biemans and Kuc (2009) and Khan
and Prior (2010). Similar conclusions were also drawn regarding organic products sold in
Poland (Bryta, 2016). As declared by the subjects surveyed, in this study traditional products
should also be labeled in such a way that they can be easily identified and differentiated from
products produced on a mass scale (17.4% of indications). The survey results conducted by
Khan and Prior (2010) confirm that consumers expect clearer labeling. This is also in line with
the results of the research by Aprile et al. (2009) which showed that consumers are confused
with the meaning of EU food quality labels. Moreover, the results of the discussed research
show that the quality of traditional products should be confirmed by a certificate (11.2% of
indications) and their assortment could be extended (9.1%). According to Rudawska (2014),
high prices of traditional products might become more acceptable when products are labelled
with quality marks. In this study, for women more often than for men, a convincing argument
for choosing traditional juices would be a quality certificate (p=0.01). The results of the survey
also showed that people over the age of 35 are more likely to believe that no argument can
convince them to drink more traditional juices than the other respondents (p=0.05). At the
same time they are less convinced than other groups that price may be such an argument
(p<0.001). The lower price would of course satisfy predominantly those who think that the
prices of traditional juices are too high (p=0.003). Additionally, it was shown that with rising
age the belief that the greater availability of traditional juices would positively affect their
consumption decreases (p=0.014).

CONCLUSIONS

The outcomes of this study have important implications for better management of companies
involved in production and sales of traditional products, particularly with regard to future
promotional activities. Hence, they can contribute to the sustainable development of local
enterprises. The research results show that fruit juices are popular among consumers. Over
82.5% of respondents drink such products. What is more, most of the subjects questioned
consume them regularly, at least once a week (79.6%) and in the volume of 2 liters per month
or more (76.1%). The fact that almost half of the respondents (45.8%) prefer not from
concentrate or fresh juices indicates a high level of consumer awareness regarding nutritional
value of food products. The consumers favor one liter packaging (66.9% of answers),
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preferably made of a multilayer laminate (63.3% of answers) or glass (19% of answers). Apple
juice is the most popular juice made of raw materials available in Poland (43.7% of replies).
When selecting a particular juice in a shop, consumers consider mainly its taste and
naturalness, followed by other factors such as: price, nutritional value and the familiarity with
the product. It was also shown that the majority of consumers questioned (91.6%) are familiar
with the information presented on the juice packaging. Traditional juices are popular among
Polish consumers as they are habitually drunk by over half of the juice consumers surveyed
(54.2%). They are consumed frequently, at least once a week by 59.7% of respondents.
Friends and family members are the main sources of information on traditional juices. The
respondents also search for such information at the points of sale, during traditional food fairs
and on the Internet. Traditional juices are predominately identified on the basis of information
contained on the product packaging or in the leaflet. Respondents also use their own
knowledge and experience, and the information obtained from the seller in this respect. The
traditional juices are mostly bought in the easy to reach places such as supermarkets (37.6%
of indications) or specialist shops (19.8% of answers). The high prices and only sufficient
availability limit demand for these types of products. Despite these aspects, the respondents
would expect improved product labeling so as to better distinguish traditional juices from mass
scale products.

The tested hypothesis saying that: “consumption and shopping habits of fruit juice consumers
influence their opinions and behavior regarding traditional products” was merely partially
confirmed. The statistical analysis demonstrated that only the volume of juice consumed
affected the trust in the information given by the product seller. All of the other factors did not
show any statistical significance. However, some demographic factors affected consumer
opinions regarding the following: the importance of the factors determining the juice choice,
traditional juice consumption, the sources of information on traditional juices and the means
of their identification, opinions about price levels, and the main factors that would enhance
more frequent consumption of traditional juices. It was also noted that glass bottles are
typically preferred by the respondents drinking moderate amounts of juice (2-3 liters per
month).
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Abstract: The objective of this paper is to investigate factors affecting green purchase
intention and behavior within young consumers in Indonesia. 140 responses from respondents
were collected in West Jakarta. The results of the study found that green purchase intention
and willingness to pay had the largest influence on green purchase behavior. Green trust was
influenced by green purchase value. Meanwhile green purchase intention was influenced by
several variables e.g. Environmental knowledge, ecolabel ling and government initiative. This
study is expected to have implications for marketers in formulating a certain strategy in
marketing green products that can increase their competitive advantage.

Keywords: green purchase intention, green purchase behavior, knowledge, government
initiative, eco-labelling and certification, willingness to pay
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INTRODUCTION

There is a growing awareness of environmental issues in Indonesia. It is reflected with urban
communities’ various activities related to the issues e.g. Earth Day, Bike to Work, and Car Free
Day, Go green, paid plastic bagsprogram etc.

As one of the most populous countries in the world, there is a great potential marketof
environmental friendly products in Indonesia. It is deemed very important to identify factors
affecting green purchase behavior of consumers in Indonesia.

Today'’s companies, should not only focuson profit, but should also care to the planet, society
and the environment to achieve their sustainability.

The concern towards the environment and society has led to the emergence of sustainable
development which focuses on the need to promote sustainability and advocates the form of
development which could reduce negative impact on the environment and society. Sustainable
development further encourages green consumption ((Joshi and Rahman, 2015).

Green is a synonym for environmentally friendly, environmentally responsible andeco-friendly
(Manakotla andJauhari, 2007). Green vision could helpmarketers to design marketing
strategies that meet the needs of green consumers (D'Souza, 2004).

Environmentally responsible purchasing is very important as unplanned purchasing of goods
can severely damage the environment (Joshi and Rahman, 2015). Consumers possess the
capability to prevent or decrease environmental damage by purchasing green products.

Previous studies (Suki, N.M, 2016; Lee,K;2009; Hartmann and Ibanez ,2006; Juwaheer et al.
2012; Konuk 2015, Yadav and Pathak 2016 indicated that a lot of studies regarding green
marketing had been conducted in western countries, however lack of studies had been done
in Asian settings such as Indonesia.
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Thus, the aim of this study is to examine factors affecting green purchase intention and
behavior toward environmentally friendly products or green products within young consumers
in Indonesia.

From literature it is revealed that there are several previous studies regarding green behavior
of customers (Khare ,2014;Mostafa, 2007; D'Souza 2004), ;Chan and Lau,2002;doPaco and
Raposo,2009;Lee,2008;Chen and Chai,2010;Laroche, M et.al,2001).

A few studies have been conducted regarding environment-friendly consumers; their attitude
and behavior have been done in Indonesia.

1 LITERATURE REVIEW

1.1 Green perceived value and green trust

In today’s competitive environment customer perceived value is regarded as a key source of
competitive advantage (e.g. Eggert &Ulaga, 2002; Gale, 1994; Payne & Holt, 2001).
Consumers’ perceived value is referred to as consumers’ overall assessment regardingwhat is
received and what is given or sacrificed (Zeithaml, 1988). Based onChen and Chang (2012),
green perceived value is related to consumer’soverall evaluation of the net benefit of a product
or service between what is received and what is given based on the consumer’s environmental
desires, sustainable expectations, and green needs. Perceived value is defined as a consumer’s
overall evaluation of the net benefit of a product or service based on a consumer’s evaluation
(Bolton and Drew, 1991; Pattersonand Spreng, 1997). Previous research has extensively
studied perceived value because it has a positive influence on marketing performance
(Sweeney et al., 1999).

Green perceived value isdefined asa consumer’s overall evaluation of the net benefit of
aproduct or service between what is received and what is given based on the consumer’s
environmental desires, sustainable expectations, and green needs (Spreng, 1997).

Trust is referred to as willingness of an exchange partner in that case one is confidence
(Morgan and Hunt, 1994; Moorman, Deshpande and Zaltman, 1993).

In relation to environmental consciousness, Chen (2010) defines green trust as a willingness
to depend on one object based on the belief or expectation resulting from its credibility,
benevolence, and ability about environmental performance.

Previous studies found that there was a positive relationship between green perceived value
and green trust (Chen, et al, 2012; Eid, 2011 and Sirdeshmukh et al, 2002).

Lee et al (2011) stated that trust is a major influence of consumer behavior. Harris and Goode
(2010) also indicate that consumer purchase intention is influenced by consumer trust.
Furthermore Chen et al (2012) found that green trust has an influence on green purchase
intention. Therefore the following hypotheses are proposed:

H1: Green perceivedvalue will have an influence on green trust.

H2: Green trust will have an influence on green purchase intention.

1.2 Environmental knowledge

Environmentalknowledge is defined as the knowledge regarding what people know about the
environment (Mostafa, 2007). Meanwhile, Chan and Lau (2000) found that environmental
knowledge as the extend of knowledge a person has regarding environmental issues. Previous
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studies found that environmental knowledge of consumers was positively influenced green
purchase intentionand green purchase behavior (Eze etal, 2013; Chan et al, 2000; Aman et al,
2012). Therefore the current study hypothesized that:

H3: There is a relationship between environmental knowledge and green purchase Intention.
H4: There is a relationship between environmental knowledge and green purchase behavior.

1.3 Perceived effectiveness of environmental behavior

Consumers’ belief in their ability to effectively solve environmental problems has been related
to their purchase of green products (Samdahl and Robertson, 1989), and is one of the
strongest predictors of ecologically conscious behavior (Roberts, 1996).

Sinnappan and Rahman (2011) define perceived effectiveness of environmental behavior as a
person's perception that if each individual involves himself /herself in pro-environmental
behaviors he/she would contribute a lot to the environment. Perceived effectiveness of
environmental behavior is also known as perceived consumer effectiveness. According to Kim
and Choi (2005), individual with a strong belief that environmental behavior will generate a
positive outcomes; will be more interested in doing the behavior to support its care for the
environment. Moisander (2007) says that the consumer will act pro-actively if felt the actions
were effective for protecting the environment. Consumers, who believe that they can make a
difference by engaging in environmental protection, will buy green products to reduce the
harm to the environment (Sinnappan and Rahman, 2011). In their research, Sinnappan and
Rahman (2011) found that perceived effectiveness of environmental behavior as one of
strongest predictors of green purchasing behavior in Malaysia. This is similar to Lee (2008)
which founds perceived effectiveness of environmental behavior as one of the strongest
predictor of green purchasing behavior in Hong Kong. Based on the literature concerning these
variables then the following hypothesis is proposed:

H5: There is a relationship between Perceived effectiveness of environmental behavior and
green purchase behavior.

1.4 Ecolabelling

Ecolabelling or eco-certification informs consumers regarding green characteristics of the
product and motivates them to purchase green product (Yang et al, 2010). Reliable information
should be available in a sample and user friendly way through product labels (Padel and Foster,
2005; Connel, 2010). It might build consumer trust and motivate more sustainable purchase
(Rahbar and Wahid, 2011).

The ecolabels are increasingly used by marketers to promote the identification of green
products (D'Souza et al, 2006). Loureiro and Lotade (2005) suggested that consumers have
shown their willingness to pay higher premiumfor ecolabelled products.

Few studies have studied the relationship of ecolabelling and purchase intention and green
behavior (D’Souza,2004;Whitson et al,2004).Previous studies suggested that ecolabelling
motivates consumers to purchase green products (Harris, 2007; Young et al,2010;Joshi et al,
2016). A study of Chekima et al (2015) found that eco-label had a significant influence on
purchase intention. Hence the following hypotheses are proposed:

H6: There is a relationship of ecolabelling and purchase intention.

H7: There is a relationship of ecolabelling and green purchase behavior.
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1.5 Willingness to Pay

Price remains to be cited as the major reason for not buying organic food.Bray et al (2011),
Glenn et al (2013), Carrington (2014) identified that higher price as one of the reasons for lack
of consumption behavior. Furthermore Barbarossa and Pastore (2014) found that higher price
and scare availability were the main barriers to green purchasing.Price is one of the main
attributes on which purchasing decisions are based (Gadema and Oglethorpe, 2011; Mai and
Hoffmann, 2012). Consumers perceive that high prices as a barrier to green consumption
(Gleim et al., 2013; Paul and Rana, 2012; Vega-Zamora et al., 2014). Consumers with
environmental concerns are less sensitive to price (Olson, 2013; Tanner et al,, 2003) and are
willing to accept trade-offs between environmental benefitsand higher costs (Laroche et al.,
2001). Moser (2015) found that willingness to pay was the strongest predictor of green
purchase behavior .Therefore; it is proposed the following hypothesis:

H8: There is a relationship of consumers’ willingness to pay for green product attributes and
green purchase behavior.

1.6 Government initiative

The government’s role is another predictor of green purchase behavior (Pimita and Rahman,
2011; Tsen et al, 2006). Government initiative is referred to as initiative of national
government (Dekmeyer, 2008). A study of Mei et al, 2012 found that government initiative
had the strongest influence on green purchase intention among Malaysia consumers. Chan
(2001) defined green purchase intention as a specific kind of eco-friendly behavior that
consumers perform to reflect their concern to the environment. Hence the following
hypotheses are proposed:

H9: There is a relationship of government initiative and green purchase intention.

H10: There is a relationship of government initiative and green purchase behavior.

1.7 Green Purchasing

Recently, the number of green consumers has been increasing (Makeower, 2009). According
to Dagher and Itani (2012, 2014), consumers are trying to help sustaintheir environment by
indicating green purchasingbehavior. Consumers are aware of the significant effect that their
purchasing behavior has on the environment (Wahid, Rahbar & Shyan, 2011).

Green purchasing refers to the purchase of environmentally friendly products and avoiding
products that harm the environment (Chan, 2001). This green purchasing is frequently
measured as green purchase intention and behavior (Joshi et al, 2015). Green purchase
intention is conceptualized as consumers; willingness to purchase green products. Green
purchase behavior reflects the motivational elements that could influence green purchase
behavior (Ramayah etal, 2010).

Studies on green purchase intention showed that intention is a strong predictor of green
purchase behavior as intention strongly affects the likelihood of decision to buy the product
(Chen, 2010). Therefore the following hypotheses are proposed:

H11: There is a relationship of green purchase intention and green purchase behavior.
The overall conceptual framework is presented in Figure 1.
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Fig.1 Conceptual Framework
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2 METHODOLOGY

Sample

A purposive sample was used in term of familiarity with green purchase experiences.

The questionnaire was distributed among 200 respondents (Master of management students
of a private university in Jakarta) participated in this study. These respondents are selected
based on their understanding about green marketing. Before distributing the questionnaire the
object of study and questions were explain to the respondents. From 200 responses collected,
140 valid responses were used for further analysis.

Measures

Environmental knowledge - three items were used to measure environmental knowledge or
perceived environmental knowledge. The items adapted from Joshi et al (2015).The sample
items are:

1. I know I buy products and packages that are environmentally safe.
2. I know more about recycling than the average person.

Perceived effectiveness of environmental behavior - two items were used to measure perceived
effectiveness of environmental behavior. The items were adapted from Uddin and Khan
(2016):

1. I think I carry out some pro-environmental behavior in my everyday life, it would
contribute a lot to our environment.
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2. supporting environmental protection makes me more socially acceptable.

Eco-labelling - four items were used to measure ecolabelling. The items were adapted from
Joshi and Rahman (2016). The sample items:

1. Whenever possible I buy products packaged in reusable containers.

2. I purchase the green products if they are certified by environmental organization.
3. I trust the eco-friendly claims in the advertisements.

4. Marketers must advertise the environmental aspects of their products.

5. Government must make eco labelling mandatory.

Government initiatives - four items were used to measure government initiatives. The items
were adapted from Mei et al (2012). The sample items are:

1. Environmental protection is the responsibility of the government.
2. The government should subsidize research on technology for recycling waste products.
3. Government should enforce environmental rules and regulations.

Green purchase behavior - four items were used to measure government initiatives. The items
were adapted from Uddin and Khan (2016). The sample items are:

1. I buy environmentally friendly products even if they are moreexpensive.
2. I buy environment friendly products.

3. I can pay extra to get green energy before considering buying a product.
4. I look for the seal certifying that it is environmentally safe.

Green trust - three items were used to measure green trust. The items were adapted from
Chen (2010), The items are:

1. T believe that this products environmental image is reliable.
2. 1 think that this product’s functionality is generally dependable.
3. Overall, I believe that this product’s environmental claim is trustworthy.
Green Purchase Intention (Mei et al, 2012)
1. I would definitely intend to buy those products thatare environmental friendly.
2. I would absolutely consider buying those productsthat is environmental friendly.
3. I would absolutely plan to buy those products thatare environmental friendly.
Willingness to pay (Moser, 2015)
1. I am willing to pay more for environmentally friendly packaging.
2. I am willing to pay more for environmentally friendly electronic products.

3 RESULTS AND DISCUSSION

Following the two-step approach, a measurement model was first estimated using a
confirmatory factor analysis (CFA).Each measurement item was loaded on its prior construct.
The instrument reliability was assessed using Cronbach’s alpha. The alpha values range from
0.79-0.88.
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Convergent validity meets the requirements in this study all the items had relatively high factor
loadings on the underlying construct, the values range from 0.70 to 0.87. Overall model fit for
CFA was asses using the Chi-square test and a goodness of-fit-indices. Since the Chi-square
test is significant (indicating the model a poor fit ,x=768.31,p=0.000), others indices of fit
were assessed i.e. Comparative Fit Index (CFI),the Normed Fit Index (NFI), Root Mean Square
Error (RMSEA) indicated the measurement model fit the data well (CFI=0.910), NFI=0.902,
RMSEA=0.02).

As the second step, the proposed structural model was assessed. On the basis of CFI=0.95,
NFI=0.90, RMSEA=0.57) indicated that the model fit was acceptable.

Green perceived value was found to be significantly and positively influenced green trust
(B=0.58, t=7.98) thus Hypothesis 1 was supported. The results of the current study were
consistent with the finding of previous studies (Chen, et al, 2012; Eid, 2011 and Sirdeshmukh
et al, 2002).

Table 1 Results of Hypotheses Testing

Hypothesized relationship Sz::;‘;;?:ﬁd t-value Results
H1 Green Perceived —» ValueGreen Trust 0.37 6.52* Supported
H2 Green Trust —  Green Purchase intention 0.49 5.56** Supported
H3 Environmental Knowledge ~ Green Purchase Behavior 0.43 7.55%* Supported
H4 Environmental Knowledge — Green Purchase Behavior 0.36 6.32%* Supported
H5 Perceived Effectiveness of environmentally Behavior 0.23 3.73%
—»Green Purchase Behavior Supported
H6 Ecolabelling —» Green Purchase Intention 0.35 3.22% Supported
H7 Ecolabelling — GreenPurchase Behavior 0.30 5.27* Supported
H8 Willingness to Pay = —» Green Purchase Behavior 0.48 6.61* Supported
H9 Government Initiative —» Green Purchase Intention 0.23 3.38% Supported
H10 Government Initiative — Green Purchase behavior 0.30 5.39% Supported
H11 Green purchase Intention Gereen —® Purchase Behavior 0.37 6.55* Supported

*p<0.01 **<0.05

Green trust was also had a significant influence on green purchase intention ($=0.39;
t=5.56).Thus hypothesis 2 was supported. The results were consistent with Lee et al (2011),
stated that trust is a major influence of consumer behavior. Harris and Goode (2010) also
indicate that consumer purchase intention is influenced by consumer trust. Furthermore it was
consistent with Chen et al (2012)

The next predictor variables of green purchase intention i.e. Environmental knowledge,
perceived effectiveness of environmental behavior, ecolabelling, willingness to pay and
government initiative) were also found significantly influenced green purchase intention and
green purchase behavior (f=0.43, t=3.55; p=0.36, t=5.32; B=0.23, t=.3.75; =0.31, t=5.22;
B=0.30,t=5.27; B=0.48.t=6.61, B=0.23, t=3.38; B=0.30, =5.39). Finally green purchase
intention was also influenced green purchase behavior (=0.37, t=6.55). Thus hypothesis
3,4,5,6,7,8,9,10 were supported.

The results of Hypothesis 3 and 4 were consistent with Chan and Lau (2000) who found that
environmental knowledge as the extend of knowledge a person has regarding environmental
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issues. It was also consistent with other previous studies which found that environmental
knowledge of consumers was positively influenced green purchase intention and green
purchase behavior (Eze etal, 2013; Chan et al, 2000; Aman et al, 2012).

Results of Hypothesis 5 is consistent with findings of Sinnappan and Rahman (2011), and Lee
(2008), who found that perceived effectiveness of environmental behavior as one of strongest
predictors of green purchasing behavior .

The results of Hypothesis 6 and 7 were consistent with finding of previous studies Few studies
(D’'Souza, 2004; Whitson et al, 2004; Harris, 2007; Young et al, 2010; Joshi et al, 2016), it
was also consistent with Chekima et al (2015).

The results of hypothesis 8 was consistent with findings of Moser (2015) who found that
willingness to pay was the strongest predictor of green purchase behavior.

The results of hypotheses 9 and 10 supported the findings of Mei et al, 2012. Finally the results
of hypotheses 11 was consistent with findings of Chen (2011), which found that intention is a
strong predictor of green purchase behavior.

CONCLUSION

The present study validated a model that predicts the antecedents and consequents of green
trust towards electronic products among Indonesian consumers. Green trust and willingness
to pay revealed has the strongest effect on green purchase intention. Meanwhile green
purchase intention and willingness to pay had the largest influence on green purchase
behavior.

This research provides insights for green products’” marketers indicating that green purchase
intention and willingness to pay are the most important determinant of green purchase
behavior, meanwhile green trust itself was influenced by green perceived value. On the other
hand green purchase intention was influence by several variables e.g. environmental
knowledge, perceived effectiveness of environmental behavior, ecolabelling willingness to pay
and government initiative. The findings of this study suggest that marketers need to consider
green perceived value to create green trust and pricing of the product should be match with
consumer willingness to pay.

There are several limitations of this study. First we did not classify the green products based
on its specific category. The product chosen for this study is only electronic products which
are familiar by the students. Second, the respondents in this study were only students . Future
study could consider another segments of consumers with different characteristics and
integrate another variables such as consumer’s demographics that could influence consumer’s
purchase behavior into the research model.
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Abstract: Recent changes in the philosophy and practice of the national education systems
have taken many forms. The education system is increasingly becoming a primary source of
economic growth in knowledge-based economies. This paper addresses the question of what
the current relationship between the knowledge economy and the education system is. This
paper therefore aims to provide a review of the available literature to date regarding the
cultural differences in learning styles in the context of Hofstede’s cultural dimensions to
discover the role of intercultural communication and the benefits of a knowledge-based
economy, as these benefits affect the communication. Comparative examination of these
questions provides different descriptions of an education project partnership in the Czech
Republic and Ukraine. It involves not only international collaboration in research incentives,
but also includes citizen science and corporate social responsibility, which aims to improve the
knowledge and attitudes of all the stakeholders in the education system. An interesting
extension of this study would be the replication of Hofstede’s dimensions in both countries.
This could be beneficial for the successful collaboration of students and citizens in research
science.

Keywords: Education for citizen, cross-cultural research, knowledge economy

JEL Classification codes: A20, A22, P30

INTRODUCTION

The Czechs have a long and successful tradition of cooperation in education and culture with
foreign countries. It has been suggested that they will engage in various forms of activities,
initiatives and collaboration with the Member states, including Member states in Central,
Eastern and South Eastern Europe.

However, recent changes in the philosophy and practice of the national education systems
have taken many forms. The focus of this paper will be on the knowledge triangle, as well as
friendly education research innovation, as a basis for sustainable economic prosperity and
social inclusion in the context of intercultural communication.

Friendly education research innovation aimed at preparing students for the world of work was
adopted by the Organisation for Economic Co-operation and Development (1996a, 1996b)
when it launched studies on how the world of work. Citizen science itself has existed since the
beginning of scientific practice, development technology, data processing and visualisation.
The communication of ideas and results through the new media is creating a wide range of
new opportunities for young people in scientific research, particularly in the context of
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intercultural communication. This is part of the touristic initiatives to provide ecological
education for citizens. The research provides evidence about cross-cultural teaching and
learning. Cultural differences among students or citizens have been the most frequently
studied topics generating publications in the field of the learning process. The foundation for
much of the cross-cultural research is the pioneering work of Geert Hofstede (1980, 2001) and
Mooij and Hofstede (2011). They identified five cultural dimensions. Briefly, those dimensions
are: power distance (the tolerance for class differentials in society); individualism (the degree
to which the welfare of individuals is valued more than the that of the group); masculinity
(achievement orientation, competition and materialism); uncertainty avoidance (intolerance
for risk); and last, long-term orientation (stability, thrift, respect for tradition, and future
oriented) and Confucianism (dynamic of long-term-short-term orientation). The assignment of
these cultural dimensions is an effective way to distinguish people from various nations.

Currently, international projects in the European countries related to the issue of citizen science
involving the participation of the public and students from the European countries are being
implemented and supported pursuant to the European Union’s Horizon 2020 Programme. A
project for young people aimed at innovative ways to make science education and scientific
careers attractive to young people, entitled “"Next Generation Science Challenges Using Digital
and Social Media to Make Science Education and Careers Attractive for Young People”, is an
example of the knowledge triangle in the context of intercultural communications and CRS in
the European Union. SciChallenge is an innovative project targeted at promoting interest and
education in the STEM areas (Science, Technology, Engineering, Math), as well as career
opportunities in these fields. The project is conceptualised as a digital contest in which young
people between 10 and 20 years old develop their own projects, ideas and visions in a
particular STEM field. In order to be attractive to this target group, it integrates social media
in all steps of the contest through the platform. In order to support the contest, several
Engagement Channels were implemented in the platform. They include profiles of research-
intensive companies and organisations. Additionally, the platform also offers a directory of
available internships, scientific events and other awareness modules. Therefore, the main goal
of the SciChallenge project is to motivate and inspire young people about STEM and to
introduce innovative and effective teaching and education methods in schools.

Thus, change in the education system is increasingly becoming a primary source of economic
growth in knowledge-based economies. A knowledge-based economy and intercultural
communication are creating a new society in which we need to consider the current level of
the relationship between the knowledge economy and the education systems. The changes in
the philosophy and practice of multiculturalism in education, and in educational policy in
general, are related to the new imperatives of globalisation as perceived by neoliberal
politicians and educators. The international project “SciChallenge” is an innovative programme
aimed at promoting interest and education in the STEM areas (Science, Technology,
Engineering, Math) and in education methods in schools.

A comparative examination of these questions will provide different descriptions of an
education project partnership in the Czech Republic, specifically in the aforementioned project,
SciChallenge, in which a Czech university is a partner, and another intercultural initiative in
Ukraine. This paper therefore aims to provide a review of the available literature to date
regarding the cultural differences in learning styles in the context of Hofstede’s cultural
dimensions to discover the role of intercultural communication and the benefits of a
knowledge-based economy, as these benefits affect the communication. Lastly, this paper
illustrates the STEM project and the international partnerships in Ukraine.
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1 LITERATURE REVIEW

1.1 Theoretical and empirical framework

Learning is one of the most important of all the components of the contemporary knowledge-
based economy. With the development of computing power and technology, the internet has
become an essential medium for knowledge transfer among all stakeholders (i.e. academia,
the public, governments, entrepreneurs).

Such communication relies both on the content that is communicated and on the relationship
that exists between the communication parties, as noted by Cronjé (2011). He explained that
according Dodd (1995), intercultural communication is a process of reducing uncertainty about
messages and relationships. Cronjé (2011) presented a study on the cross-cultural
communicative experiences of professors from South Africa and students from Sudan during
a two-year Internet-supported master’s course on Computers in Education. The unique
approach of the study was its use of a qualitative interpretation of Hofstede’s cultural
dimensions rather than a quantitative approach. In this empirical study, Cronjé found that
dimensions such as power distance and uncertainty avoidance tended to amplify each other,
while together, they resulted in a movement away from individualism towards collectivism. He
noted three key issues which should have an impact when cultures meet: the reduction of
communicative uncertainty, the construction of shared meaning, and the appropriate use of
technology.

In another study related to the role that culture plays in the way individuals learn, Joy and
Kolb (2009) conducted their examination based on cultural clusters and individual cultural
dimensions. They provided evidence that the specialisation of education seems to have a larger
effect on learning styles. They found that variables related to education, e.g., the level of
education and the area of specialisation, have the largest impact on learning styles. This
finding is important to the field of education. They found that educators need to be aware that
conditioning by certain cultures may complement the learning style requirements of certain
areas of specialisation, whereas it might clash with some other specialisations. They concluded
that in addressing the new challenges facing organisations, such as sustainability, which
require paradigm shifts in understanding and resolving problems, these multicultural teams
are becoming much more multidisciplinary as well. These teams must understand each other’s
sense making and problem-solving approaches, as well as how their cultures and areas of
specialisation might have predisposed them to certain approaches.

Sondergaard (1994) and Corbitt et al. (2004) confirmed that Hofstede’s cultural dimensions
have been widely used and accepted in various disciplines. Further, Zakour (2004) indicated
that these dimensions have been validated, directly or indirectly, by many other researchers
in different settings. Between 1980 and 2014, Hofstede’s cultural dimensions have been cited
more than 1900 times in the Business Source Primer (Mazanec et al., 2015). Through a
combination of primary and secondary data, Hofstede (1980, 2001) evaluated 66 nations,
creating cultural index scores and ordinal rankings for four and five constructs. The dimensions
of the culture are Power Distance (PD), Individualism/Collectivism (IC), Uncertainty Avoidance
(UA) and Masculinity/Femininity (MF).

Power Distance is the “measure of the interpersonal power or influence between (a superior)
and (a subordinate) as perceived by the (subordinate)” (Hofstede, 1991, p. 71). Societies that
are high in power distance tend to value social hierarchies. They do not give individuals the
freedom to do whatever they want or make own decisions. It is important for them to do what
is socially correct and proper. The hierarchical systems of such societies assign roles to ensure
socially responsible behaviour (Schwartz, 1999). The power distance dimension refers to the
inequality of the distribution of power in a country. In societies that are low in power distance,
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the social relationships are not hierarchically arranged. An individual is respected and
appreciated for what he or she can offer (House et al., 2004). The education system is student-
centred, and the students are encouraged to question and experiment. The members of such
societies may not hesitate to engage in active experimentation (Hofstede, 2001).

Uncertainty Avoidance describes the extent to which individuals feel threatened by uncertain
or unknown situations. It is defined as “the degree to which members of a society feel
uncomfortable with uncertainty by relying on established social norms, rituals, and
bureaucratic practices” (House et al., 2004, p. 11). Uncertainty avoiding societies create laws
and rules in order to reduce ambiguity and unpredictability. From the scientific view, they
favour deduction and the formulation of general principles first, before applying them to
specific situations (Hofstede, 2001). They are more resistant to change, and breaking rules is
not tolerated (House et al., 2004). There is a fear of failure and a preference for tasks with
sure outcomes, clear guidelines and less risk. In education, both teachers and students are
more comfortable with the structured learning situations with clear objectives and timetables.
They like learning situations with one correct answer, and they reward accuracy (Hofstede,
2001). Hoppe (1990) and Yamazaki (2005) have found evidence for a positive relation between
uncertainty avoidance and reflective observation. Members of societies that are less
uncertainty avoidant are more comfortable with ambiguity, chaos, novelty and convenience.
They view that which is different as curious. They are more tolerant of breaking rules, less
resistant to change and innovation, and willing to take risks. They believe in individuals’ ability
to influence their lives and those of others. In education, they prefer open-ended learning
situations in which there is room for a sense of empiricism, relativity, and original and
unconventional ideas. The members of such societies may find it easier to learn from concrete
experiences and active experimentation. The strong uncertainty avoidance cultures are
characterised by low risk taking, minimal innovation, stability, and conservative and thorough
planning.

Individualism/Collectivism defines “societies in which the interests of the individual prevail over
the interest of the group” versus “societies in which the interests of the group prevail over the
interest of the individual” (Hofstede, 1991, p. 50). Collectivism perhaps is the most widely
used dimension to differentiate between cultures (Joy & Kolb, 2009). People in individualistic
countries are more concerned with themselves, while people in collectivist countries conform
more readily to the norms of the group. Individuals in individualistic countries feel free to
express their own views. Further, in a less collectivist and more individualistic culture, the
individual is the recognised social unit. The freedom to pursue individual pleasure and
individual initiative and achievement are accepted values. Communication is context
independent. They have a positive attitude toward trying new things (Hofstede, 1997; House
et al., 2004; Triandis, 1994).

Masculinity/Femininity focuses on the differences between social roles attributed to men and
women, and the expected behaviour of the two genders. Masculine cultures focus on
achievements and success. Feminine cultures are characterised by solidarity, equality, and
consensus seeking, and are concerned about social relationships. According to Hofstede
(1991), organisations in masculine cultures focus on rewards, recognition, training and
improvement of the individual. In cultures that place more emphasis on gender equality,
gender stereotypes and gender roles may be less pervasive, making the lived experiences of
men and women more homogenous. Women may be as just as educated and may be
employed in the same occupations as men (Joy & Kolb, 2009).

Many innovative projects are important opportunities for both young students and all citizens.
We can see how important collaboration on a team science project is for successful
intercultural understanding. Increasing awareness about the interactive nature of science
research for students and immigrants will improve communication outside the field for non-
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science citizens or visitors from abroad. Thus, it is a hecessary to be more adaptive to address
the new challenges.

2 METHODOLOGY

A comparative examination of research questions will provide different descriptions of an
education project partnership in the Czech Republic, specifically the project, SciChallenge, in
which a Czech university is a partner, and another intercultural initiative in Ukraine. This paper
therefore aims to provide a review of the available literature to date regarding the cultural
differences in learning styles in the context of Hofstede’s cultural dimensions to discover the
role of intercultural communication and the benefits of a knowledge-based economy, as these
benefits affect the communication.

3 RESULTS AND DISCUSSION

In the field of education, in liberal societies, multiculturalism is concerned with the creation of
a certain kind of individual, i.e. one who is tolerant of differences; however, the differences
are framed within certain national parameters and are controlled by the institutions of the
state. According to a study related to educating the national citizen in neoliberal times by
Mitchell (2003) addressing computerisation in the education and policy of three countries —
England, Canada and the United states, multiculturalism in education has shifted from a
concern with the formation of tolerant and democratic national citizens who can work with and
through differences to a more strategic use of diversity to gain a competitive advantage in the
global marketplace.

3.1 Multiculturalism in education and in educational policy in general

Currently, higher education institutions in Ukraine comprehend that without effective
international cooperation in the field of education and science, it is impossible to qualitatively
develop national higher education. The globalisation of world processes increases the
requirement for quality in the training of specialists and the availability of their respective skills
and qualifications. Globalisation and internationalisation in the field of education are being
generated by the growing need for international economic activity and intercultural
understanding, which, in turn, is produced by the global nature of the world’s processes and
means of sharing knowledge, technology and information. This is an objective process that is
dynamically developing. Considering the tendencies toward internationalisation in the field of
higher education, the recognition of educational programmes through international
accreditations, including regional ones, determines the development of cooperation between
higher education institutions in the establishment of globally recognised principles for the
quality of higher education.

The internationalisation of higher education is acquiring the features of a qualitatively new
stage, integration, which is creating the potential to meet a three-pronged challenge: achieving
a level of higher education that will meet the needs of modern international society; equalising
the level of national educational systems; and training skilled personnel for the national
economy. The integration of higher education is characterised by the comprehensive
convergence of the national educational systems, their complementarity, the transformation
of higher education into a globally open social system with civilised values and goals, the
inextricable link between its components and elements, the systemic nature of the elements
themselves, and the variability of regulatory regulation (Obolenskaya & Tsirkun, 2016).
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The most notable form of the internationalisation of higher education is the mobility of students
— the increase in the number of students studying abroad. The reason for the growth in the
number of students studying abroad is the increase in the market processes (Meshko &
Prysvitla, 2015). The international educational services market is transforming into a rapidly
expanding sector of the economy, the central elements of which are the international
marketing of universities and educational programmes with international accreditation. The
second most important form of the internationalisation of higher education is the mobility of
scholars (post-graduate students and doctoral students) and teaching staff, which is due to
both educational and research activity. The essence of the globalisation and integration
processes in the field of higher education and the peculiarities of their forms for the higher
education of Ukraine are considered, respectively, in the writings of Obolenskaya and Tsirkun
(2016), Khomeriki (2012) and Chbalala (2015).

Ukrainian higher education is striving to work within the framework of Horizon 2020 and
Erasmus + to conduct research and to enhance the academic mobility of teachers. For
instance, 83 organisations from Ukraine receive 17.23 million euros from the EU as part of the
Horizon 2020 programme. Among those organisations are higher education institutions,
research organisations, and private sector entities. In total, 505 Ukrainian organisations
participated in the preparation of 915 project proposals, with the expectation of a contribution
of 312.81 million euro from the European Commission. These results classify Ukraine in sixth
place among the Associated Countries, closely following Serbia and Iceland in both the amount
of participation and the contributions gained from the European Commission. At the same
time, Ukraine’s results in the amount of participation and the European Commission
contributions gained were three times greater than those of Tunisia, Boshia-Herzegovina or
Moldova. The potential of the country is greater, however. Further reforms are required in
Ukraine to create more favourable conditions for the intensification of cooperation between
Ukrainian science and industry and its partners from the EU and the other countries involved
in Horizon 2020 (Grishnova, 2014), because Ukraine became a new member of Associated
Countries in March 2015. Since then, Ukrainian organizations have been able to fully participate
in Horizon 2020 on equeal terms with the EU Member State and other Associated Countries
(European Union, 2018)

3.2 Education in STEM areas

In addition, STEM-education is actively being implemented in Ukraine. Part of the project
developed a regulation to support the introduction of STEM education, and accordingly, a
regional network center for STEM has been created to regularly hold scientific workshops and
other activities to improve the skills of the teaching staff in innovative activities for the STEM
fields, among other things.

As mentioned in the Introduction section, SciChallenge is an innovative project to promote
interest and education in the STEM areas (Science, Technology, Engineering, Math), as well
as career opportunities in these fields while collaborating with students from different
countries. The project is conceptualised as a digital contest, whereby young people between
10 and 20 years old develop their own projects, ideas and visions of a particular STEM field.
In order to be attractive to this target group, it integrates social media in all steps of the
contest through its platform. In order to support the contest, several Engagement Channels
were implemented in the platform. This includes profiles of research-intensive companies and
organisations. The platform also offers a directory of available internships, scientific events
and other awareness modules. Therefore, the main goal of the SciChallenge project is to
motivate and inspire young people to become interested in STEM and to introduce innovative
and effective teaching and education methods in schools. It is well known that education in
the fields of the (natural) sciences, technology, engineering and mathematics is closely linked
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with economic prosperity in the modern global economy. To address this issue and to increase
the number of students in these fields, it is important for students to establish a link between
theoretical knowledge and its application in solving real life problems, even very early in their
learning experience. Although the innovative project expands beyond classical education, the
benefits can particularly be seen in the creation of social identities and the reorganisation of
the relationship between capitalist economic development, the state and its citizen-subjects.

3.3 The corporate social responsibility of educational institutions

Modern Ukrainian higher education institutions emphasise the need for the implementation of
corporate social responsibility in educational institutions, which should be an initiative for the
overall restructuring of society through the participation of students as a particularly active
segment of the population.

In 2014, the Czech government chose a conceptual approach to this issue in the reform of the
university system. A key part of this is the strategic document, "National Action Plan for the
Corporate Social Responsibility of Organizations in the Czech Republic." The aim of the
strategic document, prepared under the authority of the Ministry of Industry and Trade in
cooperation with other stakeholders, is to contribute to the development of the concept of CSR
in the Czech Republic and its positive impact on the society, economic development and
competitiveness of the Czech Repubilic.

As noted by Grishnova (2014), the essence of university social responsibility is expressed in
the performance of functions, the responsible creation of high-quality educational services,
acting as a model employer, active participation in social relations in society and the local
community, and fairness in economic and political relations with its state and business
partners. A socially responsible university promotes social responsibility in society through its
transparent and ethical activities, high quality education, and the education of students and
graduates. The social responsibility of the university must be built on an understanding of the
needs of society. When considering higher education as a market commaodity, universities
should ensure that there is decent competition and that possible barriers to the development
and dissemination of professional knowledge are overcome. In addition, it should promote the
culture level, and the health and well-being of society on the path to globalisation. This is
necessary to formulate the principles of sustainable development and the implementation of
socially responsible activities in young students.

The results of the implementation of such an initiative may be as follows: the improvement of
the qualifications of university graduates to the level necessary to meet the requirements of
the modern labour market, the increase in youth employment, and the improvement of the
health and well-being of the community as a whole. Among the benefits of the implementation
of CSR in universities, CSR can impact the educational system through the reduction of the
following risk factors: unlawful arrangements, ineligible partners, inadequate faculty training,
inadequate care for students, unhealthy lifestyles and inactive public opinion.

Thus, the corporate social responsibility of the university is based on an understanding of the
needs of society, reducing barriers to the development and distribution of professional
knowledge, and increasing the level of culture, health and wellness of its students and
graduates. When considering higher education as a market commodity, universities should
ensure decent competition and the growth of social and reputable capital on the path to
globalisation. Regarding this aspect, the implementation of the practice of social and
responsible activities is crucial.

Thus, the dissemination of ideas for sustainable development is an impetus for the introduction
of socially responsible activities in educational institutions. Compared to Ukrainian educational
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institutions, for which corporate social responsibility issues are relatively new, foreign
universities have already developed this area to a high standard. Today, the role of universities
lies not only in the provision of educational services and the development of scientific research,
but also in the thorough development of the individual and the promotion of the sustainable
development of society.

After analysing the development of CSR among higher education institutions in Ukraine, it can
be concluded that this sphere of activity is relatively poorly developed among such educational
institutions and is insufficiently presented. In order to coincide with the rest of the world, the
main directions of the social activities conducted by domestic universities should be charity,
environmental care, and educational activities for the population. However, there are many
uncoordinated and imperfect activities. Furthermore, none of the Ukrainian universities have
a special unit or at least a post specifically designed for the development of social
responsibility. This is because there is a low level of awareness among the leadership of
universities about the necessity for the implementation of social responsibility. Further, there
is an insufficient level of awareness in educational institutions about the benefits of
implementing this activity. As a result, there is little interest in its implementation; a lack of a
unified approach to the implementation of the concept of development of social responsibility;
terminological uncertainty, etc.

In any case, from the perspective of CRS, Pamies and Papaoikonomou (2016), in their study
regarding the social role of firms and their responsibilities to society in the context of the role
of universities, emphasised that universities are multilevel learning environments. Thus, there
is a need to look beyond formal curricular content and pay more attention to implicit
dimensions of the learning process in order to create significant learning. They proposed an
integrative and holistic approach to guide the integration of ethics, corporate social
responsibility and sustainability in management education. Today, this is more important for
the university education system globally.

To sum up, the social responsibility of universities is primarily implemented through the
constructive role that they must play in society. Universities should develop a "learning society"
in Ukraine. At the same time, this role should be in line with the strategic challenges facing
modern universities in changing the world for the better. Therefore, the mission of the modern
university should not be only global and national, but also local, fulfilling a clearly useful role
for the local community in place where it is physically located and increasing the economic
awareness of the citizens.

CONCLUSION

Recent changes in the philosophy and practice of the national education systems in Ukraine
and the Czech Republic have taken many forms. The focus of this paper is on the knowledge
triangle, which comprehends friendly education research innovation as the basis for
sustainable economic prosperity and social inclusion in the context of intercultural
communication.

First, this research also provides evidence integrating Ukraine in the European research area.
Ukrainian higher education is subject to the framework of Horizon 2020 and Erasmus + in
conducting research and in the academic mobility of teachers.

Second, this paper addresses the question of what the current relationship between the
knowledge economy and the education system is. It involves not only international
collaboration in research incentives, but also includes citizen science and corporate social
responsibility, which aims to improve the knowledge and attitudes of all the stakeholders in
the education system. A comparative examination of the international innovations in the
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educational system allows an evaluation of the general relationship of the national education
systems and the knowledge economy to date. Modern Ukrainian higher education institutions
emphasise the need for the implementation of corporate social responsibility by educational
institutions, which should include initiatives for the overall restructuring of society through the
participation of students as a particularly active segment of the population. CSR is a key part
of the strategic document, "National Action Plan for the Corporate Social Responsibility of
Organizations in the Czech Republic." The aim of this strategic document, prepared under the
authority of the Ministry of Industry and Trade in cooperation with other stakeholders, is to
contribute to the development of the concept of CSR in the Czech Republic and its positive
impact on the society, economic development and competitiveness of the Czech Republic,
which is beneficial for all stakeholders.

Third, based on a review of the available literature related to the cultural differences in learning
style in the context of Hofstede’s cultural dimensions aimed at discovering the role of
collaborations among different cultures in the research, and at the same time, the STEM
initiatives for young students, we conclude that in collaborations on international projects, the
adoption of the values represented by the Hofstede dimensions will reduce the time spent by
participants addressing cross-cultural differences. Hence, multicultural teams are becoming
much more multidisciplinary, because these teams must be able to understand each other.
Thus, all the international initiatives are playing a key role in multicultural communication. We
found that science education research may have progressively become an important field
recognised by the international academic community.

Last, the social responsibility of universities is primarily based on the constructive role that
they must play in society. Universities should develop a "learning society" in Ukraine and in
the Czech Republic. At the same time, this role should be in line with the strategic challenges
facing modern universities in changing the world for the better. Therefore, the mission of the
modern university should be not only global and national, but also local, fulfilling a clearly
useful role for the local community in the place where it is physically located and increasing
the economic awareness of the citizens.

An interesting extension of this study would be the replication of Hofstede's dimensions in
both countries. This could be beneficial for the successful collaboration of students and citizens
in research science. In the content of capitalist economic development, the state and its
citizen-subjects it's a previous issue of current Danube Transnational Programme Capitalisation
Strategy. Although the innovative project expands beyond classical education, the benefits
can particularly be seen in the creation of social identities and the reorganisation of the
relationship between capitalist economic development, the state and its citizen-subjects.
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Abstract: The concepts of state interference in economic processes do not presume a general
replacement of the market mechanism by an alternative mechanism of the state, but only
reduction of the market failure, defined as inefficient market allocation of resources. The state
should only perform tasks and functions that the market does not fulfill or does it in an
unproductive way. In this context, particular attention should be paid to the regulation of the
pharmaceutical services market, as referring to basic personal human rights, i.e. life and
health, as well as the profession of pharmacist as a profession of public trust. The provision
of pharmaceutical services in Poland is subject to regulation on the basis of the Pharmaceutical
Law. The subject of the article is the analysis and assessment of selected legal regulations,
taking into account the economic aspect of changes in the regulation of the pharmaceutical
services market in Poland.
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INTRODUCTION

On the European Union market, which is based on a free-competition mechanism, there are
numerous changes due to the impact of micro-, meso- and macroeconomic factors. On the
one hand, these changes are accompanied by positive effects in the form of development of
enterprises, both those already operating on the internal market, as well as those whose
strategic objective is to enter this market and economic activity in the long-term perspective.
The desired effects of competition on the European single market are, above all, compliance
with free competition rules, limiting entry barriers, elimination of customs difficulties,
consistent eradication of monopolistic practices, inflow of foreign direct investments and
resulting increase in production, creating conditions for public procurement and the pursuit of
suppliers to uniform purchase prices and acquiring products at prices accepted from the
country where they are the lowest (Adamkiewicz-Drwitto, 2010). On the other hand, however,
not all market processes can be considered as a desirable effect of competition. It is pointed
out then that the market economy, in which the basic regulator of the ongoing processes is
competition, is burdened with certain imperfections. The imperfections of the market system
in such a situation become a justification for replacing or supplementing of the market
mechanism based on a free competition, by other decision-making processes, such as state
intervention. This intervention should follow the principle of proportionality and be in adequate
relation to the objectives assumed, including, in particular, protection of the public interest.
The indicated condition is significant in the area of services related to the range of personal
human rights, including health, carried out in the field of the profession of public trust, which

117



is the profession of a pharmacist. The primacy of the public objective achievement should not
lead to the depreciation of the economic objective to the extent undermining the economic
security of the conducted activity or generating an unjustified level of business risk.

1 LITERATURE REVIEW

The theory of market failure was initially based on the concepts of welfare economics, which
concerned the search for the efficiency of resource allocation in the meaning of Pareto. In
neoclassical economics, the Pareto optimum constituted such allocation of resources, the
change of which can not improve the situation of any individual without the deterioration of
the situation of another individual, and the improvement of the situation of one individual can
not be achieved without reducing the welfare of another individual. The basic points of welfare
economics assume effectiveness in the Pareto approach of every economy in which there is
market competition and the ability to achieve through the mechanism of market competition
any efficient allocation of resources in the meaning of Pareto, making an appropriate change
in the initial income distribution. Pareto optimum is therefore crucial to the question of whether
perfectly competitive markets lead to optimal allocation of resources. At the beginning of the
20th century, such considerations were introduced to economic analysis by A.C. Pigou, who
developed the problem of distinguishing between social utility and individual utility, creating
grounds for justifying state intervention due to the phenomenon of external effects (Pigou,
2017). He showed that the functions of enterprise marginal costs may not accurately reflect
social costs of production, and individual demand curves may not accurately reflect the social
benefits of consumption. In his research, Pigou focused on the existing span between private
and social benefits and between private and social costs. The costs that are considered by the
enterprise when determining activities to maximize profits are private costs incurred by the
enterprise. On the other hand, the enterprise does not incur social costs which are related to
the conducted activity (e.g. pollution of the environment), which means that there is a
difference between the private cost and the social cost in extreme situations. The free market
will therefore produce a surplus of goods whose social marginal cost is higher than the private
marginal cost. The occurrence of the above spans, i.e. external effects, as a result of which
the market demand and supply curves do not reflect adequately social benefits and costs, is a
justification for undertaking specific actions by the state.

Therefore, under certain conditions, a market in which there is free competition ensures
efficient allocation of resources in the meaning of Pareto, and the justification for state
intervention on the market appears when these conditions are not met. J.E. Stiglitz points to
the existence of six reasons that cause the market mechanism may not lead to effective
allocation of resources in the meaning of Pareto, naming these causes as types of market
failure (Stiglitz, 2000). These are: unreliability of competition, existence of public goods and
externalities, lack or incompleteness of certain markets, imperfect information as well as
unemployment and other macroeconomic distortions. Stiglitz also points out that even if the
market is effective in the meaning of Pareto, there are two more reasons justifying the state
intervention. First of all, market competition can lead to division of income undesirable from a
social point of view. Secondly, state intervention is justified when entities do not act in their
own genuine interest. This last argument for the state intervention in an efficient economy in
the meaning of Pareto is an expression of paternalism, or the view that the state should
intervene because it knows better than the citizens what is better for them. In other words, in
some cases, entities make wrong decisions about consumed goods, which justifies the state
introduction of regulations limiting the consumption of certain goods, as well as offering other
goods by the state, called socially desirable goods (merit goods).

The theoretical basis for the concept of market failure was formulated in the 1950s by P.A.
Samuelson, J. Medea and F. Bator (Cowen & Crampton, 2002). P. Samuelson considered in
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the field of welfare economics, among others, the concept of public goods and their effective
allocation (Samuelson, 1954), whereas in the F. Batora’s view of market failure it is the inability
of the price mechanism to maintain the desired and stop the undesired activities (Clifford,
2006). The imperfection of the market means a deviation from the conditions of perfect
competition and completeness of markets, that is, the existence of markets for all goods and
services that would ensure efficiency in Pareto's terms (Acocella, 2002). The functioning of
contemporary markets is far from the model of perfect competition, so promoted by the
classics and neoclassics, which is perfectly illustrated by J.E. Stiglitz, who stated that "[...] the
hand that Smith wrote about is invisible simply because it does not exist, and if it exists, it is
paralyzed" (Stiglitz, 2003, Stiglitz, 2004).

The theory of market failure has been developed with the assumptions of the new institutional
economics, which derives from the postulates proposed by R. Coase to introduce into the
economic analysis the concept of transaction costs, i.e. costs related to the use of the price
mechanism, which are the main reason for the formation of enterprises (Coase, 1937).
Transaction costs are the costs of social coordination or the costs of market functioning, which
means that on the one hand they are defined as all costs related to the transfer of ownership
from one exchange participant to another, and on the other hand, these costs include the
costs of seeking information and partners, negotiating contract terms, resolving any claims
related to contract performance, as well as costs related to uncertainty regarding, for example,
a price change. Coase indicated that since the use of the price mechanism entails certain costs
(e.g. costs related to searching and processing information necessary to determine market
prices, costs of negotiating and concluding contracts, and costs related to controlling their
implementation), it seems rational to replace the market mechanism with administrative
coordination.

According to Coase, an enterprise is created when its internal coordination system is less
expensive than the one that appeals to the market mechanism. In other words, in an economic
system that is based on economic freedom and competition, the condition for the existence of
an enterprise as a "small planned society" is to fulfil a coordination function at a lower cost
than the transaction costs necessary to obtain given goods by the market. This meant that in
the case of high transaction costs, coordination within the enterprise tends to replace market
regulation. However, if the costs of organization within the enterprise are higher than
transaction costs, regulation through the market mechanism regains its superior character in
relation to administrative regulations. This led to the market and the enterprise being
recognized as alternative and complementary ways of coordination. Optimal management of
the enterprise was therefore a result of comparing the costs of coordination within the
company and transaction costs related to the use of the market, while the enterprise itself is
a tool to reduce the costs of market functioning. From the point of view of marginal analysis,
this meant that the enterprise internalizes transactions until the internal marginal cost of
management equals the marginal cost of market transactions. These assumptions led to the
conclusion that an effective competition system is necessary not only for the existence of given
markets, but it is also necessary to shape the proper scope of the planning process within the
enterprise and thus to minimize management costs.

The Coase theorem implies that the use of explicitly defined and clearly determined property
rights in markets with external effects allows entities to negotiate lower costs, thanks to which
transaction costs are insignificant (Coase, 1960). As a result, the allocation of resources will
be effective, because only in a situation where transaction costs are high and thus limit the
ability of entities to make mutually beneficial transactions, the market allocation of resources
is disturbed by the transfer of property rights, and state regulation may reduce these costs.
However, it is important to also consider a situation when the introduction of regulation may
limit the benefits from the transaction, if this regulation imposes higher costs on market
participants. This means that state intervention is effective only when there are transaction
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costs, and the costs resulting from the need to adapt to regulation do not outweigh the benefits
of regulated behaviour.

The new institutional economics comes from the conviction that the factor defining the way
individuals operate, and in effect the operation of the entire socio-economic system, are
institutions, that is, the rules created as a result of striving to organize human interactions and
reducing uncertainty. The rules of conduct for people in social life are introduced by both
formal and informal institutions in order to limit opportunistic behaviour (North, 2004). The
former include legal norms regulating political and economic relations, among which ownership
and contract law play a significant role. Informal institutions are resulting from cultural heritage
moral norms, customs, traditions, religious beliefs and mentality of individuals. This concept
indicates that institutions allow to reduce uncertainty when entering into transactions between
entities, while at the same time reducing the transaction costs between contractors. The role
of the state here is to reduce transaction costs by introducing a system of economic and social
legal contracts or social principles that will allow for simple rules and low transaction costs.

2 METHODOLOGY

The subject of this article is the analysis of statutory changes in the field of pharmaceutical
activity performed in 2017, which in a fundamental way determined the regulation of the
pharmaceutical services market in Poland. Conducted considerations were included in the
context of the market failure theory, taking into account the specific nature of the pharmacy
activity as a public health protection facility, justifying the increased state interference in
shaping the pharmaceutical services market and rules for conducting pharmacy activity. The
article uses the method of analysing legal regulation.

3 RESULTS AND DISCUSSION

The functioning rules of the pharmaceutical services market in Poland are subject to the
regulation of the Pharmaceutical Law of September 6, 2001 (consolidated text OJ of 2017,
item 2211, hereinafter: a.p.l. or Pharmaceutical Law). According to art. 1 par. 1 of the Act,
this act regulates 1) the principles and procedure for the admission of medicinal products to
the market, taking into account in particular the requirements regarding the quality,
effectiveness and safety of their use; 2) conditions for conducting clinical tests on medicinal
products; 3) conditions for the manufacture of medicinal products; 4) requirements regarding
advertising of medicinal products; 5) conditions of trade in medicinal products; 6) requirements
for pharmacies, pharmaceutical wholesalers and non-pharmacy sales outlets; 7) organization
and functioning rules of the supervision system over the safety of using medicinal products
and monitoring the safety of their use; 8) tasks of the Pharmaceutical Inspection and the
powers of its authorities. The regulation of the rules for conducting retail trade in medicinal
products and medical devices, carried out by generally accessible pharmacies should be
considered as particularly important from the point of view of the availability of the medicinal
product and the health protection of the patient. When considering the issues of the
pharmaceutical services market in the context of conducting pharmacy activity, it should be
highlighted that according to art. 86 par. 1 and 2 a.p.l. the pharmacy is a public health
protection facility, in which the entitled persons provide, in particular, pharmaceutical services
consisting of 1) issuing medicinal products and medical devices, specified in separate
regulations; 2) preparing magistral drugs, within a period of not more than 48 hours of
submitting the prescription by the patient, and in the case of prescription for a magistral drug
containing narcotic drugs or labelled "to be issued immediately" - within 4 hours; 3) preparing
pharmacy drugs; 4) providing information on medicinal products and medical devices.
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Conducting pharmacy activity is characterized by dualism determined by the implementation
of two types of goals, i.e. an economic goal and a public goal. A generally accessible pharmacy
as a public health protection facility is at the same time an enterprise, and therefore a self-
financing unit whose activity is subject to the constitutional principle of economic activity
freedom.

Running a generally accessible pharmacy constitutes under Polish law a subject of national
rationing expressing the obligation to obtain by the entity intending to undertake pharmacy
activity a permit to run a pharmacy issued by a provincial pharmaceutical inspector and to
submit pharmacy activity to the supervision of the State Pharmaceutical Inspection authorities.
Restricting the freedom of pharmacy activity should be considered justified in the context of
ensuring the correct and full implementation of the objective of protecting public health and
the highest standard of pharmaceutical services in the area of the most important of human
personal rights, i.e. health. The concession character of the pharmacy business is also
correlated with the essence of the pharmaceutical service as a professional activity performed
professionally by a pharmacist within the profession of public trust. Restrictions on the freedom
of pharmacy activity by subjecting it to the authority and supervision of state organs are in
accordance with the provisions of the Constitution of the Republic of Poland (consolidated text
OJ of 1997 No. 78, item 483 with amendments, hereinafter: C.R.P.). According to art. 22 C.R.P
restricting the freedom of economic activity is permissible, but only on the basis of the Act and
only due to important public reason. The above issue is the subject of the Constitutional
Tribunal judgement, which indicated that restricting the freedom of economic activity can not
be done freely, and "justifying interference in the constitutionally guaranteed freedom of
economic activity can be done by only an important public interest, referred respectively to
the principle of proportionality” (Constitutional Tribunal, 2014). In this context, it is also worth
citing the view outlined in the doctrine of constitutional law, according to which “in any case,
when the implementation of a given objective can be sufficiently ensured by introducing certain
statutory restrictions on the freedom to conduct a business, the legisiator is not allowed in
order to pursue this objective to introduce restrictions on its implementation” (Ogonowski,
2012).

The total number of legal solutions indicated is of special importance in the assessment of
changes in the regulation of the pharmaceutical services market in Poland made in 2017. On
25/06/2017, the Act of April 7, 2017 entered into force amending the Pharmaceutical Law Act
(OJ of 2017, item 1015, hereinafter: a.a.p.l.). The Act introduced restrictions in the scope of
undertaking pharmacy activity, including subjective, geographical and demographic
limitations, transforming in a substantial way the existing principles of pharmacy activity, and
thus the pharmaceutical services market. By way of introduction, it should be pointed out that
the Pharmaceutical Law provisions before the indicated amendment came into force, i.e. from
the date the Act came into force on October 1 2002, always linked the right to run a pharmacy
with issuing the authorization by a public administration authority. The legislator did not
perceive the need to subjective limitation of the right to run pharmacies solely to the group of
persons having the right to practice as a pharmacist, seeing the guarantee of proper provision
of pharmaceutical services in the obligation to employ by a pharmacy business operator a
pharmacist holding a specific professional experience as a pharmacy manager (in accordance
with art. 88 par. 2 a.p.l., the pharmacy manager may be a pharmacist who has at least a 5-
year work experience in a pharmacy or a 3-year work experience in a pharmacy, if he has a
pharmacy specialization). Furthermore, in accordance with art. 90 a.p.l., only pharmacists and
pharmaceutical technicians could and can still work in a pharmacy while performing
professional activities within the limits of their professional qualifications. Frequently occurring
separateness between the recipient of the permit to operate a pharmacy and the recipient of
the right to practice as a pharmacist, was in correlation with the position of the Constitutional
Tribunal, according to which “the mere fact that someone may be subject to rights and
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obligations resulting from business activity in the form of running a pharmacy cannot conclude
that without having specialist knowledge it is dangerous for legally protected goods. This
danger may result only from factual activities, and these are strictly regulated and restricted
within running a pharmacy to persons with appropriate qualifications. There are a number of
activities within running a pharmacy, which may be carried out by the business entity itself
(e.g. renting premises, entering into a delivery agreement with a wholesaler and its
implementation, determining staff wages and providing a payment, transporting drugs, etc.)
However, these activities do not bring danger to legally protected goods and thus they do not
require pharmaceutical expertise. Therefore, in order to take legal action regarding
pharmaceuticals it is not necessary to have specialist knowledge to avoid the danger to legally
protected goods. The lack of such knowledge can at most expose the business entity to
economic losses"” (Constitutional Tribunal, 1992). Taking the above into consideration, it could
be concluded that there is no justification for introducing a subjective restriction of the right
to undertake pharmacy activity, and the existing solutions fully meet the objectives set.
However, the legislator decided to make a significant exclusion in this respect. Pursuant to the
amendment to art. 99 par. 4 a.p.l. the right to obtain a pharmacy permit has been limited,
and the application for it may now be submitted by: 1) a pharmacist with the right to practice
as a sole proprietor; 2) general partnership or a partner company whose business activity is
only to run pharmacies, and in which associates (partners) are only pharmacists with the right
to practice. The introduced change has a significant effect in two areas of undertaking
pharmacy operations. Firstly, it excludes the possibility of obtaining a license to run a pharmacy
by a non-pharmacist. Secondly, it reduces the scope of forms of running a business,
appropriate for undertaking pharmacy activity. According to art. 99 par. 4 a.p.l. within the
meaning before the amendment to the act, the right to obtain a license for running a pharmacy
was held by a natural person, a legal person and a commercial law company without legal
personality. The legislator, therefore, not only did not limit the scope of entities authorized to
obtain a permit, but allowed the undertaking of pharmacy activities in each form of running a
business, including in the form of limited companies (that are legal persons), i.e. limited liability
companies and joint-stock companies. The change of Pharmaceutical Law has limited the
scope of forms of conducting pharmacy activities only to: 1) sole proprietorship, 2) general
partnership, and 3) partner company, i.e. forms binding business activity with responsibility of
the entrepreneur entire property. When assessing the above changes, it is necessary to
consider both the aspect of their legal admissibility and the desirability understood as
correlation of the adequacy of the adopted solutions with the expected protection of the public
interest. Limiting the constitutionally guaranteed freedom of economic activity, however
permissible, requires special care in the substantive justification of the change. In accordance
with the position of the Constitutional Tribunal “it is in the interest of state to (...) create a
legal framework for business transactions that minimize the adverse effects of free market
mechanisms, if these effects are manifested in the sphere indifferent to the state because of
the protection of universally recognized values. In spite of the above, the legisiator can not
rationalize the freedom of business activity in any way, and art. 22 of the Constitution sets
two conditions in this regard. in the formal sphere it requires the restriction to be introduced
by law, and in the material sphere — that it should be justified by "an important public interest”.,
The << important public interest >> - although it is a grading category — can not be
interpreted extensively or lead to the restriction of another separate law, and the
constitutionally permissible limitation must be substantively justified so that in confiict with the
principle of free economic activity the axiological bill prevails in its favour” (Constitutional
Tribunal, 2008). Referring the limitation of the economic activity freedom to pharmaceutical
activity, the position of the Court of Justice of the European Union should be appointed,
according to which "with reference to the operator of a pharmacy who holds a djploma of a
pharmacist, it can not be denied that they seek profit, as well as other people. However, it is
recognized that as professional pharmacists, they run a pharmacy not only for profit, but also
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to fulfil their professional duties. Their private interest in making profits is, therefore, limited
by their education, professional experience and the responsibility which they have, given that
a possible violation of legal provisions or rules of professional ethics not only reduces the value
of their investment, but also undermines their professional existence. Unlike pharmacists, non-
pharmacists by definition do not have the education, experience and responsibility equivalent
to those of pharmacists. In these circumstances, it should be noted that they do not provide
the same guarantees as those provided by pharmacists. Consequently, a Member State may,
within the scope of its discretion referred to in point 36 of the present judgement, consider
that, unlike a facility operated by a pharmacist, running a pharmacy by a non-pharmacist may
pose a threat to public health, in particular to reliability and retail quality of medicinal products
distribution (...) " (Court of Justice, 2009). The change made in the Pharmaceutical Law,
therefore, contributes to the scope of the permissible restriction of the economic activity
freedom, however, leading doubts about the adequacy of the adopted solutions with regard
to the assumed objectives. Fully supporting the conviction that the implementation of services
included in the scope of public trust activities, in this case a pharmacist, is carried out in
particular with the highest level of diligence in case when the implementation of these activities
remains in the sole autonomy and decisiveness of the person performing the profession of
public trust, however, it is impossible to move away from legal conditions determining the
principles of restricting constitutional freedoms. Without regard for the primacy of
implementing by a pharmacy the superior goal of protecting public health, running a pharmacy
is an activity covered by specific legal protection. In accordance with the justification of the
parliamentary draft law amending the Act — Pharmaceutical Law, the necessity to change the
Pharmaceutical Law was dictated by the sum and scale of recorded infringements in the field
of pharmacies activities, including: 1) the risk of monopolization of the pharmaceutical market
by large international entrepreneurs, as a result of violating the statutory prohibition of
concentration of pharmacies above the permissible limit of 1% in the voivodship; 2) elimination
of small Polish entrepreneurs running pharmacies from the market, 3) development of the
inverted drug distribution chain; 3) degradation of the role and importance of the pharmacist
profession; 4) insufficient number of pharmacists, to the extent providing the appropriate level
of services; 5) lack of effective mechanisms harmonizing the objectives and principles of the
pharmacy activity as a public health protection facility with the goals and principles governing
the action of an entrepreneur running a business in the form of a generally accessible
pharmacy. Without denying the accuracy of the observations made, it should be noted that
they largely refer to the ineffectiveness of supervision of pharmacy operations and difficulties
in enforcing the existing law, rather than the weaknesses of the law as such. The law provides
for a number of solutions and sanctions appropriate for a given type of violation. For example,
in the pre-change approach to the Pharmaceutical Law, the art. 86a of Act a.p.l. formulated a
prohibition on the inverted distribution of medicinal products, stating that it is forbidden to
dispose of medicinal products by a generally accessible pharmacy or pharmacy outlet of a
pharmaceutical wholesaler, another public pharmacy or another pharmacy outlet. The
infringement of the above prohibition constituted, in accordance with art. 103 par. 1 point 2
a.p.l. basis for withdrawal by the voivodship pharmaceutical inspector of the permission to
operate a pharmacy, as well as, pursuant to art. 126b, a.p.l. an offence punishable by a fine,
restriction of liberty or imprisonment of up to 2 years. The above-mentioned provisions
remained in force unchanged.

In the light of the above indications, it is particularly controversial to as it was mentioned limit
the scope of pharmacy activity forms, binding running a pharmacy with the personal property
liability of a pharmacist as an entrepreneur. Forms of activity guaranteeing the most
advantageous business model of its recapitalization, i.e. the forms of: a limited partnership, a
limited liability company and a joint-stock company were excluded from the scope of
admissible forms of running a pharmacy. As a consequence, a person currently undertaking
pharmacy activities is obliged to invest own funds or operate basing on the scope of financial
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services most often in the banking sector. What is particularly important, the above restriction
applies only to people who undertake running a pharmacy after the Pharmaceutical Law
amendment, while the permits for running generally accessible pharmacies issued prior to the
date of entry into force of the Pharmaceutical Law are still valid, including the current form of
conducting business activity. The resulting change therefore generates a significant
polarization of the pharmacy market, to entities that have taken up pharmacy business before
the amendment of the act or who, before the amendment of the act, at least applied for the
pharmacy permit (and the entities can operate on the current basis, including in forms with
reduced property risk and more favourable financing model) and to entities that applied for a
license to operate a pharmacy after the amendment came into force and are obliged to operate
in forms involving the full liability of the person running the pharmacy and limiting the scope
of financing sources of its activities.

In pursuit of the statutory stricter regulation of the pharmaceutical services market, the
legislator also limited the number of pharmacies operated by one entity and restrictions on the
location structure of pharmacies determined by the demographic and geographic index, while
the aforementioned restrictions apply only to permits for running a pharmacy issued after the
amendment of the Act. It should be noted that Pharmaceutical law, in pre-legislative terms,
limited the number of pharmacies operated on a quantitative scale basis in the voivodship, i.e.
pursuant to art. 99 par. 3 point 2 and 3 a.p.l., according to which the license for running a
pharmacy does not appear if: 1) the entity applying for a permit operates more than 1% of
generally accessible pharmacies in the area of voivodship, or entities directly or indirectly
controlled by the entity, in particular subsidiaries within the meaning of the provisions on
competition and consumer protection, jointly hold more than 1% of pharmacies in the area of
voivodship, or 2) the entity applying for a permit is a member of a capital group within the
meaning of the Act on competition and consumer protection, whose members operate in the
area of voivodship more than 1% of generally accessible pharmacies. The indicated restriction,
currently in force unchanged, has significantly improved on the basis of art. 99 par. 3a points
1-3, a.p.l., according to which the pharmacy permit shall not be issued if the applicant,
associate or partner of the applicant company: 1) is an associate, and also a partner, in a
company or companies that jointly run at least 4 generally accessible pharmacies or 2) runs
at least 4 generally accessible pharmacies or an entity or entities controlled by them directly
or indirectly, in particular a subsidiary or subsidiaries within the meaning of the provisions on
competition and consumer protection, conduct at least 4 generally accessible pharmacies, or
3) is a member of the capital group within the meaning of the act on competition and consumer
protection, whose members jointly hold at least 4 generally accessible pharmacies. The
indicated restriction significantly reduces the possibility of market expansion, in particular of
entrepreneurs with a network of pharmacies, which should be considered as a manifestation
of striving to strengthen the quality of services at the expense of the quantitative factor. The
adopted solution only affirms and consolidates the existing situation, within which
entrepreneurs who have developed the structure of pharmacies run, determining the local or
regional market of pharmacy services, will remain in a dominant position. Limiting the number
of pharmacies concerns only permits for running pharmacies issued after the amendment of
the Act. As a consequence, entities that have developed the structure of pharmacies run to a
number far exceeding the indicated ratio of 4 pharmacies, may still carry out pharmaceutical
activities in the current organizational and subjective structure, and the restriction indicated
only has the effect of preventing the further development of this structure. This solution could
be regarded as anti-monopolistic if it were not for the effect of simultaneously significant
limitation of the development of new pharmacy activity structures, and thus reducing the
market competitiveness factor. The limitation of the development and dynamics of changes in
the pharmacy market is particularly reflected in the restriction of the pharmacies location due
to the demographic and geographical coefficient, introduced pursuant to the amendment of
the Act. According to art. 99 par. 3b a.p.l., the permission to run a pharmacy is issued if, on
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the day of submitting the application for a permit, the number of residents in a given
municipality, calculated per one generally accessible pharmacy, is at least 3,000 people and
the distance from the planned location of the pharmacy to the nearest generally available
pharmacy, counted between the entrances to the dispensing areas of pharmacies in a straight
lineg, is at least 500 meters. It should be added that in accordance with art. 99 par. 3c the
number of inhabitants is determined as the number of population actually residing in the area
of a given municipality, as of 31 December of the year preceding the year in which the entity
applying for the pharmacy permit submitted an application for a permit. The indicated
provision raises certain difficulties in the interpretation and application, including in particular
the possibility of conducting annual statistical surveys determining the number of residents in
each municipality as of 31 December. However, leaving the strictly legal restrictions, it should
be noted that with the existing structure of the pharmacies location, the use of the indicated
demographic and geographical coefficient may result in excluding the location of new
pharmacies. This solution may also lead to the termination of pharmacy operation in the event
that the person running the pharmacy loses legal title to the premises and is forced to change
the place of its operation, and the demographic or location coefficient will make it impossible
to establish a new location.

Taking into account the whole of the considerations made, the changes in the regulation of
the pharmacy market and, consequently, pharmaceutical services in Poland, should be
considered as having a legal basis, but at the same time debatable in terms of adequacy of
adopted solutions in relation to the assumed objectives. While recognizing the primacy of
implementing by a pharmacy the protecting public health goal over the economic goal is not
doubtful, the nature and effect of the statutory changes raise the question of their importance
for strengthening the public goal at the expense of the economic goal. However, the final
answer requires determining the consequences of changes in the long-term.

CONCLUSION

The concepts of state interference in economic processes do not assume a general
replacement of the market mechanism by an alternative mechanism of the state, but only the
reduction of market failures, which are understood as inefficient market allocation of
resources. The state should carry out the tasks and functions, which the market does not meet
at all or does it in an ineffective way. The theory of market failure shows that the market
mechanism can be disrupted and, consequently, does not lead to a balance situation in the
meaning of Pareto. The main causes of market failure include problems related to market
power, external effects, the existence of public goods and imperfect information. The strength
of the market is connected with the improper structure of competitors or suppliers and
recipients, and in practice it is most often reflected in a situation when one or several
enterprises have large market power, thus acting in the absence of competition (e.g. a
monopolistic or oligopolistic market). Such a state of non-competition on the market leads to
an increase in the prices of individual goods and services. On the other hand, external effects
in the form of benefits or external costs cause that the activity of market participants has a
positive or negative impact on third parties. A similar situation occurs in the case of public
goods, which by their nature benefit all entities, because they can not be excluded from using
them. The benefits of public goods are indivisible, which results in the inability to restrict access
to them to entities that refuse to pay for them. Hence, the allocation of resources for the
production of public goods is insufficient, because private entities in accordance with the
principle of maximizing profit can not generate adequate income from their production. This
means that in @ normal market situation companies are not really interested in producing
public goods, which implies the need for them to be provided by the state.
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State interference in the market mechanism is also justified due to incomplete information on
the market or its asymmetry. According to J.E. Stiglitz in the case of imperfect information and
incomplete market, the functioning of the market mechanism is most imperfect (Stiglitz, 2006,
Stiglitz, 2017). He emphasized that since even a small asymmetry of information can lead to
serious disturbances in market balance, without the intervention of institutions limiting this
asymmetry, the market allocation mechanism may be ineffective, which legitimises the
correction by the state of market imperfections. The result of imperfect information and
asymmetry of information can be transaction costs, agency costs, moral hazard or negative
selection, which in turn lead to ineffective market results.

Coase's new approach to the problem of social and private production costs leads to a
modification of the conclusions regarding the involvement of the state in the economy. It
undermines the assumptions on which A.C. Pigou analysis was based regarding the
discrepancy between social and private cost, and consequently weakens the arguments
justifying the interference of the state in the market mechanism in the event of negative
external effects. Negative external effects can not be a determinant of state intervention, if
they are considered as a problem of choice in conditions of resource scarcity. This thesis
implied that in the absence of transaction costs, negotiations taking place as part of the
exchange process, which is understood as exchange of property rights between entities or
transfer of legal rights, lead to maximization of prosperity, which takes place regardless of
responsibility distribution for external effects. Free market allocation of resources is therefore
justified when there are no transaction costs, which in relation to reality is a purely theoretical
assumption. Therefore, Coase theorem is not to be equated with the claim that state
interference in economic processes can not lead to increased prosperity, but rather with the
claim that the effectiveness of state intervention should not be assumed in advance, because
it entails costs to be considered in relation to the benefits of applying certain state regulations.

Referring the above claims to the regulation of the pharmaceutical services market, it should
be recognized that due to the special nature of pharmaceutical services, as of the profession
of public trust and concerning the most important sphere of human life, i.e. health, the
application of the increased state intervention mechanism should be considered justified and
with constitutional legal basis. However, the implemented solutions should remain closely
related to their impact on strengthening the public purpose protection. Restricting the freedom
of economic activity, including in particular the right to take it, should be in direct relation with
ensuring the highest standard of pharmaceutical services provision. Making changes that do
not meet the above assumption may be considered unjustified. As a consequence, it may lead
to limiting the benefits of the market competitiveness principles while at the same time lack
of strengthening the protection of public health, and perhaps also indirectly to weakening the
implementation of this objective.
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Abstract: The negative impact of the textile and clothing industry on both society and
environment cannot be ignored. Social and environmental problems caused by the industry
are raising consumer awareness and attracting media interest. As a result of that interest and
the activities of non-profit organisations, international society demands responsible behaviour
from the industry. In order to respond to such pressure, the textile and clothing companies
have started to regulate their operations and communicate about them. One of the most
popular ways of communicating social responsibility of the textile and clothing organisations
is through social and eco-labelling. The aim of this article is to review the CSR approach,
adopted by the textile and clothing industry, with a special focus on social and eco-labelling
as the “public face” of that approach. Analysis of the Polish textile and clothing industry will
be conducted and the recommendations will be formulated on the basis of social and eco-
labelling usage, as a tool of the CSR communication.

Keywords: eco-labels, social-labels, textile and clothing industry

JEL Classification codes: M11, M14

INTRODUCTION

The textile and clothing industry is highly labour-intensive and resource—intensive, and that is
why it creates numerous social and environmental problems. Companies look for cheap
workforce all around the globe, therefore, the production process is commonly transferred to
those countries with dense population and low wages, such as China and India (Diviney and
Lillywhite, 2007). What is more problematic, according to SOMO and the AntiSlavery
International reports, is that people producing clothes regularly experience human rights’
violations. The sector is also said to be challenging child labour and modern slavery in the
form of bonded labour (FashionUnited, 2016).

While consumption is often used as a key driver for economic growth, it also causes
environmental problems (Sheth et al., 2011). According to Forbes, consumers purchase 400%
more clothing today, then they did 20 years ago. Worldwide shoppers consume approximately
73 million tonnes of textiles a year. From a negative environmental impact, starting at the
beginning of the supply chain with the production of fibres, to the end of the product life-cycle
as fashion, whilst becoming more and more disposable, the industry is considered to be the
second biggest water polluter after agriculture, and the second dirtiest industry after big oil
(EcoWatch, 2015).

As shown by the 2015 Cone Communications/Ebiquity Global CSR Study, textile and clothing
organisations cannot conduct their business without their ecological footprint and social
(mostly labour working conditions) impact being watched by consumers. 9 out of every 10
consumers expect companies to operate responsibly to address social and environmental
issues. A study also indicates that 81% of consumers would make personal sacrifices to
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address social and environmental issues. On the other hand, the OECD research evaluating
the quality of CSR communication with customers found that textile and clothing
manufacturers employ almost all available CSR tools, and they are more successful in doing
this, than the other analysed sectors and industries (Fliess et al., 2007).

The purpose of this paper is to analyse the usage of eco and social labelling as a widely
recognised CSR information source for customers, with the focus on the CSR labelling that
applies to textile and clothing products. The literature review will present a brief overview of
the textile and clothing industry, and further present the key social and environmental
challenges that the industry creates. Furthermore, the eco and social labelling will be presented
with a special focus on the CSR labels dedicated to the textile and clothing industry. Finally,
analysis of the social and eco labelling in the Polish textile and clothing industry will be
conducted, and the recommendations will be formulated on the basis of social and eco-
labelling usage, as a tool of the CSR communication.

1 LITERATURE REVIEW

The “Literature review” section will define and shortly characterise the textile and clothing
industry globally and in Poland. Then the social and environmental impact of the industry will
be presented. Finally, the development of the eco and social labels as the CSR communications
tools will be discussed.

1.1 The textile and clothing industry

According to the European Union, the textile and clothing industry is: “a diverse and
heterogeneous industry which covers a great number of activities from the transformation of
raw materials into fibres, yarns, and fabrics, that in turn, enter into the production of e.g. hi-
tech synthetic textiles, wool, bed-linen, industrial filters, geo-textiles, and clothing, and are
used in multiple applications e.g. garments, sports equipment, household, furniture, civil
engineering (construction, automobiles, and aircraft), and medical textiles (European
Commission, 2011, p. 5).”

The global fashion industry (which includes clothing, textiles, footwear, and luxury goods) is
worth an estimated $3 trillion (Companies & Markets, 2013), and according to McKinsey,
(2015), has “outperformed the overall market and every other sector across geographies for
more than a decade” — more profitable than even high-growth sectors like technology and
telecommunications. According to statistics, around 57,8 million people work within the
clothing and textiles sector worldwide (ILO 2014).

The textile and clothing sector is also of high importance for the European manufacturing
industry, playing a crucial role in the national economies and social well-being in many regions
of Europe. The sector accounts for a 3% share of value added, and a 6% share of employment
in total manufacturing in Europe. The sector in the EU is based around small businesses.
Companies with less than 50 employees account for more than 90% of the workforces, and
produce almost 60% of the value added. According to data from 2013, there were 185, 000
companies in the industry, employing 1.7 million people. In reality, many of those 1.7 million
workers in the region live in poverty, face perilous work conditions, including forced overtime,
and have accumulated significant debts. These European sweatshops employ cheap, yet
experienced and qualified workers (Paluszek, 2015).

The Polish textile and clothing industry has a long tradition, but after 1990, its scale and
significance was gradually diminishing, due to the country’s economic transformation.
However, the Polish textile and clothing industry has still a strong position in the EU, ranking
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8th in terms of sales volume, 3™ in employment, and 2" in the number of companies.
(Paluszek, 2015). In 2013, the sales volume was estimated at around 6,5 billion PLN, and the
clothing companies employed 97, 2 thousand people (in 1991, it was over 600 thousand
employees). As with the EU, the industry is very fragmented - about 86% of clothing producers
are referred to as small enterprises, employing less than 50 workers. A problematic factor is
that most of them produce in the OPT system (Outward Processing Trade), which means that
clothes are only made in Poland, according to the designs of foreign companies, using their
materials, and often also their machines. As presented in the Clean Clothes Campaign
research, due to a highly skilled workforce and proximity to the selling markets, Polish clothing
factories are mostly contracted to manufacture high quality clothes for foreign brands. The
lack of their own brands drives the management of clothing companies’ “cost savings”
connected with an “increasing efficiency” approach, which leads to excessively low wages,
health hazards, poor legal protection in case of illness, and the fact that holiday leave rights
are rarely exercised (Paluszek, 2015).

1.2 The social and environmental impact of the textile and clothing industry

Several authors and organisations have analysed the textile and clothing industry (Allwood et
al. (2006), Ross (2009), Dickson et al. (2009), Gwilt and Rissanen (2011), Gardetti and Torres
(2013), and concluded that as “one of the most global industries in the world, with closely
co-ordinated production and distribution lines spread out in regions, with great variations in
government regulation, employment and environmental protection, and wage levels,” (Perry
and Towers, 2013, p. 7), the textile and clothing industry creates multiple environmental and
social challenges.

As a labour-intensive industry, it might be associated with child labour, modern slavery, and
mostly commonly, violation of human rights through dreadful working conditions, putting
health and safety of the workers in danger through the whole supply chain. CSR issues,
especially regarding labour rights, in the textile and clothing industry, gained widespread
attention after the deadliest disaster in the history of the industry in 2013, when the Rana
Plaza, factories producing clothing for Western brands, collapsed, killing 1,137 people
(Institute for Global Labour and Human Rights, 2014). After the catastrophe, governments,
businesses and activists became more concerned with the labour rights and transparency in
supply chains (Chandran, 2016).

As a resource-intensive sector, it generates negative impact, starting with fibre production,
which uses pesticides, oil and causes the wastage of large amounts of water. More than 20%
of the registered levels of water pollution has been caused by the textile industry in China,
Turkey, and Indonesia. The percentage of water level pollution is also the same in the Eastern
European area, for example, in Romania and Bulgaria, and in Macedonia, with even more than
44 % (Paraschiv, Tudor & Petrariu, 2015). Cotton, as the world's most commonly used natural
fibre, also has devastating effects on the environment, and more consumers are becoming
aware of this. Cotton is extremely water-intensive, specifically requiring 6,400-15,500 litres
per pound of cotton. Whilst only 2.4 % of the world's cropland is planted with cotton, it
consumes 10% of all agricultural chemicals and 25% of insecticides. Some genetically modified
varieties, which are resistant to some insects and tolerant of some herbicides, now make up
more than 20% of the world's cotton crop (EcoWatch, 2015). Spinning, dyeing yarn, weaving,
finishing and tailoring, all with the engagement of chemical products, create this waste of
water and energy.

Martinez and del Bosque (2014) state, that the biggest concern about the environmental
aspect is coming from fast growth in consumption. That can affect, for example, environmental
breakdown risks and limits for ecosystem resources. In 2015, the worldwide consumption of
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textiles reached about 73 million tonnes, and is expected to grow at nearly 4% annually,
through to 2025, but only 20% of textiles are recycled each year around the world. In the UK,
for instance, roughly two million tonnes of clothing and textiles are thrown away every year,
and merely 16% of that waste is ever reused (WRAP, 2015).

Ulkii and Hsuan, (2017), have highlighted the fact that consumers are more and more aware
and demanding as concerns environmentally friendly products, and that leads to growing
pressure for companies to compete and operate with socially responsible products. However,
companies can become truly socially responsible, only through the integration of social,
environmental, ethical, consumer, and human rights’ concerns into their business strategy and
operations, and by following the law (European Commission, 2017). According to Dickson and
Eckamn, in the case of the textile and clothing business, CSR involves:

e An orientation encompassing the environment, its people, the apparel/textile products
made and consumed, and the systematic impact that production, marketing, and
consumption of these products and their component parts has on multiple stakeholders
and the environment.

e A philosophy that balances ethics/morality with profitability, which is achieved through
accountability-based business decisions and strategies.

e A desire for outcomes that positively affect, or do very little harm, to the world and its
people (Dickson and Eckman, 2006, p. 188).

Due to the structure of the textile and clothing industry, a company cannot claim its
commitment to CSR, when multiple violations are present in its supply chain. Perry and Towers,
(2013), postulate that an enterprise is only as socially responsible as its supply chain. Managers
must choose the right suppliers that will fulfil their duties, but also uphold responsible
behaviours and address social and environmental issues.

On the other hand, being socially responsible can be a key competitive advantage in the textile
and clothing industry. If, for example, the company is able to create a green or ecological
brand image amongst its consumers, that positively affects on the value of the brand, it can
thus, also have an effect on the economic good (Bekk et al., 2015). Leading fast fashion brands
such as H&M, Nike, and C&A, have already promised, that all their cotton products will be
organic or made from so-called better cotton by the year, 2020. Those brands have already
noticed that, nowadays, whilst many consumers are aware of buying organic food, there is
also a trend to buy organic fabrics and textiles. In the year, 2013, Organic labels conducted
a survey of 420 respondents, and 12% declared that they would prefer organic cotton products
(PRNewswire, 2015). Textile and clothing industry companies could increase the percentage
of customers preferring organic cotton products and other socially responsible products, by
conducting educational campaigns, as well as using eco and social labels.

1.3 Eco and social labels

Labels are “any words, particulars, trademarks, brand names, pictorial matter, or symbols, on
any packaging, document, noticeboard, or collar, accompanying or referring to a product (EEC
REG 2092/91)” (Fliess et al., 2007, p. 20). CSR labelling is recognised as an effective tool of
the CSR communication (Uusitalo and Oksanen, 2004, Howard and Allen, 2006; Fliess et al.,
2007;). CSR labels can be classified, using several criteria:

a) the issue covered - we can differentiate between environmental (e.g. organic), social
justice (e.g. Fair Trade), and animal welfare (e.g. cruelty free) (Hartlieb and Jones,
2009).

b) the quality - the International Organisation for Standardisation (ISO) categorises CSR
labels into three types.
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e Type I CSR labels are process-based, third-party labelling schemes (e.g. the Eco
label).

e Type Il CSR labels are self-declarations — that is, general claims (e.g. ozone friendly)
appearing in a written or symbolic (pictorial) form, not backed up by a third party.

e Type III CSR labels are performance-based, third-party labelling schemes (e.g. Fair
Trade), (D’Souza et al., 2007; Galarraga, 2002).

c) the awarding body - we can differentiate between a self-awarded or self-declared,
industry body, NGO-led, partnerships (most frequently between business and NGOs),
or governmental labels (Zadek et al., 1998).

According to Subrata, (2008), social and eco-labels can achieve several goals, such as
improving sales or the image of a labelled product or brand; building consumer awareness
about the environmental impact of products; improving the quality of the environment; and
encouraging the sustainable management of resources. However, the most important goal of
social or eco labelling is to support the demand and supply of those products that cause less
harm to the environment, thereby stimulating the potential for market-driven social and/or
environmental improvement (Subrata 2008).

Eco-labels serve a key role in transmitting information about standardised and certified
processes related to a product (Thomas, 2008; Moore et al., 2009; Sherbourne, 2009), and
are believed to be market-based, cost-effective, flexible, and consumer-driven instruments,
which includes the consumer and consumption patterns in the solution to environmental
problems (Austgulen et al, 2013). In 2018, worldwide, we can find 464 eco-labels, which can
be very confusing and signals the possibility of using them more as a marketing than a CSR
tool. That is why there is a need for standardisation of eco labels, in order to avoid
miscellaneous and misleading labels, which might be used only to “greenwash” products, so
they look more sustainable than in reality (Moore et al., 2009).

Compared with the ecological labels, social labels are relatively new. Most of the social labels
that are applied today, were created in the 1990s (Dickson, 2001). It is difficult to estimate
the number of social labels, but as the negative social impact of globalisation is one of the key
concerns of the CSR agenda, we can assume that the number will be dynamically growing.
The key goal of the social label is to confirm the company or brand respect for workers’ rights,
occupational health and safety rules, as well as its involvement in the well-being of local
communities, and in fair terms of trade. Many social labelling systems have been designed, to
provide consumers living in developed countries, with information about producers operating
in developing countries (Koszewska, 2011).

The enthusiasm for launching new social or environmental labelling standards, both third-party
and self-controlled, creates consumer confusion. A survey done by the Norwegian National
Institute for Consumer Research (Sifo), indicates that the Norwegian consumers find it difficult
to understand what each label stands for (Austgulen et al, 2013). In addition, retailers, brands,
and textile manufacturers, find it difficult to navigate through the growing number of various
standards (Eco-textile labelling guide, 2014). The textile industry, in particular, is now facing
an explosion of various textile labelling concepts - of the 464 eco-labels identified worldwide,
108 are cover textiles (Ecolabel Index, 2018). Fortunately, the integration process is already
taking place, especially with textile standards having similar aims, such as Global Organic
Textile Standard (GOTS), which is an international organic cotton standard that has emerged,
and is harmonised by various organic cotton labelling standards from Britain, the US, and
Germany (GOTS, 2013).

One of the emerging trends is developing the labels by retailers themselves, especially
practised by the key fast fashion brands, such as Mango (Committed), Zara (Join Life), C&A
(BIO C&A), H&M — (Conscious), KappAhl — (Green Choice — representing the group of 7 eco —
labels, namely: organic fibres, recycled fibres, from more sustainable cotton sources, vegetable
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tanned leather, Tencel®, organic cotton, and organic cotton blended). The fast fashion brands
also introduce labels that can be defined as eco-education labels, which support their
customers in more sustainable usage of the products — for example, Clever Carer label
introduced by H&M).

Although labelling is a generally accepted and welcomed source of information that can present
a company as a socially responsible organisation, its influence on most consumers continues
to be relatively weak. Despite the potential of a label to become a source of competitive
advantages, only a limited number of brands have a label. According to Fliess et al., (2007),
CSR labelled products represent niche markets, accounting often for no more than 2% of
consumption of the relevant category of products. This scenario is also the case for Poland.
According to Rudnicka, (2014), labels are important for only 12,88% of Polish customers as
the key decision-making factor. On the other hand, certain eco and social labels are rather
well known by them: 53.47 % of respondents (n=466) know the Fair Trade label; whilst
34.76% are familiar with the EU’s Ecolabel; 20,39% recognise the GOTS label; and 16,74%
are no strangers to the STANDARD 100 by OEKO-TEX. Those results are consistent with the
research conducted by Koszewska, (2011), according to which, the best-known CSR label is
the EU’s Ecolabel (every fifth Polish consumer noticed the label attached to textile products),
followed by the GOTS label, recognised by almost 19% of Polish consumers, and closely
followed by the STANDARD 100 by OEKO-TEX, acknowledged by 18.2% of Polish consumers.

2 METHODOLOGY

In order to evaluate the usage of eco and social labels in the Polish textile and clothing
industry, the data was collected from two sources. First, the usage of the eco and social
labelling was evaluated among the 20 biggest Polish companies operating in the textile and
clothing sector, and listed on the Warsaw Stock Exchange Clothing index. On the WIG clothing
index, 23 companies are listed, but the ones representing cosmetics and jewellery sectors
were excluded. The study examined the official company webpages of the companies covered
by the study, to find out whether the companies offer any eco or social label.

The second source of data was the webpages of the six organisations granting eco and social
labels. This is due to the industry’s fragmentation — (about 86% of clothing producers are
referred to as small enterprises, employing less than 50 workers). It was assumed that those
companies would use labels more frequently, as they often serve the niche markets. As the
list of social and eco- labels, as presented in the Literature Review section, is very long, the
research focused on the three most popular labels in its category, namely EU Ecolabel, the
Global Organic Textile Standard (GOTS), and the STANDARD 100 by OEKO-TEX®, in the eco-
label category; and Fair Trade, Fair Wear Foundation and GoodWave in the social labels
category. The aim of the examination was to assess the number of Polish companies that have
obtained certain labels.

3 RESULTS AND DISCUSSION

Table 1 presents the data gathered in the first stage of the study — the analysis of the 20
companies listed on the WIG Clothing index. The results are very pessimistic, as among the
biggest companies of the textile and the clothing industry, only one company has eco and
social labels. It should be mentioned that the company is LPP — which was one of the
companies, for whom production was conducted in the Rana Plaza factory (The Cropp brand
labels were found after the catastrophe).
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Tab. 1 Eco and social labels offered by Polish textile and clothing companies listed on the
WIG Clothing index.
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Tab. 2 presents the results of the second stage of the analysis, from the perspective of the
organisations granting eco and social labels. No Polish product from the textile and clothing
industry offers the EU’s Ecolabel, and only 14 products offer the GOTS label. In the case of
the Standard 100 by OEKO-TEX, we have 151 certified products, but only 32 are classified as
end-user, ready made goods. The situation looks even worse when it comes to social labels —
as only one company offers the Fair Trade label, and only 2 companies offer GoodWave labels.
No company offers the Fair Wear Foundation label.

The textile and clothing industry is considered to be one of the most globalised, and with the
very long supply chain, it includes: obtaining and processing raw materials; i.e. the preparation
and production of natural and manufactured textile fibres; the production of yarns and fabrics;
finishing activities which give textiles visual, physical and aesthetic properties that consumers
demand; and finally, transformation of the textiles into garments that can be either fashion or
non-fashion garments (the so-called ‘clothing industry’) (Gardetti and Torres, 2013). As a
result, the industry creates a number of environmental and social challenges, which have led
to a range of initiatives to address the situation. More and more firms seem to understand that
growing consumer awareness demands respect from the brands, in terms of the principles of
ethical conduct, people, and the natural environment. Certification, such as social and eco-
labels, plays an important role in giving credible assurance to end consumers that products
comply with social and environmental standards.

Analysis of the social and eco labels usage, by the Polish textile and clothing industry, has
revealed that CSR labels are a rarely used tool among Polish companies. Only one of the 20
biggest clothing companies offers the CSR labels. CSR labels are also rare among small
companies. Only 3 companies offer social labels, and less than 50 end-user products offer eco-
labels.

The above results allow the formulation of the two main recommendations. Firstly, social and
eco labelling should be used for competitive advantage. As it is difficult, within the textile and
clothing industry, to compete by the price of the product or its design — it can be relatively
easier to win consumers by offering sustainable products. Sustainable brands have now gained
in importance, and many clothing companies, often small and medium enterprises (SMEs),
have not only introduced various social or eco- labels on their clothes, but also created entire
collections or positioned themselves as socially and eco-friendlier brands (Sifo, 2013).
Secondly, CSR labels should become an important tool to navigate the customer’s shopping
process. As 70 to 80 percent of purchase decisions are made in the retail shop (Berglund &
Boson, 2010), CSR labels can support the decision making, assuming that, with time, more
environmentally friendly and socially responsible products will be produced and introduced to
the market. Simultaneously, it must be highlighted that consumers have a limited knowledge
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of eco- and social labels, and of what each label stands for. The growing number of CSR labels
only serves to aggravates this situation. That is why companies willing to use those labels,
must also engage in the education of their customers.

Tab. 2 Eco and Social Labels offered by Polish products/companies.

and knitted fabrics, accessories, such as buttons, zip fasteners,
sewing threads or labels, ready-made articles of various types.

Name of the Characteristics of the label Number of
label labelled
products/com
panies
Eco — labels (product related)
EU Ecolabel |EU certificate granted to textile products, which meet criteria that| 0 products
guarantee: limited use of substances harmful to health and the
environment, reduction in water and air pollution, colour resistance
to perspiration, washing, wet and dry rubbing, and light exposure
The Global Recognised as the world's leading processing standard for textiles| 14 products
Organic made from organic fibres. It defines high-level environmental criteria
Textile along the entire organic textiles supply chain, and requires
Standard compliance with social criteria as well.
(GOTS)
The A worldwide, consistent, independent testing and certification| 151 products
STANDARD |system for raw, semi-finished, and finished textile products at all
100 by OEKO- |processing levels, as well as accessory materials used. Examples of
TEX® articles that can be certified: raw and dyed/finished yarns, woven

Social — labels

(company related)

Fair Trade

The international Fairtrade system - made up of Fairtrade
International and its member organisations - represents the world's
largest and most recognised fair-trade system. Fairtrade
International licenses the use of the Fairtrade Textile Production
Mark, to companies that build fully certified supply chains, in
accordance with the Fairtrade Textile Standard, the Fairtrade Fibre
Crops Standard, and/or the Trade Standard.

1 company

Fair Wear
Foundation

Fair Wear Foundation works with brands, factories, trade unions,
NGOs, and sometimes governments, to verify and improve
workplace conditions in 11 production countries in Asia, Europe, and
Africa. FWF’s more than 80 member companies represent over 120
brands, and are based in Europe; the members’ products are sold in
over 20,000 retail outlets in more than 80 countries around the
world.

0 companies

GoodWave

This label replaced the Rugmark label in 2009. The aim of the
GoodWave is to combat illegal child labour in the rug industry,
demand adequate wages and working hours, as well as safe and
hygienic working conditions in the rug industry, organise social and
educational programmes for former child workers, control the
adherence to minimum environmental standards.

2 companies

Source: Own study
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Some limitations of this study need highlighting. First, only the 20 biggest companies were
researched, and only by the analysis of their webpage content. Second, the data collection
was limited to a certain number of eco- and social labels, so we cannot generalise our results
in relation to the whole CSR labelling context and, as a consequence, more specific research
is needed in this area. Consequently, future research should be focused on the consumer’s
approach to the eco- and social labels, and the barriers on the companies’ side to offering eco
and social labels most appreciated by customers.

CONCLUSIONS

Social and environmental problems caused by the textile and clothing industry are well defined
and widely discussed but difficult to eliminated as the industry is labour- intensive and
resource-intensive. On the other hand, building strong brands without customer trust and
positive attitude is impossible. That is why the textile and clothing brands employ most of the
available CSR tools, including eco and social labelling, often industry specific. Unfortunately,
those practices are not implemented globally. In case of Polish textile and clothing industry
CSR labels are rarely used - only 3 companies offer social labels, and less than 50 end-user
products offer eco-labels. What is more, only one of the 20 biggest clothing companies offers
the CSR labels. As according to the 2015 Cone Communications/Ebiquity Global CSR Study 9
out of every 10 consumers expect companies to operate responsibly to address social and
environmental issues two general recommendations for the Polish textile and clothing
companies were formulated. Firstly, social and eco labelling should be used for competitive
advantage. Secondly, CSR labels should become an important tool to navigate the customer’s
shopping process.
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Abstract: A considerable number of studies proved a significant relationship between market
orientation and performance. However, other studies reported contradictory findings. One of
the factors influencing the strengths of the market orientation-performance link seems to be
the character of performance measures applied (subjective vs. objective). This study examines
the link between market orientation (measured with the MKTOR scale) and performance in
the context of 300 Czech manufacturing SMEs, applying both subjective and objective
performance measures (overall and competitive performance assessment or ROA
respectively). There was discovered a significant relationship between market orientation and
subjective performance, while no relationship was found between market orientation and
objective performance. Contrary to the existing literature, the relationship between subjective
and objective performance was detected as weak.

Keywords: market orientation, SMEs, performance, objective measures, subjective measures

JEL Classification: L60, M10, M31

INTRODUCTION

The market orientation (MO) concept has been already widely studied for almost 30 years. Its
practical implementation faced and still faces some issues (Van Raaij and Stoelhorst, 2008)
but it gradually found its place in the business practice. MO is not only a domain of big
companies, but its application is general. Although the studies of MO were targeting at the
beginning mostly larger companies, the focus in the last decade shifted also to the world of
SMEs, which create a backbone of most world economies. The studies amongst SMEs showed
some benefits of being more market oriented (e.g., Reijonen et al., 2012). We believe, that
MO is a substantial fundament for application of marketing as defined by American marketing
association (2013) in SMEs and that they could benefit from the application of both MO and
marketing. As increasing of MO level requires some additional effort and costs from SMEs,
there must be also some attractive benefit side of MO, to justify the investment. The strong
benefit for owners and top managers would most likely be the increased performance of their
business.

This study investigates in depth the MO-performance link in the context of SMEs using different
approaches to performance measurement (subjective vs. objective performance measures).
The conceptual framework is shown in the Figure 1.
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Figure 1 The conceptual framework

Subjective Performance

+ Owners expectations
/ + Competitive comparison

Market Orientation

\ Objective Performance

(ROA)

Source: Authors

1 LITERATURE REVIEW

As the concept of MO has been in the objective of researchers for almost three decades, their
focus evolved over the years gradually from conceptualization and measurement through its
antecedents and effects to its practical implementation. This long and gradual development of
the field resulted in some fundamental works specific for each development phase over the
time, most of which are still considered as valid and relevant. They are extensively used as a
background for the new studies and are also widely cited by latter authors. It means that to
cover sufficiently the MO related field literature a balanced mix of fundamental historical and
recent studies has to be put forward (e.g. Hajipour et al., 2012)

There is historically a number of alternative definitions for the concept of MO. In fact, most of
the studies over the years used the following two definitions (Van Raaij and Stoelhorst, 2008).
It may be defined as a degree to which companies generate market intelligence, disseminate
it internally and respond to gathered market information appropriately (Kohli and Jaworski,
1990). From slightly different angle, this construct can also be perceived as an organizational
culture assuming that creating value for customers is the key driver of business performance
(Narver and Slater, 1990). It means that the concept of MO is close to the adoption of the
marketing concept as a business philosophy (Gonzalez-Benito et al., 2009).

The review of the previous studies is split into several distinct parts. First, that covers the
literature studying the MO-performance link, second, that investigates the research on the
diversity of results when using subjective vs. objective performance measures, and finally, that
investigates the researched link in the context of SMEs. Based on this literature review the
hypotheses for this study are put forward.

1.1 Market orientation and company performance

Over the last three decades, a considerable number of studies confirmed a significant positive
relationship between MO and company performance (e.g., Narver and Slater, 1990; Deng and
Dart, 1994; Pitt et al., 1996; Avlonitis and Gounaris, 1997; Horng and Chen, 1998; Pulendran
et al., 2000; Akimova, 2000; Agarwal et al., 2003; Gonzalez-Benito et al., 2009 and many
others).
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The direct MO-performance link was reported also by Kirca et al. (2005). Based on meta-
analysis of empirical findings from the MO literature Kirca et al. reported a significant positive
association between MO and performance.

However, although the majority of studies found a positive association of MO and performance
(as summed up e.g. by Gonzalez-Benito and Gonzalez-Benito, 2005), some researchers
reported nonsignificant, ambiguous, mixed, indirect or even negative effects (e.g., Esslemont
and Lewis, 1991; Diamantopoulos and Hart, 1993; Jaworski and Kohli, 1993; Au and Tse,
1995; Bhuian, 1997; Tse, 1998; Han et al., 1998; Frosén et al., 2016).

These discrepancies seem to arise at least partly from the methodological deficiencies in this
stream of marketing literature, among others with respect to measurement of performance.
Whereas studies, which found a positive link between MO and performance, typically used
subjective performance measures, those studies with opposite outcomes often applied
objective measures of performance. This tendency does not apply to all studies, but it is still
remarkable, as documented e.g. by Dawes (1999), Ward et al. (2006) or Gonzalez-Benito and
Gonzalez-Benito (2005).

“Subjective performance measures” usually involve the situations, when company’s
performance is derived using a scale with anchors such as for example “very poor” to “very
good”, usually in relation to competitors or industry (Dawes, 1999). In other words, subjective
performance is measured using judgements about company performance relative to
competitors (or industry), which are self-reported by the company managers.

In contrast, “objective performance measures” typically include absolute values of ROA, ROE,
sales growth, market share and the like. These financial figures are in some cases gathered
directly from the respondents (i.e. they are self-reported), whereas in other cases are gathered
from secondary sources (Harris, 2001).

Among the studies, which failed to find a significant relationship between MO and performance
is the study of Esslemont and Lewis (1991). Using objective performance measures, they found
no evidence of the relationship studied.

Similarly, Diamantopoulos and Hart (1993) realized a study among manufacturing companies
using objective performance measures and found somewhat ambiguous evidence of the MO-
performance relationship.

In their influential study, Jaworski and Kohli (1993) found mixed effects of MO on performance.
MO was positively associated with subjective performance measure, but it was not associated
with objective measure of performance (market share).

Au and Tse (1995) surveyed hotels in Hong Kong and New Zealand using objective
performance measure of hotels” occupancy rate and found no apparent relationship between
MO and business performance.

In addition, the study of Bhuian (1997) found no link between MO and performance in case of
banks in Saudi Arabia (using three objective performance measures).

Similarly, Tse (1998) found no significant relationship between MO and business performance
in case of large Hong Kong property developers (using objective performance measures from
an external database).

Han et al. (1998) realized a study among US banks using an objective performance measure
(net income growth gained from financial reports). Relationship between MO and performance
in their study was positive but nonsignificant. However, they found an indirect relationship
(mediated by innovation).

Frosén et al. (2016) researched Finnish companies using objective performance measure
(profit margin acquired from an external database). According to the regression analyses, they
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found that MO does not contribute to business performance. However, it is interesting to note
that when using fuzzy-set qualitative comparative analysis, high MO was present in all high-
performance configurations.

On the other hand, it should be added that even in the case of subjective performance
measures MO-performance link sometimes failed, as it was e.g., in the study of Greenley
(1995) or Appiah-Adu (1998). Another example is the study of Grewal and Tansuhaj (2001)
who investigated the link between MO and subjective performance measures in the context of
Thai firms suffering from economic crisis and found even an adverse effect of MO on firm
performance. Similarly, there are also some studies proving existence of MO-performance
relationship applying objective performance measures (e.g., Ruekert, 1992).

It still seems that the MO — performance relationship is typically stronger for studies using
subjective performance measures than for studies using objective ones. This conclusion is
supported also by the meta-analysis of Kirca et al. (2005) or by the literature review of
Gonzalez-Benito and Gonzalez-Benito (2005). Therefore, this issue deserves more attention.

1.2 Objective vs. subjective performance measures

Most studies focused on the MO-performance link relied on subjective performance measures
(Gonzalez-Benito and Gonzalez-Benito, 2005). There seem to be good reasons for this
preference as there are many obstacles connected with the use of objective performance
measures.

Objective performance measures may not be appropriate especially because they may be
difficult to obtain, may not be reliable (because of the secondary sources quality), may differ
distinctly across industries, may not capture complex dimensions of performance and may not
be suitable for taking into account lagged effects (Gonzalez-Benito and Gonzalez-Benito,
2005). These obstacles seem to be even more serious in the context of smaller companies.
For instance, SMEs may not want to reveal their actual financial performance to the public or
may manipulate the data to avoid taxes (Zulkiffli 2014). Compared to that, subjective
performance measures are cost effective and allow comparisons across different industries
and contexts (e.g., Vij and Bedi, 2016).

However, it has been questioned if subjective self-reported measures are valid, because
managers may tend to overestimate performance of their companies (e.g., Harris, 2001).
Moreover, when applying subjective measures to capture both constructs, error in self-
perceptions of company performance can be correlated with measures of management (i.e.
MO), even if these management measures are uncorrelated with the objective performance
measure (e.g., Meier and O'Toole, 2013).

Because of potential bias associated with the use of subjective performance measures, several
studies have examined the link between the subjective performance measures and the
objective ones. These studies mostly found significant correlations between objective and
subjective performance measures (e.g., Venkatraman and Ramanujam, 1987; Hart and
Banbury, 1994; Dawes, 1999; Harris, 2001, Vij and Bedi, 2016; and others).

However, the correlations found seem to be still far from perfect. For example, Dawes (1999)
found correlation between the objective and subjective measures “only” of 0.51. Furthermore,
some of the studies, which investigated the link between objective and subjective performance
measures, used self-reported objective measures, which may be biased in a similar way as
subjective measures (Harris, 2001).
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Therefore, it was recommended by several researchers to use both types of performance
measures in the studies focused on MO-performance relationship (e.g., Harris, 2001; Dawes,
1999; Kirca et al., 2005).

Studies using both subjective and objective performance measures exist but are rather minor
(Gonzalez-Benito and Gonzalez-Benito, 2005). Even though these studies use different
measurement approaches, they still seem to evidence lower effect of MO on performance in
case of objective measures than in case of subjective measures (e.g., Jaworski and Kohli,
1993; Selnes et al., 1996).

However, in rare cases, researchers reported also different findings. For example, Harris
(2001) found no direct relationship between MO and both subjective and objective
performance measures (sales growth and profitability). MO was positively associated with
performance measures only under certain environmental conditions (narrower in case of
objective measures). Similarly, Voss and Voss (2000) found no relationship of customer and
competitor orientations with subjective performance, and ambiguous relationships in case of
objective performance.

1.3 Market orientation and SMEs performance

A few years ago, the critics pointed out that the majority of studies focused on MO-
performance link had been done in the context of large companies (e.g., Blankson and Cheng,
2005). However, this criticism seems to be no more justified as relatively many studies among
SMEs have been carried out since then.

Majority of studies among SMEs found a positive association between MO and performance.
However, it is important to note that these studies in the vast majority relied on subjective
performance measures. Among such studies are the one of Pelham and Wilson (1996) realized
among US SMEs or the study of Appiah-Adu and Singh (1998) who found a positive effect of
customer orientation on performance in case of SMEs in the UK.

Similarly, Pelham (2000) found a significant correlation of MO and subjective measures of
performance among small US manufacturing firms. In his study, MO had the strongest positive
relationship with performance, compared to strategy selection, firm size, or industry
characteristics. Furthermore, MO was negatively correlated with a firm size. Pelham therefore
suggests that MO may provide smaller firms with a potential competitive advantage over larger
firms.

Reijonen et al. (2012) investigated the level of MO in case of Finnish SMEs using subjective
performance measures. They found that growing firms are significantly more market-oriented
than are declining and stable firms.

Laukkanen et al. (2013) collected data from Hungarian and Finnish SMEs. They found a highly
significant effect of MO on business growth in both countries (using subjective performance
measure).

Among other studies which found a positive significant relationship between MO and subjective
performance measures are for example the study of Li et al. (2008) realized on a sample of
Chinese SMEs, the study of Yadav and Tripathi (2014) realized on a small sample of Indian
manufacturing SMEs, the studies of Mokhtar et al. (2014) and Affendy et al. (2015) realized
on samples of Malaysian SMEs or the study of Dubihlela and Dhurup (2015) realized on a
sample of SMEs in South Africa.

There are also studies, which failed to find a significant direct relationship between MO and
SMEs subjective performance measures. For instance, Keskin (2006) and Mehmet et al. (2006)
realized studies among SMEs in Turkey and found only indirect effects of MO on performance.
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Similar findings come also from the recent study of Haryanto et al. (2017) among SMEs in
Indonesia.

In addition, Laukkanen et al. (2016) using responses from Finnish entrepreneurs found no
direct effects of MO on financial performance (using subjective measures of performance). In
their study MO influenced performance only indirectly through brand orientation and brand
performance.

It seems that the findings of MO-performance link are in the case of SMEs similarly
inconclusive, as it was in the case of studies realized on larger firms or on samples including
firms of different sizes. Furthermore, it seems that in case of SMEs, studies relied on subjective
performance measures even more extensively than it was in the case of other contexts. Studies
using objective performance measures in the context of SMEs seem to be scarce or even non-
existent. To our knowledge, the same is true for studies among SMEs, which would apply both
subjective and objective measures of performance at the same time.

2 METHODOLOGY

2.1 Research hypotheses

This study aims to replicate and extend existing research of MO-performance relationship with
the following focus: 1) examining the link between MO and performance in the context of
SMEs; 2) examining MO-performance relationship when both subjective and objective
performance measures are applied simultaneously.

Majority of studies using subjective measures performance in the context of SMEs found a
positive association of MO and performance. We therefore set the following hypotheses:

H1: MO is positively linked with subjective performance.

Studies using objective measures of performance in the context of SMEs seem to be scarce.
However, studies among larger companies or companies of different sizes applying objective
performance measures were typically less successful in finding significant direct relationship
between MO and company performance. Despite this, studies using both types of performance
measures found relatively strong relationship between subjective and objective performance.
Therefore, we expect to find a weaker direct MO-performance link than in case of subjective
performance measures, but still a positive one. We set the following hypotheses:

H2: MO is positively linked with objective performance.

Because the existing studies reported strong relationship between subjective and objective
performance, we further expect the following:

H3: Subjective performance measures are correlated with objective performance measures.
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2.2 Sample, data collection, measures and statistical methods applied

The random sample of 300 Czech SMEs was chosen from the database Bisnode Albertina based
on the following criteria: manufacturing as a major business activity (category C of the CZ-
NACE classification of economic activities), number of employees 10-249 (SMEs but micro-
firms excluded), operating in the Czech market and a reliable telephone contact. The selection
revealed 10319 Czech firms in the database matching the criteria.

The survey data was collected via telephone interviews between October 16 and 27, 2017. We
considered the method as a more efficient way compared to the e-mail or online surveys,
mostly in terms of its speed, interactivity, proper targeting of respondents and higher expected
response rate. The main limitation of the method seemed to be the number of questions in
the survey and the potential drop in the response rate. To assure smooth and professional
collection of the data we employed an experienced and well equipped local market research
agency Ipsos. There were 3125 firms contacted with a response rate of 9.6%.

In line with the majority of existing studies, we adopted a single-respondent approach within
a firm aiming at the top management level. The respondents self-reported their position in the
firm at the beginning of the interview. 64 % of respondents were recruited from the N level
(owners or CEOs), the remaining 36 % were managers from the N-1 level (sales, marketing
or finance managers/directors).

To measure MO and its three components we adopted the original MO scale of Narver and
Slater (1990), referred to as MKTOR. There were several reasons for it. It is one of the most
used scales in the history of MO research, so the results could be compared with some similar
previous studies. It views MO as an organizational culture to deliver a superior value to
customers, thus corresponds very well with the current concept and definition of marketing
(AMA, 2013). It also outperforms MARKOR scale (Kohli et al., 1993) in explaining variations in
business performance (Oczkowski and Farrell, 1998). Overall score of MO consisted of 15 items
(as the original) including a minor modification of the original MKTOR. The competitor
orientation component was extended to 5 items by adding the regular monitoring of
competitors marketing activities (Gray et al., 1998; Deng and Dart, 1994). This item seemed
to be of importance and showed in the study of Reijonen et al. (2012) very high factor loading.
The interfunctional coordination component was narrowed to 4 items by excluding sharing of
resources with other business units. This item had very low factor loading in the original study
of Narver and Slater (1990) and more importantly was less relevant in the world of most SMEs,
as they are not usually organized to business units. The customer orientation items stayed in
line with the original MKTOR scale and also with the studies of Deng and Dart (1994), Gray at
al. (1998) and Reijonen et al. (2012). All three constructs were measured using 7-point Likert
scales, ranging from “strongly agree” (1) to “strongly disagree” (7).

To measure subjective performance, we used two items — the evaluation of a firm overall
performance compared to internal expectations (in fact the owner’s satisfaction) and the
evaluation of a firm overall performance compared to its competitors. The items were chosen
intentionally to reflect both the internal and the external factors. The final score of the
subjective performance was counted as an average of both rated items. We measured the
individual items with 7-point Likert scale ranging from “excellent performance” (1) to
“catastrophic performance” (7).

It is difficult to find a common denominator for objective performance measures across the
very heterogeneous sub-sectors of the manufacturing industry. The best way to approach the
issue seems to be to use the investment criteria like ROI, ROE, ROA or ROS (e.g., Narver and
Slater, 1990; Hooley et al., 2000). Top managers and owners are usually familiar with them
and they serve as a measure of general business success (Hooley 2000). The survey data was
therefore additionally complemented with the objective performance measures of the
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responding firms taken from the Bisnode Albertina database (financial statements of 2016).
We primarily extracted from the database ROE, ROA (from EBIT) and ROS of the firms, but as
they are from principle (and also our own test within the study) very strongly correlated, we
reduced it only to ROA (from EBIT) as a measure of ROL.

We used the Spearman correlation coefficient for our hypotheses testing. We applied this
method as a nonparametric measure of rank correlation (statistical dependence between the
rankings of two variables) because thus we did not have to fulfil the strict assumptions of
parametric Pearson correlation.

We should admit here that this study design has also some noteworthy methodological
limitations. First, our data is based on the subjective assessment of a single informant from
each company. We did not exclude a potential priming effect of MO evaluation on the
subjective performance evaluation within the survey. We also did not count with potential
lagged effects in the relationship between MO and performance. Another limitation could be
the specific national character of the sample.

3 RESULTS AND DISCUSSION

We tested statistical null hypotheses of independence between variables MO and subjective
performance (H1a). The hypothesis of independence between these two variables was refused
(p<0.01). Spearman correlation coefficient was 0.350 that points to weak positive dependence
(Table 1). Thus, hypothesis Hla was confirmed.

Table 1 Non-parametric Spearman correlation coefficient (** hypothesis of independence
was refused on p<0,01 against one side hypothesis of positive dependence)

Market orientation Subjective Objective
performance performance
Market orientation 0,350** 0,002
Subjective 1 0,217%*
performance
Objective 1
performance

Source: Authors

Spearman correlation coefficient between MO and objective measures of performance was
0.02, which indicates independence between these two variables. We can therefore reject H2.

With respect to H3, we refused the statistical hypothesis of independence between variables
subjective performance and objective performance against alternative hypothesis of positive
dependence (p<0.01). Spearman correlation coefficient (0.217) indicates weak positive
dependence between these two measures of performance. We can thus confirm our
hypothesis H3.

The results of this study are summarized in Table 2. We confirmed the hypothesis H1. This
finding seems to be in consistence with the existing literature. In the case of hypothesis H3,
we found only a weak relationship between subjective and objective performance, which does
not seem to fully correspond with the current literature.
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We rejected the hypotheses H2. These findings are consistent with some studies (e.g.,
Jaworski and Kohli, 1993), at the same time they seem contradictory to other studies (e.g.,
Ruekert, 1992). Our findings thus support the evidence that when applying objective
performance measures the direct MO-performance link fails to be found.

Table 2 Results

Hypothesis Result
H1 MO is positively linked with subjective performance Confirmed
H2 MO is positively linked with objective performance Rejected
H3 Subjective performance measures are correlated with objective performance Confirmed
measures

Source: Authors

CONCLUSION

This study contributes to the existing literature on MO in the following ways. First, we found
further evidence of direct MO-performance link in the context of SMEs, though only in the case
of subjective performance measures. The chosen objective performance measure (ROA from
EBIT) showed no relationship of this kind. Second, contrary to the existing literature we found
only a weak relationship between subjective and objective performance measures.

The explanation for the nonexistent link between MO and objective performance measures
such as ROA seems to be the irrelevance of such measures in the context of SMEs, as proposed
e.g. by Zulkiffli (2014) or Gonzalez-Benito and Gonzalez-Benito (2005). It is also likely that
smaller SMEs do not have very sophisticated finance management and corporate governance
systems and measure their performance differently. It may also be that owners and
management of SMEs modify the picture of a firm in the financial statements within the process
of tax optimization. It is also a public secret that owners of SMEs could often withdraw cash
out of the financial statements to support their families and lifestyle - a typical situation
revealed during SMEs acquisitions. In the mentioned precedent cases the official financial
statements show very distorted picture of a firm, so they are not relevant as a basis for the
measures of an SME performance. Further investigation would be necessary to support these
hypotheses and also to find common objective measures of performance applicable to SMEs
across the various sectors, if they exist.

Another possible explanation of our results lies in the overall concept of the link between MO
and performance. Higher levels of MO create most likely better conditions for a firm
performance and growth (e.g., Reijonen et al., 2012), but not alone (e.g., Frosén et al., 2016).
If we apply the MO definition by Narver and Slater (1990) then the high level of MO means,
that a firm is fully dedicated to delivering superior value to its customers. At the same time, it
does not say, how to create, communicate and deliver the value to customers — this is a
domain of marketing (AMA, 2013) or marketing/brand management (e.g., Laukkanen et al.,
2016). The dedication itself also does not mean, that the marketing process will be
automatically successful and will lead to better performance in the market due to numerous
internal and external factors. It seems that the link between MO and performance is more
complicated and there are many mediators and moderators involved. It would be probably
wise to explore them in more detail. It also looks that an appropriate level of MO is necessary
but not sufficient condition for delivering excellent performance of a firm (e.g., Frosén et al.,
2016). We can also hypothesize here that there is a marginal benefit of a level of MO, so from
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a specific level achieved the contribution to a firm performance is minimized. The described
complexity of the relationship between MO and performance could be the reason for non-
consistent results across the mentioned studies.

The link between objective and subjective performance looks relatively obvious at first sight.
We can assume that the owners and the top managers are familiar with the financial
statements (and corresponding objective performance measures) of a firm (e.g., Hooley et al.,
2000) and the knowledge of it should influence their subjective performance evaluation for
the firm (not vice versa), which was confirmed also by previous studies. Of course, all of that
only on condition that their financial statements and derived objective performance measures
reflect truly the firm business reality. As we put in doubt consistent relevance of the objective
performance measures (e.g., ROA) in the studied SMEs, it could very well explain why we
found only a weak link between objective and subjective performance of a firm.

We also cannot suspend the possibility that our findings may be affected by methodological
insufficiencies with respect to measuring the level of MO as well as subjective performance.
All subjective measures can suffer from bias, in our study both MO and performance are
measured by self-perceptions of a single respondent (Meier and O'Toole, 2013). Some authors
were even questioning validity of the MKTOR scale (e.g., Roersen et al., 2013). We should be
aware it is not a thorough audit or a diagnostic tool (Van Raaij and Stoelhorst, 2008). Although
not without flaws, the scale was used in the field for already three decades, so it became one
of the common standards. There are unfortunately no such standards for subjective
performance measures. The chosen angles of different studies often vary, and their results
could be difficult to compare.

It unfortunately seems, that our findings are not very conclusive about performance benefits
of higher MO and therefore do not support directly the reasoning for MO implementation or
elevation in SMEs.
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Abstract: Thanks to the new technologies such as artificial intelligence, natural language
processing or blockchain, the sources of international competitiveness shift towards better
social and emotional skills of workforce as well as more advanced cognitive capabilities, such
as logical reasoning or creativity. Some authors emphasize the role of economic creativity. It
has been proved that more economic creativity leads to greater innovation implementation.
Therefore we study what factors have influence on creativity and consequently the success of
nations in the international competition in the era driven by new forms of automation. We
point at the role of culture and we verify the influence of particular national cultural dimensions
on creativity using correlation and regression analyses. We found that countries with higher
level of Power Distance, Uncertainty Avoidance or Masculinity show lower level of creative
outputs. On the contrary, with higher level of both Individualism and Long-term Orientation,
the level of creative outputs increases.

Keywords: culture, creativity, competitiveness, technologies
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INTRODUCTION

In the technology-driven era, the role of the creativity in achieving competitiveness on
international markets is increasing. Properly skilled workforce represents one of the traditional
sources of international competitiveness (Balaz, Hamara & Sopkova, 2015). According to the
latest report of McKinsey Global Institute on workforce transitions, ,automation, digital
platforms, and other innovations are changing the fundamental nature of work. Workers of
the future will spend more time on activities that machines are less capable of, such as
managing people, applying expertise, and communicating with others. They will spend less
time on predictable physical activities and on collecting and processing data, where machines
already exceed human performance. The skills and capabilities required will also shift, requiring
more social and emotional skills and more advanced cognitive capabilities, such as logical
reasoning and creativity. Enabling individuals to learn marketable new skills throughout their
lifetime will be a critical challenge - and for some countries, the central challenge®™ (McKinsey
Global Institute, 2017). Wezowski points to the fact that new technologies such as machine
learning, artificial intelligence, natural language processing or block chain enable increased
productivity and efficiency. What remains to people is creativity and ability to create new things
(Wezowski, 2017). Leslie et al. found that economic creativity positively influences innovation
implementation which positively influences national prosperity (Williams & McGuire, 2010).
They conceptualize economic creativity as any form of creativity that results in a codified
knowledge with a potential economic value to a nation. Elliot and Nakata emphasize the link
between creativity and product innovation: “In today's global business environment, where
multinational companies are pressed to increase revenues in order to survive, creativity may
hold the key to ensuring their new product development efforts lead to innovations with
worldwide appeal” (Elliot & Nakata, 2013). In this paper we therefore study what may influence
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creativity and consequently the success of nations in international competition in the era driven
by new forms of automation.

1 LITERATURE REVIEW

In the literature, creativity is defined in terms of person, product or process. The “person”
approach refers to the abilities that are most characteristic of creative people. However, most
definitions use the creative product approach. Creative products are characterized by novelty
and appropriateness. “Creativity refers to those insights, ideas, problem solutions, or products
that are both novel and useful/appropriate — novel in that they are uncommon, statistically
infrequent, and judged to be original, and useful/appropriate because the insight, idea, or
product fits the problem and makes sense” (Amabile, 1996).

Lot of the research (mostly psychological) has been devoted to sources of creativity (see e.qg.
(Elias, 2012; Andriani & Cattani, 2016 or Gorup & Podjed, 2017). Although there is no single
answer to the question, what influences human creativity, it is accepted that cultural values of
people of a nation might influence the propensity to create (Williams & McGuire, 2010;
Zorkéciova et al., 2016). Probably the best known research of both national and organizational
culture is that of Hofstede. He defines culture with a computer metaphor: “Culture is the
software of our minds. We need shared software in order to communicate. So culture is about
what we share with those around us” (Hofstede, 2017a). Hofstede explains cultural differences
among nations using six dimensions of culture (see Table 1).

Tab. 1 Dimensions of culture

Dimension Explanation

Extent to which people feel independent, as opposed to being

Individualism interdependent as members of larger wholes.

Extent to which the less powerful members of organizations and
Power Distance institutions (like the family) accept and expect that power is
distributed unequally.

Masculinity Extent to which the use of force in endorsed socially.

Deals with a society’s tolerance for uncertainty and ambiguity. It
has to do with anxiety and distrust in the face of the unknown,
and conversely, with a wish to have fixed habits and rituals, and
to know the truth.

Uncertainty Avoidance

Deals with change. In a long-time-oriented culture, the basic
Long-term Orientation notion about the world is that it is in flux, and preparing for the
future is always needed.

Is about the good things in life. In an indulgent culture it is good
Indulgence to be free. Doing what your impulses want you to do, is good.
Friends are important and life makes sense.

Source: Hofstede, 2017b.

What is important, Hofstede does not only define particular national cultural dimensions, he
also measures them. Despite limitations and criticism of Hofstede’s approach (Hofstede, 2002),
it is widely used in various research studies (Kirkman, Lowe & Gibson, 2006).
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2 METHODOLOGY

The aim of this paper is to study how a culture may influence creativity, using statistical models
where culture represents an independent variable and creativity is a dependent variable. For
the independent variable, we follow the analysis and quantification of culture into the cultural
dimensions by Hofstede, as indicated above. As far as creativity is concerned, there are various
quantitative indicators available, such as the Global Creativity Index calculated by The Martin
Prosperity Institute, The Creative Community Index that stems from a collaborative project
between the Knight Foundation, Americans for the Arts, the City of San Jose Office of Cultural
Affairs and Cultural Initiatives Silicon Valley or The European Creativity Index developed by
KEA European Affairs (for more see Correia & Costa, 2014). We decided to use the Sub-Index
of Creative Outputs (ICO) calculated within the framework of the Global Innovation Index co-
published by Cornell University, INSEAD, and the World Intellectual Property Organization for
several reasons described below.

Indicators of the ICO are based mostly on hard data. Only two survey questions were included
in the ICO 2017 edition (1. In your country, to what extent do ICTs enable new business
models? 2. In your country, to what extent do ICTs enable new organizational models?)
Moreover, data are available for 127 countries representing 92.5% of global population. The
ICO score is calculated as the weighted average of a set of individual indicators that are
presented in Table 2.

Tab. 2 Composition of the Sub-Index of Creative Outputs

Sub-Index of Creative Outputs
Intangible assets Creative goods and services Online creativity
- Trademark application class count |- Cultural and creative services |- Generic top-level domains
by origin exports - Country-code top-level
- Industrial designs by origin - National feature films produced [domains
- ICTs and business model creation |- Global entertainment and media |- Wikipedia yearly edits
- ICTs and organizational model market - Video uploads on YouTube
creation - Printing and publishing output
Creative goods exports

Source: The Global Innovation Index, 2017.

To verify the existence of relationship between a particular national cultural dimension and the
SICO on the sample of the OECD countries, we use quantitative statistical methods, namely
the descriptive, correlation and multiple regression analysis. In addition to the variables of the
particular cultural dimensions (as presented in Table 1) and the SICO (as presented in Table
2), we enhanced the correlation analysis by a control variable of GDP p. c. (The World Bank,
2017) whereby we assume a two-year delay in the GDP p. c. impact on the level of creative
outputs.

3 RESULTS AND DISCUSSION
The descriptive statistics of variables is shown in Table 3. The analysis was performed for the

OECD member countries, however, for the Indulgence dimension, the observation was not
available for Israel. This fact led to a certain decrease in statistical significance of our analyses.
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For our purpose, it was interesting to describe heterogeneity and to identify extreme values.
Already the descriptive statistics indicated that there were countries in the analyzed population
whose variable values were outside the standardized standard distribution. The positive
skewness indicated the positive, right-sided asymmetry. There is a larger number of countries
with a variable value less than average. This situation was determined for the variables of
Power Distance, Masculinity and Long-term Orientation. The negative, left-sided asymmetry
was measured for the variables of Individualism, Uncertainty Avoidance and Indulgence.

It was interesting to observe kurtosis as well. The value larger than 1 was achieved for the
variable of GDP, i.e. there were countries with values high above the standardized standard
distribution of the OECD countries. On the other hand, kurtosis for the cultural dimensions and
for the Creative Outputs index was without significant extremes outside the standardized
standard distribution. The variable of Creative Outputs was almost homogeneous for 2016 for
analyzed countries.

Tab. 3 Descriptive Statistics

N | Mean | Median | Min. Max. |Std.Dev.|Skew. |Kurt.

Power_Distance | 35 46.9 40.00 11.0 100.0 19.8 04| 0.2
Individualism | 35 60.46 63.00 18.0 91.0 19.8| -0.6| -0.5

Masculinity | 35 48.51 52.00 5.0 100.0 25.4 0.0| -0.7
Uncertainty_Avoidance | 35 67.23 70.00 23.0 100.0 211 -0.3| -0.9
Long_Term_Orientation | 35 52.14 49.00 21.0 100.0 21.3 0.4 -0.8
Indulgence | 34 52.26 55.50 13.0 97.0 19.6| -0.1| -0.5
GDP_p_c_curr_USD_2014 | 35 |41445.72 | 42696.78 | 10303.7 | 116612.9 | 24553.7 1.1 1.6
Creative_Outputs_2016 | 35 48.25 47.50 29.9 69.5 9.3 0.2| 0.0

Source: Own calculation based on The Global Innovation Index, 2017; G. Hofstede, 2017b and The
World Bank, 2017.

In order to determine the direction and relationship strength between the variables, we created
a correlation matrix, as shown in Table 4. The more individualistic cultures and countries with
higher values of Indulgence dimension were reaching higher economic level, as measured by
the GDP, however, the relationship strength between these variables was just at a medium
level. On the opposite, lower economic level was reached by countries with higher values of
Power Distance and Uncertainty Avoidance.

As regards the Creative Outputs Index, we found that countries with higher value of Power
Distance and Uncertainty Avoidance were reaching lower level of the Creative Outputs Index,
and that the Index level rose with increased level of the Individualism dimension. The strength
of these relationships was only at a medium level again, therefore we decided to perform a
multiple regression analysis in a tabular as well as graphical form.

Table 5 presents the multiple regression analysis. The model as a whole is statistically
significant on the basis of the F-statistics, explaining 48% of data. We accepted the estimate
of constant and of the variables of Power Distance, Masculinity and Long-term Orientation,
however, the Masculinity was estimated at a marginal statistical significance on the basis of
the t-value.
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Tab. 4 Correlation Matrix

Variable Correlations: Marked correlations are significant at p <,10000
GDP_p_c_curr_USD_2014 Creative_Outputs_2016
Power_Distance -0,5645 *** -0,5950 ***
=35 =35
p=0,000 p=0,000
Individualism 0,4606 *** 0,4708 ***
=35 =35
p=0,005 p=0,004
Masculinity -0,1457 -0,3066 *
N=35 N=35
p=0,404 pP=0,073
Uncertainty_Avoidance -0,4977 *** -0,5778 ***
N=35 N=35
p=0,002 p=0,000
Long_Term_Orientation -0,0546 0,0971
N=35 N=35
p=0,755 p=0,579
Indulgence 0,4192 ** 0,2135
=34 N=34
p=0,014 p=0,225

Source: Own calculation based on The Global Innovation Index, 2017; G. Hofstede, 2017b and The

World Bank, 2017.

Legend: *** estimation with 99 % probability, ** 95 % probability, * 90 % probability.

The 