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PREFACE

The Faculty of Informatics and Management, University of Hradec Kralove
organized the 10th jubilee International Scientific Conference Hradec
Economic Days 2012 under the title Economic Development and
Management of Regions. The conference was held on 31 January to
1 February 2012 and registered 127 participants, of which 50 from abroad.

Papers to the Proceedings were divided thematically and discussed in seven
sections. Most papers are focused on enterprise and management of firms and
regions. There have been increased the number of papers dealing with the
financial crisis and problems of taxation. The first part of the reviewed
Proceedings of the Conference HED 2012 contains 53 papers (in Czech,
Slovak and Polish), the second volume of Proceedings contains 41 papers in
English.

The original intention of HED conferences was to create a platform for
regular meetings of experts in particular disciplines close to the field of
economics and management, strengthening of interdisciplinary relationships
and research on the border of several scientific disciplines, establishing
personal contacts important for the submission of joint research projects
and create a space for presentations and publications of young teachers. This
year's conference HED 2012 meets all these requirements.

I would like to thank to all those who participated in the preparation of the
conference as members of the organizing and programme committees or in
the review procedure, editorial process and publication of Proceedings.

Hradec Kralove, January 11, 2012

prof. Ing. Ladislav Hajek, CSc.

Head of the Economics Department
Faculty of Informatics and Management
University of Hradec Kralove






THE ACCEPTANCE OF CREDIT CARDS IN BIG AND SMALL ECONOMIES:
A COMPARISON BETWEEN GERMANY AND SLOVAKIA

Tomas Balint, Martin Esser
Technical University of KoSice
tomas.balint@tuke.sk, esser.martin@freenet.de

Key words:
credit cards — comparison of economies - digital money - electronic
payments

Abstract:

In the global economy, we experience these days, the vast majority of
payment transactions among different subjects is realized in dematerialized
form. The banknotes and coins represent only a minor portion of all payment
instruments. The biggest part of transactions is based on electronic payment
systems. In this category we generally include payment cards, too. The main
objective of this paper is to provide a comprehensive analysis of credit cards’
acceptance in economy. For these purposes two economies in the European
Monetary Union were chosen: Germany as a representative of large economy
and Slovakia as a model of small one.

1 Introduction

The first coins in the world have been established in the 7% century BC.
Before that some goods had the functionality of money as they were accepted
as a fixed value: grain, shells, silver or gold. The first paper money was
established in the 11" century in China. In Europe, the first paper money has
been established 1483 in Spain. Already in 1609 the “Bank of Amsterdam”
has established book money. [5]

Later in the history, to make the handling with money easier and safer,
banks established payment via checks. With that the recipient of the check
could go to a bank and change this “paper of value” against cash money. The
whole system was based on trust - similar to the trust in paper money
because paper money itself doesn’t have any value. It’s just a printed piece of
paper.

The next big change in money transfers has happened in the last decades. In
the year 1950 the first credit card (Diners Club) has been founded. This was
the beginning of a new way of payment: cashless payment. Successively,
other types of card products were created. Among them we can cite standard
debit and credit cards, but also new progressive payment methods based on



the wireless technologies, i.e. contactless payments and mobile payments.
[2], [4]

The one of the most important problems when dealing with cashless
payments is the question of trust. All subjects participating in a payment
scheme are questioning trustworthiness of the other partners. This can be an
important barrier in the process of card payments’ adoption. The questions
arising from this perspective are, e.g., the question of the credit cards
acceptance in various environments, the question of the trends in credit
cards growth and usage, and many more. [1], [6]

In our paper we focus on the analysis of one of the most widespread
electronic payments’ mechanism - credit cards. We study the evolution of the
acceptance of credit cards from 2000 to 2010 in two European economies:
Germany and Slovakia. The main goal is to provide a comprehensive
description of the credit cards market in these two member countries of
European Monetary Union (EMU).

2 Methodology

The first and very often the most important phase in every economical
analysis is the acquisition of relevant data. Because our study is focused on
payment instruments’ analysis in two member countries of the EU, the
ultimate reference for the data collection was the European Central bank
(ECB) - the European authority in the field of common monetary politics
and central node in European payment systems.

For the purposes of our study we have identified a set of indicators which
define the use of credit cards in each of two studied European economies,
Germany and Slovakia. Data for our study were obtained from the ECB’s
Statistical Data Warehouse [3]. The chosen indicators were from the
category “Economic Concepts > Payments and securities trading, clearing,
settlement > Payments > Transactions per type of payment instrument
(number and value)’. The used indicators’ identification keys are summarized
in TAB. 1. These statistical data summarize the evolution of key quantitative
indicators in the period from 2000 to 2010. Some of the data, especially for
the beginning of this period and in case of Slovakia, are missing
(represented as NA values in data tables).

TAB. 1: Statistical indicators’ identification keys

GERMANY SLOVAKIA
PSS.A.DE.F000.I11A.Z00Z.NC.X0.20.Z0Z.Z PSS.A.SK.F000.I11A.Z00Z.NC.X0.20.Z0Z.Z
PSS.A.DE.F000.I11A.Z00Z.NP.X0.20.Z0Z.Z PSS.A.SK.F000.I1A.Z00Z.NP.X0.20.Z0Z.Z
PSS.A.DE.F000.I1A.Z00Z.NR.X0.20.Z0Z.Z PSS.A.SK.F000.I1A.Z00Z.NR.X0.20.Z0Z.Z

Source: [3]
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3 Results
To determine the level of credit cards’ acceptance in Germany and Slovakia,
we focused our attention on 3 key indicators (indicator acronyms (in bold)
have been created for an easier reference):

e CTT - All card transactions (number per million inhabitants),

* CTG - Growth rate in card transactions (in %),

* (TS - Card transactions as % share in national payments.
The data for all three indicators are summarized in TAB. 2.

TAB. 2: Data for the analysis

CTT (in millions) CTG (in %) CTS (in %)
Year DE SK DE SK DE SK
2000 | 17,495 NA 17,195 NA 11,777 NA
2001 | 20,026 2,112 14,681 NA 13,17 NA
2002 | 22,603 3,423 13,061 62,063 15,336 NA
2003 | 24,437 4,504 8,163 31,597 15,013 15,579
2004 | 27,107 5,484 10,903 21,816 15,305 17,161
2005 | 28,765 6,951 6,068 26,865 14,926 17,840
2006 | 29,571 8,104 2,679 16,668 14,15 16,625
2007 | 26,113 13,502 -11,805 66,78 13,815 18,234
2008 | 28,166 16,155 7,675 19,857 14,443 24,321
2009 | 30,035 21,114 6,320 30,986 14,834 27,597
2010 | 32,812 23,847 9,087 13,2 15,471 28,679

Source: [3]

CIT

The first indicator expresses the total annual number of card transactions
expressed in millions per million inhabitants. From the table TAB. 2 and
from the chart in FIG. 1 we can observe the evolution of this indicator. The
differences in the economic development between Germany and Slovakia can
be observed directly via this indicator. First of all, the average number of
transactions per million inhabitants is in the first five years 4-7 times bigger
in case of Germany than in Slovakia. In the last years this difference is
substantially smaller but it can be always observed that in Germany there is
bigger amount of transactions realized via credit cards than in Slovakia.

11
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FIG. 1: Development of CTT indicator between 2000 and 2010
in Germany and Slovakia

CTG
The change in growth of credit cards’ usage (expressed in %) is another
important indicator. It helps to explain the process of credit cards adoption.
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FIG. 2: Development of CTG indicator between 2000 and 2010 in
Germany and Slovakia

In the case of Germany we can consider annual growth as pretty stable with
the values between 10 and 20 %. The only strong deviation from this range is
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observed in the year 2007. One possible explanation of this phenomenon is
the beginning of global economic crisis, which started around this time. In
case of the Slovakia we observe a vivid growth in the usage of credit cards.
This growth is generally in the range from 20-30 % with some deviations in
years 2002, 2006, 2007, and 2010 (see FIG. 2).

CTS

The last studied indicator represents the portion of payments in national
economics, which is realized through the credit cards. The situation in
Germany is stable with some 15 % of all national payments carried out by the
means of credit cards. In Slovakia, we can observe a growing trend, which
starts in 2003 when around 15 % of national payments were realized by
credit cards, up to the year 2010 when nearly 30 % of all payments were
credit cards payments (FIG. 3).
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FIG. 3: Development of CTS indicator between 2000 and 2010
in Germany and Slovakia

4 Conclusion
Based on the analysis provided in the previous sections of this paper, the
following concluding remarks can be formulated:

e In both countries the trend of credit cards’ transactions per million
inhabitants is similar but shifted. That means that if the markets
continue to grow parallel, probably much more credit cards will be
sold in Slovakia in the future.

» The growing trend in the credit cards’ use is stronger in Slovakia than
in Germany.

13



» The use of credit cards in Slovakia is much higher in Slovakia then in
Germany (as proportion of total national payments).

e In 2007 fewer credit cards were used and fewer transactions happened
than the years before and afterwards. One of the possible explanations
of this situation can be the beginning of the global financial crisis.

To determine precisely the nature of relation between these two markets and
their possible interconnections, a further research is planned in the future.
The main possible research topics are the mutual dependency of both
economies, the impact of new ICT on the adoption of different electronic
payment methods, and trust issues existing among the participants present
on these markets.
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"EUROPE 2020"
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Key words:
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Abstract:

The strategy Europe 2020 defines the objectives of which the European
Union must achieve in the coming years. Meeting these goals will require the
involvement of many different instruments. One of them is state aid. Its
focus on targets that contribute to the implementation of the Strategy will
help to smooth its implementation. Therefore, it is important to monitor the
process of state aid provided and answer the question what part of it is
advantageous from the standpoint of the Strategy. Analysis of the value of
state aid provided will focus on concepts such that the regulations of the
Strategy were implemented to the fullest. This article aims to identify areas
in which state aid helps to support the objectives of the Strategy. The article
also noted the value given to this type of state aid in the years 2004-2010 by
the European Union Member States.

1. Vision of Europe 2020
Strategy Europe 2020 formulated three main priorities:
- smart growth: developing an economy based on knowledge and
innovation,
- sustainable growth: promoting a more resource efficient, greener and
more competitive economy,
- inclusive growth: fostering a high-employment economy delivering
social and territorial cohesion [1,5].

These three priorities are interrelated, they give a picture of the European
social market economy in the twenty-first century. To solve the biggest
problems and achieve the objectives of the Europe 2020 will be fully utilized
the instruments which are used at the EU level, notably the single market,
financial instruments and foreign policy tool. One of these instruments is
state aid. The European Council in 2010 endorsed the Commission's proposal,
that innovation and competitiveness are fundamental to the Europe 2020
Strategy, alongside protection of the environment and social inclusion.
Indeed, EU competition policy, and State aid control policy in particular, are

15



key elements in the Europe 2020 Strategy. Competition is not an end in
itself, but rather a means of increasing the competitiveness of European
markets to the benefit of companies and consumers, resulting in more
choice, better products at better prices. Competition boosts productivity,
growth and job creation.

2. Therole of state aid

State aid is one of the instruments the state intervenes in the contemporary
market economy. It is the economic element of state intervention, which
aims to encourage positive economic processes, or prevention of negative
[3, 33]. Despite the commonness phenomena of state aid, this term doesn't
have one definition. It was only written in Treaty Establishing the European
Union [2] because of the negative effects that state aid has on competition in
the market is introduced general prohibition on the award. Article 87 of the
Treaty provides that, subject to exceptions provided for in the Treaty is
incompatible with the common market, any aid granted by the state or from
state resources in whatever form, which by favoring certain undertakings or
certain industries distorts or threatens to distort the extent that affect trade
between member states. So word prohibition can be interpreted widely. The
concept of state aid has not been defined but it can be assumed that state aid
is aid granted by a member state or from state resources in any form
whatsoever which distorts or threatens to distort competition by favoring
certain undertakings or the production of certain products, in so far as it
negatively affects trade between member states.

The objectives of state aid control in Europe 2020 points of view are:

— reduce the overall levels of State aid ("less aid"),

— ensure that the aid granted does not limit competition, but contributes
to remedy the imperfections of the market for the benefit of the
general public ("better aid"),

— effective prevent the granting of aid incompatible with the common
market or recovery of such aid,

- ensuring equal opportunities in the internal market (no trade
distortions between Member States).

State aid control aims at helping Member States to better target aid by
directing it more closely to improving competitiveness and/or reducing
regional and social disparities.

3. State aid contribution to Europe 2020 Strategy

The key areas where state aid is granted and that have the meaning given to
the implementation of the Strategy Europe 2020 include the:

16



- Research, Development and Innovation (R&D&I),
- environmental protection,

- regional development,

- small and medium sized enterprises (SMEs),

- the broadband sector,

- employment and training [4].

R&D&I activities is one of the key elements in the effort to enhance the
competitiveness of the EU economy and to ensure sustainable growth. State
aid granted to R&D&I can significantly help by encouraging and supporting
initiatives for innovation efficient and more environmentally friendly
technologies, while facilitating access to public support for investment,
capital risk and financing of research and development.

In environmental protection area state aid can be used to eliminate market
failures arising from the negative environmental externalities. State aid may
play a significant role in the situation where market failure prevent companies
achieve higher level of environmental protection, and when no other market
instruments cannot be used. The main objective of state aid control in the
environmental protection area is to ensure that state aid instruments will
result in a higher level of environmental protection than would occur
without the aid and to ensure that the positive effects of the aid outweigh its
negative effects, notably distortions of competition and affectation of trade
between Member States [4].

Regional state aid promotes economic, social and territorial cohesion of
Member States and the European Union as whole. It contributes in this way
to achieve the objectives of the Europe 2020.

SMEs play an important role in creating new jobs and economic growth.
Support the creation, development and internationalization of SMEs must
therefore be at the heart of the new EU integrated industrial policy. State aid
rules contribute to the promotion of industrial competitiveness in Europe.
State aid rules provide a framework through which member states invest are
directed where there are irregularities in the functioning market. State aid
control is essential for the equal opportunities for all companies operating in
the internal market, irrespective of the Member State in which they are
established. The European Commission makes sure the appropriate focus of
these measures, ensuring that aid does not work disincentive to investors, no
investment was spent on maintaining inefficient market companies and does
not cause distortions of competition [4, 43].

Development of broadband sector is very important because the high and
very high speed broadband infrastructures are crucial to create jobs, increase
economic performance and to unlock the competitive potential of the EU in
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the long term. Broadband deployment to promote social inclusion and
competitiveness in the EU is demand use public financing according to state
aid rules. Public funding and state aid play an important role in complementing
private investments.

State aid for employment and training can be an appropriate instrument, for
example, to support the recruitment of workers with disabilities or other
categories of workers which face barriers to their employment at the going
wage rates [4, 48]. State aid in form of wage subsidies might help such
workers to enter the labour market or to remain in their post by covering
extra costs induced by their perceived or real lower productivity.

In years 2004-2010 46,1 mld. euro state aid was granted by Member Countries
in the areas which are relevant for Strategy Europe 2020 (figure 1). The
largest part was granted as regional support - above 30%, the second was
the support in environment protection — almost 29%.

regional development

envirommental protection

R&D&I

=hEs

employmentand training

the broadband sector

mrmld euro

FIG.: 1. State aid expenditure for Europe 2020 goals
Source: [4,21]

The lowest support was provided to the broadband sector. This is because
public funding has to be used carefully in the liberalized telecoms markets to
avoid a crowding out of private investments. But we have to remember that
public funding and state aid will play an important role in complementing
private investments and in extending broadband and very high speed, next
generation access (NGA) network coverage to areas where market operators
are unlikely to invest on commercial terms in the near future [4,48].
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Summary

Achieve the objectives of the Strategy Europe 2020 is one of the most
important challenges facing the European Union. Achieving these goals can
help to overcome the crisis from which Europe suffers from a few One of the
instruments for implementing the Strategy is the state aid. Appropriate
targeting of its cause, that the achievement of the objectives enshrined in it
will be easier. State aid should be so in the coming years to focus on these
directions, which are important from the standpoint of the Strategy. On the
other hand, should be reduced the state aid to provide for these objectives
which are in conflict with the provisions of the Strategy. However, this may
require an in-depth reform of state aid.
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Abstract:

Creation and delivery of customer value is one of the most important issues
for banking in the light of the increasingly competitive market. Marketing in
banking sector is inherently based on exchange processes - namely,
transactions made between the bank and its customers, and related to
exchange of certain values. Banking customers evaluate market offers from
the viewpoint of prospective values - they strive for maximization of those
values, while at the same time appraising the cost incurred in the process.
They have certain expectations in regard to the value of services offered, and
those expectations shape their behavior. This paper presents the notion of
customer value and its determinants, as well as ways to improve customer
value creation.

The notion of customer value is subject to various interpretations. Ph.
Kotler defines it as follows: “Customer value is the difference between the
values the customer gains from owning and using a product and the costs of
obtaining the product. Total value o a product for the customer is a sum of
benefits expected of a given product or service’[8, 33]. Total customer value,
according to Kotler, includes expected values of: product, service, personnel
and company image. Total cost, in Kaplan’s approach, consists of the
following: purely financial cost, time cost, energy cost and psychical cost
involved in acquiring the product. Similarly to the above, R. Kaplan and D.
Norton, authors of “The balanced scorecard”, in their general model of
customer value include three attributes that determine the value. These are
[6,79-82]:
» product attributes (product or service) - such as functionality, price and
quality.
» customer relations - including: product provision and service rendering,
along with the time of completion and supply,
» 1Image and reputation - related to immaterial factors that attract the
customer.
V. Zeithaml proposes a slightly different definition of customer value: “value
is the consumer’s overall assessment of the utility of a product based on
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perceptions of what is received and what is given” [16, 14]. Zeithaml notes
that customer value is subjective and perceived individually; price is a
significant criterion, but one that affects individual customers to a varied
extent. Moreover, customer value may be perceived differently, depending
on the context of product use [13, 189].

R. Woodruff postulates another approach to customer value definition,

based on the concepts of transactional satisfaction, cumulated satisfaction

and attributive satisfaction, as used in consumer psychology. It seems that

Woodruff’s definition provides the most complete description of relations

between customer value and customer satisfaction. In his approach,

customer value ,is a customer’s perceived preference for and evaluation of
those product attributes, attribute performances, and consequences arising
from use that facilitate (or block) achieving the customer’s goals and
purposes in use situations” [15, 189]. This hierarchical model of customer
value suggests the need to evaluate customer value at the level of product
attributes, the attributes of product use, as well as the customer’s goals and

purposes [13, 189].

Definition postulated by K. Monroe relates the concept of customer value to

quality. “Buyers’ perceptions of value represent a tradeoff between the

quality or benefits they perceive in the product relative to the sacrifice they
perceive by paying the price” [9, 187]. According to Monroe, perceptions of
value are a combination of the products physical attributes, attributes of
related services, and technical support offered during product use, as well as
the price and other indicators of received quality, whereas their perception
of cost include cost incurred at purchase, such as product price, cost of
acquisition (such as the cost of ownership transfer), cost of transport,
assembly, exploitation and servicing, as well as the risk of failure or product
malfunction [14, 187-188]. The concept of quality is also evident in the
definition postulated by B. Gale, relating customer value to the market

perception of quality in relation to product price [4, xiv].

To sum up, it may be noted that, despite the apparent lack of a unified and

commonly accepted definition of customer value, the following theses may

be postulated [7, 175]:

1. consumers appraise product value through evaluation and selection of
benefits, and by relating them to the cost incurred in the process. It is
evident that customer value is a subjective category; this observation can
be confirmed by the fact that customer value reflects not only the price,
but also individual needs that the customer is trying to satisfy through
purchase, as well as his or her individual preferences for incurring cost
related to product purchase and use [12, 76],
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2. customers’ perceptions of value are determined by situation and time;
value is perceived not only through individual transaction (exchange
process0, but also throughout the whole duration of customer-supplier
relationship,

3. customer’s satisfaction is a function of his/her perceived value.

M. Szymura-Tyc [12, 76] emphasizes another fundamental attribute of
customer value, present in most of the scientific studies of the phenomenon
- customer value is a value perceived. In the overall assessment of received
value, the customer takes into account only those benefits and costs that are
perceived as such, not necessarily representing the sum of real benefits and
costs involved. In addition, perception of benefits and costs is not only
a result of cognitive processes, but also a wide range of emotional ones.

P. Doyle observes that the marketing approach to creation of customer value
is based on three principles [10, 85]. Firstly, on the belief that by selecting a
specific provider of a given product or service (banking service, in this
context), the customer selects a provider (bank) that, in his/her view, offers
the greatest value. Secondly - it is based on the belief that the customer is
not motivated by product as such, but its potential to satisfy his/her needs
(e.g. the customer does not crave for a credit as such, but for money needed
to purchase a flat)). Those needs may take on different forms: emotional,
economic, or — the most frequent - general, i.e. one that combines the
former two groups of reasons. Value is, therefore, a result of customer’s
assessment of perceived potential to satisfy the needs through the purchase
of a specific product or service. The third principle is expressed in the belief
that, from the viewpoint of company (banking institution), individual (singular)
transactions are not profitable; it is by far more profitable to set up a long-
lasting relationship with customers, accompanied by building of trust and
loyalty, which -in turn- guarantees customer retention. Building and
maintaining competitive advantage of banking institution are a function of
values supplied to customers. In this context, value is a multifaceted system,
involving such subsets as [3, 100]: value of objective, value of form, value
of time and place, value of ownership, value of communication, value of
brand contact.

M. Porter’s concept of chain of values is a valuable instrument offering
support in identification of methods for building and enhancing customer
value [11]. This concept can be used in banking industry to analyze
individual operations (functions) of the bank from the viewpoint of their
potential for building and developing value. Chain of values as a comprehensive
overview of bank’s value building process, helps to recognize those links of
the chain that are associated with rise or drop of customer value, thus
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identifying the elements of value-building process [2, 99]. It is also a good
starting point for understanding the role of customer value in the process of
developing competitive advantage of the bank. In its basic model, chain of
values covers nine strategically significant operations that build value and
cost in a specific type of economic activities [see more: 8,39]. In the case of
banking industry, chain of values may take on a simplified construction,
since banking represents the sector of services, with no production activities
and with most of operations associated with documenting and maintaining
the base business [1, 241]. Each link of the value chain represents a single
function realized within the overall set of bank’s business competences.
Those functions are separated into two groups: base functions and
supplementary functions. Base functions, in the case of customer values in
banking institutions, include [1, 242]: acquisition of funds from deposits
and financial market operations. Deposits are a form of service sale; marketing;
financial services - service supply [5, 24]. Supplementary functions in the
case of banks cover banking infrastructure, human resources and their
management, and technology.

Success of a banking institution is related not only to proper execution of
tasks within individual departments, but also to proper coordination of
activities across the structure. Focus on proper realization of tasks within
each department does not necessarily represent a good approach to building
customer value. Efficient management of any form of activity (within the set
of banking business activities) may bring sizeable cost reduction and, at the
same time, strengthen the sum of values in respect to products offered.
Careful analysis of the chain of values helps pinpoint those elements that
may be a potential source of competitive advantage, as well as identify areas
that need reforming [5,24]. Since the process of building and supplying
customer value involves [more on this: 2,103] definition of values planned
for selected groups of customers, shaping those values, communicating
information on the values and actual supply of the values, some authors
postulate modification of Porter’s chain of values in the form of marketing
chain of values. K. Karcz explains: “the concept of marketing chain of values,
as opposed to the classical approach, perceives value supply only as one of
the steps (stages) of the marketing process, whereas Porter’s concept
identifies marketing as but one step (stages) of the process of value supply.
Value is, therefore, not a result (effect) of the sequence of processes within
the chain (a resultant category), but the point of focus for each and every
activity within the chain. Value is served as a common link between
consecutive activities and a way to achieve marketing success” [7, 170].

Customer value management requires, first of all, identification of banking
customer’s needs and expectations, as those are the elements that build up
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the values offered by the bank. Those values represent not only the product
on offer, but also its price, its benefits as perceived by customers, and the
form of its delivery. Building those values requires involvement of all
banking resources in order to transform decisions into specific activities,
and followed by actual delivery of values to the customer, in a way best suited
for the purpose of satisfying customer needs [2, 103].
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Abstract:

The paper deals with very actual problem - funding of pension protection.
Starting frame of article is made by a selection of suitable analytic tools for
solution a pension protection. We stated five categories of investment
instruments. In first step we choose the options that will be further analyzed.
Second step is devoted to create a suitable structure of investment
instruments. We outline possible portfolio scenarios within the scope of time
period representing approximately productive investor's age. A portfolio
composition is primarily influenced by claims on costs, rate of profit and
riskiness. The goal of the paper is introduction of principles of dynamic and
stochastic programming with practical application in the field of pension
protection scheme.

Introduction

We select a few investment instruments from each group that will contribute
to the future structure of the portfolio. The aim is to create an optimal
portfolio in each reporting period with regard to the required limits and
objective function. The task is conceived as a dynamic and stochastic
optimization problem.

Dynamic and stochastic programming

Dynamic programming can be described as a mathematical method that is
able to solve some optimization process which consists of several stages
[3, 3]. In the decision making processes we determinate the optimal decision
in any given instance, that successive. In our case, we consider the phase
periods. Each stage is characterized by a particular state which is determined
by the values of factors and variables. The method of dynamic programming
can solve the problem in stages, but in accordance with the requirements of
the optimization process as a whole [7, 6-7].

A classification of dynamic processes can be performed on the basis of the
nature of the variables that occur in the model. In the case of deterministic
models, we consider all factors and variables in the model predetermined,
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explicitly given. If we do not want to come to a great simplification in many
cases, we abandon this assumption and include the nature of stochastic
model. The presence of random variables in the process gives the resulting
solution of probabilistic nature. The optimal solution in terms of searching
for extreme values of the objective function is determined by the realizations
of random variables in the model [5, 158-159].

In practice, we consider the random variable of yield rate has a continuous
probability distribution, namely the normal distribution with two parameters,
mean and variance, it is marked as N(w,0°). The yield rate of specific

product can therefore take an infinite number of values within each stage.
In this case, we will proceed so that in each period to generate a limited
number of continuous distribution, which will form the basis of the possible
scenarios of dynamic structure of the investment portfolio. To create
a portfolio, it should be kept in mind that the decisions in the individual
sections are linked, respectively the actual decision is based on previous
decisions.

Taking into account the fact mentioned above, we can describe the dynamic
solving procedure in every time 7 (=1, 2, ..., 7) as

F( Xy Xop s s X ) = MiN (Max)

0, (X, Xp s X )R B 1=12,...m,
where x,,X,, ..., X, are unknown variables for each stage ¢, fis the objective
function, which is minimized or maximized, g, is the left side,R is

arelational sign, and b, is the right side of the 7-tA limit, m is the number of
constraints in the model. At the same time must hold

Xp;=f(a;) j=12,..,n
X, = f(X,0,0,) j=12,..,n

Xj3 = f(ij_!ij:a)lya)z,a):;) J :1,2,...,[']

Xir= (X1 %) s oees X gy @, Wy oy @ ) ] =121,

whereas X;,,Xj,,...,X;; are unknown (decision) variables for indexes j =1, 2,
..., nin each stage (=1, 2, ..., 7) and w,,w,,...,; are nature’s decision for
each time period (t=1, 2, ..., 7). It's obvious that « makes model
stochastic. From the practical point of view « is represented by product
yield rates which embody a stochastic character in each time period.
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Funding of pension protection in practice

We consider the situation of a man aged 35, who is graduated from a university
and working in a well-paid position for a long time. Because thinking about
the future, he decides to put some of their money available to certain
investment instruments related to financial protection in retirement.

Products

A potential investor (client) selects from five groups of products - investment
life insurance, capital life insurance, retirement income insurance, special
Investment programs, and building savings [2] and [6]. Within each group
we included a number of investment products from different companies
providing financial services in the Czech Republic [1, 55].

Multiple criteria decision making

We apply ELECTRE I method [4, 102-104] to choose a few investment
alternatives from each group of products [1, 55-56] to create a final investment
portfolio.

Economic and mathematic model

The investor specifies several conditions for future portfolio ensuring a positive
financial certainty in pensionable age. Firstly he requires monthly payment
in an amount from 3500 to 5000 CZK. The annual yield rate of portfolio
should be at least 5 %, on the contrary costs should not over limit 4 % from
monthly payment. Further the investor does not want to insert his free
financial resources to more than one product of each group, generally then
to more than three products within the scope of each time period. The risk
for a whole time is stated as a minimizing optimization criterion. For
simplification we introduce a possible investment in building savings only
1667 CZK per month. This variant is the most attractive possibility regarding
a state dotation and other specific conditions of building savings.

If the investor decides to invest in products investment and capital life
insurance and retirement income insurance, he will never get out these
products. This situation results from product character. The risk of
investment in concrete product is described by standard deviation of its yield
rate. The yield rate is a random variable with normal distribution. We also
assume that relative costs and risk corresponding to investment in particular
product will be constant for a whole watched time period.

In the mathematical model we apply two-dimensional variable x; showing
amount of monthly investment in product 7 in stage j. The next variable y;

takes the value 1 if the investor will invest in product 7 in stage j, failing
which is 0. Symbol r; marks a riskiness of 7-tA product, p;indicates a general
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monthly payment in j-th stage. Costs associated with product 7are expressed
by ¢ and yield rate of /-th product in j-th stage bye,. MIN, represents the

minimal monthly investment in 7-¢h product. Then the form of mathematical
model is:

%~ MIN

1

4
Z:Zerqj /

9 9
i=1 j=1 i=1 j=1
dYx=p, j=12,..4

3500< p; 5000 j=12,..4

ZQ:eH X /

9
i=1 i=1

MINy;, <%, <p;y; 1=12,..,9 [j=12,..4
x; =1667y; 1i=9 j=12..4

1

9 9
x; 2005, ¢ x, /Y x; <004 j=12..4
i=1 i=1

iZ:y”s?), 2%,—512%;5123&512%;51 =12, ..,4
if y, =Ltheny,, =1 i=12..6 j=123
X, 20 i=12..,9 j=12..,4
y; 0{0,4 i=12.,9 j=12..4

Evaluation

We generated two values of yield rate for each product in each of four
sexennial stages, hence we get 16 scenarios how the potential portfolio
should seem. Thus the probability of each scenario is 1/16.

We obtain 4 portfolio scenarios consisting of investments in capital life
insurance AXA, retirement income insurance Allianz, building savings
Modra pyramida and special investment program Ceska spofitelna, 5 similar
scenarios as previous without special investment program and 7 scenarios
with products retirement income insurance Allianz and building savings
Modra pyramida. The detached scenarios differ in the size of embedded
financial resources in these products in particular stages, watched expenses
and efficiency as well.

In the first case the objective function is 0.0081 (0.81 % as a standard
deviation of yield rate), in the others 0,009 (0.9%). The first mentioned
portfolio generally signals 5.74 % yield rate and 2.3 % costs, the second one
6.29 % or 1.7 %, finally 5.92 % and 1.9 %. In accordance with the optimal
value od objective function, first portfolio should be selected. On the other
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side we take into account the yield rate and costs which are in the lowest
level of all portfolio. In addition certain advantage of second and third
portfolio could be the fact that a potential investor has not to change
structure during the whole period. In virtue of described facts we suggest to
choose second investment portfolio. After a period of 24 years this
investment portfolio yields approximately 4 000 000 CZK. For example it
means almost 17 000 CZK per month during 20 years for pensioner. The
selected portfolio has the following form:

TAB 1: The selected investment portfolio

Product Stage 1 Stage 2 Stage 3 Stage 4
Capital life insurance AXA 125CZK | 125CZK | 125CZK | 125CZK
Retirement income 3208czr| °2% | 3208 czK| 3208 czx
insurance Allianz CZK
Building savings 1667
Modré pyramida 1667 CZK CZK 1667 CZK| 1667CZK
Conclusion

In terms of subjective stated constraints and objective function as the best
alternative sizes up investment in capital life insurance AXA, retirement
income insurance Allianz and building savings Modrd pyramida in
thereinbefore structure for 24 years. We applied the dynamic model with
stochastic (!) character for real expression of studied situation. According to
results it is possible to ensure financially dignified pension life.
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Abstract:

The focus of this paper is to study the determinant factors in the adoption
and use of Enterprise Resource Planning (ERP) systems in small-medium
and large companies. Inside the company, the use of ERP and other application
software linked to it are very important solutions to process and extract
useful information for business goals. ERP manages all internal and external
processes relative to production, customers and suppliers and provide
information, in any working place of the enterprise, at the right time.

Introduction

A huge amount of information circulates in the company and it is important
to transform this mass of information in useful knowledge for business
goals.

By techniques of Knowledge Management (KM) it is possible to provide this
information, stored in a datawarehouse, to all enterprise functions [1, 205].

ERP is an information system (IS) that integrates and manages all business
aspects of the business knowledge, including production planning,
purchaising, manufacturing, sales, distribution, accounting and customer
services [2, 236]. ERP provides the right product at the right place and at the
right time. An increasing time to process information easily causes the loss
of productivity and an imperfect decision-making. The ERP system also
provides reports that monitor specific key performances indicators (KPI).

Modules of Business Intelligence can be interfaced to the ERP system to
improve the decision making of managers and provide useful knowledge
relative to enterprise positioning, market trends and information on
competitors. All this, analysing corporate information are possible scenarios
“what...if“. Nowadays, Business Intelligence (BI) tools incorporate many
traditional systems like Management Information System (MIS), Executive
Information Systems (EIS), On Line Analytical Processing (OLAP) and
Decision Support Systems (DSS).
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In this paper we analyse the factors that affect the adoption and use of ERP
system inside small-medium and large enterprises. The structure of the
paper is the following: in the next section we introduce a literature review.
Then we describe a research methodology and illustrate the results of case
studies. At the end, analysing the results, some discussions and conclusions
are drawn.

Literature review

ERP adoption is significantly associated with production and operations
improvement, market expansion and company sizes. ERP is more developing
in large enterprises and not in SMEs because investments for this system are
very expensive. Companies must have strategic goals before implementing
an ERP system [3, 244].

Velcu [4, 1322] explored the alignment between ERP and business strategy
and betwen ERP and the perceived benefits. Ngai et al. [5, 553] investigate
the critical success factors (CSF) like top management support and
training/education.

By ERP, it is possible to obtain a lot of tangible and intangible benefits
[6,763][7, 186]: reduction in manufacturing cycle time, lead time and
ordering error, improvements in internal coordination, communication,
competitive position, forecasting and decision making.

McGaughey and Gunasekaran [8, 27] affirm that primary drivers to the ERP
implementation are business needs and technological changes; other drives
are: ICT reduced cost, continued growth and new partnership opportunities
[7,190][9, 248].

The failure in ERP implementation is the lack of alignment of ERP with
business needs, lack of organizational readiness and proper change
management [10, 87], poor management of the implementation process and
failure in reaching corporate goals [9, 246].

Research methodology

In this research we made a qualitative analysis of 7 case studies: 3 large
companies (Alpha, Beta, Gamma), 2 medium (Epsilon, Zeta) and 2 small-
medium enterprises (Eta, Theta). We did not analyse micro and small
businesses because they generally do not have these integrated ERP systems
(more expensive) but only some applications. The qualitative analysis allows
to investigate in depth the dynamics that characterize the decision-making
processes to invest in ERP. The respondents to interviews were Chief
Information Officers (CIOs) (large companies) or owners (other cases). The
interviews, according a logic schema based on parameters to analyse, were
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unstructured with the formulation of free questions. The reason was to not
influence the interviewees using a grid of predefined questions, leaving them
the opportunity to freely speak about aspects most relevant to describe and
interpret the phenomenon under investigation. The meetings with the
enterprises were held in 2010. The following section summarizes the results
of the interviews.

Case studies and results

Firstly it is interesting a brief description of case studies. Alpha is a large
company that produces highly sophisticated and technological machines and
systems for furnitures, doors and windows, accessories and everyday objects
in wood, glass and stone. Beta (large company) operates, for over 40 years,
in the kitchens sector at competitive costs and high-quality products. The
company focuses on aesthetics, functionality, reliability and security. Gamma
is a large company that designs and produces spacer bar and decorative
profiles for insulating glasses and it has a leading position in the industry.
The company creates decorative profiles in different shapes and sizes,
suitable for any market. Another sector of the company is the production of
rolled products. Epsilon (medium enterprise) is a manufacturer and distributor
of components and products to the refrigeration and air conditioning
industry. It is leader in the manufacture of refrigeration equipment including:
condensing units and hermetic systems for commercial applications; packaged
and split refrigerating systems. Zeta (medium company) manufactures seat
electronic accessories and power headres to favour correct positions in body
posture and health safeguarding. The company proposes technology and
mechanisation on specific sectors, such as wellbeing centres, aesthetic
institutes, clinics and casualty departments. £fa (small-medium enterprise)
has, as core business, the cold forming of metals and the assembly. The high
specialization and high elasticity of products and processes supported by
know-how and expertises places the company in a good position for the
international market. 7heta (small-medium enterprise) offers innovative
modular furnitures, customizable and equipped, that can combine design
and functionality for satisfying customer requirements in different sectors
like to bakeries, supermarkets, bars, pubs, clothing stores and pharmacies.

A topic of interviews was related to the type of ERP adopted and whether
there were or there will be some migration processes towards other more
complex systems. Another topic was the business intelligence software
linked to the ERP.

Alpha adopted Diapason Formula ERP system and now is installing a Business
Intelligence solution of Oracle E-Business Suite (CRM/PLM), Oracle Hyperion
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as Performance Management Software and QlikView for the reporting. Beta
uses SAP ERP after a migration from ACG Vision4 solution of IBM. As
Business Intelligence use an internal module of SAP. Gamma uses the Baan
ERP professional and is investing heavily to upgrade and expand specific
modules. The company extract business data (turnover, production, sales,
efficiency) from the ERP and by specific dashboards, based on KPIs, monitor
the level of production and quality. Epsilon uses, for many years, Golden
Lake of GL Italy and has customized it when their branches are increased.
The company uses the performance management Hyperion and OLAP for
data browsing in 3D. By ERP the company obtains a two-dimensional
management reporting on following indicators: revenue, margins, customer
satisfaction and quality. Zeta uses, since 2002, Diapason of the Formula
Group. This ERP software is modular and like to an empty box gradually is
filled. Always is extracted reporting from the ERP. Eta has, since 90’s, the
system Gamma Enterprise. The CEO wants to change it with another system
used from a subsidiary that pursue the same logic path. She understands that
the migration involves a long times: change and adaptation of certain
processes, preparation of databases and customizations. 7heta uses the same
Gamma Enterprise system with a lot of personalization. They do not think to
change it for high costs and for the previous customization. The reporting is
coming from the same management software.

Discussion and conclusions

The intensity of the use of an ERP system depends on many factors: financial
resources available, operative sector of the company, management culture,
level of customer computerization and the behaviour of other firms located
in the same territory.

It is clear that large firms having greater financial resources, as Beta, they
can afford to migrate to a more complex ERP system like SAP. In Theta the
investment in ERP modules are lower because the management do not have
a high ICT culture. Companies operating in the furniture industry are
inclined to use a specific ERP while those of another sector like mechanics
use a different system. Alpha and Zeta, although of different sizes, together
operate in the mechanic/electronic sector and they adopt the same ERP.
Regarding the level of customer computerization, a client of £7a has asked to
the company to implement the electronic invoice according the protocol
Electronic Data Interchange (EDI). The company is integrating, with some
difficulty, inside its ERP, the module that executes this function. If the
request will be made to 7heta, which uses few modules of the ERP, it surely
would have updated the management system. For the location in the same
territory, the headquarters of 7heta is located 100 meters from that of E7a
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and the same situation is for A/pha and Zeta. Both couple of enterprises use
the same ERP of the neighbouring. In these cases we must consider two
affecting factors: the word of mouth (WOM) and the "strength" of the
commercial provider of software solutions.

The use and adoption of ERP system depends on many factors both internal
and external. This qualitative study is proposed as a first moment of
reflection to identify some research’s questions that must still be verified by
further investigations to be carried out involving a large sample of enterprise
(quantitative analysis). The qualitative analysis on the case studies has been
useful to analyse the type of response of CIO/entrepreneurs for administering,
in the future, a questionnaire to a larger number of companies and to verify
our working hypothesis.
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Abstract:

Tax expenditures, which are a transfer of public means with the use of the
tax system and which usually have a specific social purpose, at the same time
infringe on the foundations of tax efficiency and decrease budgetary incomes.
Therefore, in the conditions of limited possibilities of public incomes’
acquisition their monitoring is of particular significance. The purpose of this
article is to analyze the system of tax privileges in force in Poland and to
show the budgetary consequences resulting from their application.

Introduction

The financial crisis and the effecting economic slowdown, as well as the
society’s growing old, have attributed in many EU member states, including
Poland, to rapid growth of public debt. While striving to decrease the fiscal
unbalance, governments of the individual countries have begun paying special
attention to the transparency of their fiscal policies and control of public
expenditures, including, in particular, intermediate expenditures, which are
not set forth directly in the budget. Such expenditures may also include
expenditures incurred by the tax system, the so-called tax expenditures,
which cover tax preferences directed to selected groups of taxpayers. Tax
expenditures, in a sense, may be treated as a substitute of direct expenditures.
It is a group of extra-budgetary expenditures, omitted in the budget and
rarely estimated. On one hand, they realize a series of social-economic
purposes, on the other hand, however, they significantly attribute to
decreasing the tax incomes, and therefore also to increasing the budgetary
deficit.

Without a doubt, complete estimation and integration of public expenditures
realized through taxes with the budget and subjecting them to strict control
is necessary. The purpose of this article is to analyse the system of tax
privileges in force in Poland and showing the budgetary consequences
stemming from their application.
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1. Tax expenditures: definitions, application, methods of estimation
The term “tax expenditures” (TEs) has been used, since the beginning of the
seventies, for the first time by Stanley S. Surrey [1]. Surrey noticed that the
majority of tax reliefs is general in nature and depends on the personal
situation of the taxpayer (e.g. number of children, incomes, state of health
etc.), at the same time there is no specific political goal. However, in his
opinion, the nature of TEs is completely different, they occur only in specific
circumstances and apply only to selected persons, social-professional groups
and they realize a social-economic purpose [2, 3]. Pursuant to OECD definition,
the term TEs shall be construed as withdrawal from generally-adopted
principles of tax structure, which allows achieving tax benefits for the
individual types of operations or groups of taxpayers. Unfortunately,
determining the standard point of reference allowing identifying that
category is burdened with certain subjectivity. Therefore, in practices of the
individual countries definitions of TEs are diverse and not always conform to
the one formulated by OECD, which significantly impedes international
comparison. Usually, TEs are such tax solutions, that:

» are a deviation from general principles of taxation and are a certain
type of an exception within the frames of the normative structure of
tax;

» are an alternative to the possible program of budgetary expenditures,
which could achieve the same goal.

Tax expenditures most often refer to the primary structural elements of tax
and may occur in various forms, among other things, such as [3, 130]:
- exemptions: amounts excluded from the tax base;
- allowances: amounts deducted from the benchmark to arrive at the tax
base;
- rate relief: a reduced rate of tax applied to a class of taxpayer or
taxable transactions;
- credits: amounts deducted from tax liability.

So far, no method allowing to unequivocally valuating the tax privileges
adopted in a given system has been created. In practice, TEs measurement
based on ex-post assessment or ex-ante assessment is adopted [4, 7]. Most
often the following are estimated:

- revenue forgone approach;

- revenue gain approach;

- outlay equivalence approach.
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2. Tax expenditures in Poland: identification and methods of
estimation

In 2009, the Ministry of Finances discerned in Poland a total of 473 tax
preferences included in TEs, including 402 in state taxes and 71 in local
taxes. 192 TEs were discerned in income taxes, the majority of those
pertaining to physical persons’ income tax (138). In Value Added Tax and
excise tax — 195 and 15, accordingly [5, 33]. As the basis for the selection
a model approach has been adopted, i.e. priority of the most important tax
principles. Such a large quantity of TEs functioning in Poland undoubtedly
certifies about a complicated nature of Polish tax regulations, which does not
foster the growth of fiscal efficiency of taxes and has a significant impact on
the income of the state budget and local budgets.

TAB. 1: Number of tax expenditures in Polish tax system in 2009

Number of taxes
Taxes expenditures

State taxes, in: 402
PITiCIT 192
VAT 195
Excise tax 15

Local taxes 71

Total 473

Source: Prepared by the author on the basis of [5, 33].

Estimations of TEs value in Poland has been performed based on the ex-post
assessment of lost incomes, without allowing for the changes in behaviors of
taxpayers caused by possible liquidation of the considered tax structures.
The calculations were based, above all things, on all data contained within
tax returns sent to the Ministry of Finances, GUS data (Central Statistical
Office) and, in some cases, information collected by other institutions.
However, due to frequently missing data, not all Polish TEs have been
estimated, e.g. this pertains to agriculture.

3. Budgetary consequences of applying tax expenditures in the Polish
tax system
TEs may be considered both from the point of view of a taxpayer, as through
reduction of tax, they allow gaining tax benefits, and from the point of view
of the state. In the latter case they constitute potential losses of incomes
gained from taxes. Usually, their purpose is to support specific actions of
taxpayers, which decreases the funds available to other public programmer.
The financial effect is the same as if the government had made direct
expenditures.
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TAB. 2: Value of tax preferences according to support areas and types of

taxes in 2009 (state budget — in PLN millions)

Area of support PIT CIT VAT Excise tax | Total
494 5 879 2442 15
Economy 0,04% 0,44% 0,18% 0,00% 8 830
PKB PKB PKB PKB
2012 96 5111
Agriculture 0,15% 0,01% 0,38% - 7 219
PKB PKB PKB
122
Employment 0,01% - - - 122
PKB
Education, science, 2 150 1891
culture, 0,00% 0,01% 0,14% - 2043
Sport PKB PKB PKB
. 164 1384
churches, social and
civic organizations 0,01% 0,10% ) ) 1548
PKB PKB
432 4101 110
Health 0,03% - 0,31% 0,01% 4643
PKB PKB PKB
10 333 18 800
Family and social area 0,77% 0 1,4% - 29133
PKB PKB
Transport and 1821 1357
environmental - - 0,14% 0,10% 3178
Protection PKB PKB
2456 111 26 208
Other 0,18% 0,01% 0,00% 0,02% 2801
PKB PKB PKB PKB
16 015 7 620 34192 1690
Total 1,19% 0,57% 2,54% 0,13% 59 517
PKB PKB PKB PKB

Source: [4, 34].

Nine areas of support through the tax system have been discerned within the
Polish report on TEs. The main support area in 2009 (i.e. 44,4% of all the
identified TEs) was family and social services. In this case, according to
calculations of the authors of the report, the support amounted to ca. PLN
29,2 billion (i.e. 2,2% of gross domestic product - GDP). The majority of
preferences included in this area pertained to income tax from personal
incomes (PIT) - ca. PLN 10,3 billion. These were mostly allowances for
children, joint spouse taxation, exemptions from social services’ taxation

(table 3).
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TAB. 3: Tax expenditures of highest value in income tax in 2009

in Poland
Share in total Percentage
Value Va,lFIESOf for Percentage
Tax expenditures of TEs within revenues of GDP
(PLN given tax from given (in %)
millions) in©
(in %) tax (in %)
Child tax credit 5633 35,17 8,98 0,42
Joint taxation of spouses 2693 16,8 4,29 0,20
Agricultural subsidies 1947 12,6 3,1 0,14
Exemption of family
beneflts, family and 1478 9,23 2,36 0,11
nursing
benefits, etc.
Cost of obtaining
i %
income (509) 628 3,92 1,00 0,05
from copyright
and related rights

Source: [5, 36-37].

To a large extent in 2009 also the economy (ca. PLN 8.8 billion) and
agriculture (ca. PLN 7.2 billion) used tax privileges. Unfortunately, the
report does not answer the question whether the expenditures incurred for
supporting the said areas had been effective and realized their intended
purposes. At the same time, one needs to emphasize that support of
agriculture by the tax system is probably significantly higher than it would
stem from the report. Due to lack of data making it impossible to estimate
the said values, e.g. exclusion of agriculture from income tax taxation was
not taken into account.

The Ministry of Finances estimated the value of all TEs in 2009 to the
amount of PLN 69,9 billion, i.e. 4,9% of GDP, and in state taxes their value
amounted to PLN 59,5 billion (i.e. 4,4% of GDP and 24,1% of tax incomes in
total). Of course, this does not mean that incomes of the central budget or
local budgets, should structures included in TEs be liquidated, would
increase by such amounts. As emphasized earlier, the estimation methods
based on the so-called lost incomes does not allow for the changes of
taxpayers’ behaviors, is burdened with an error. Nevertheless, the scale of
tax privileges identified within the Polish taxes, both in terms of quantity
and value, means that studies should be commenced without delay, aiming
to answer the following question: wouldn’t expenditures made directly from
the state budget, meeting the goals of the given policy, be more effective than
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expenditures realized through a special system of reliefs, exemptions and tax
deductions adopted in the country.

Summary

The financial effect of adopting TEs is the same as if the government made
direct expenditures. Adoption of TEs leads to decreasing the incomes from
taxes and lower incomes under taxes, and therefore it may contribute to
disturbing the budgetary balance, and in certain cases also to increasing the
budgetary deficit. On the example of Poland one may conclude that losses of
the budget may be quite significant. This is why tax privileges should be
subject to rigorous control, just like direct expenditures. Monitoring of TEs
should not, however, pertain only to their value. The report should additionally
contain an assessment of TEs effectiveness, compared to public expenditures
financed directly from the budget as well as a fiscal risk assessment of their
application. This will allow choosing an alternative solution, which with the
same budgetary costs would be more efficient and at the same time would
increase fiscal discipline.
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Abstract:

Revenue management is the process of understanding, anticipating and
influencing customer behavior in order to maximize revenue. Network
revenue management models attempt to maximize revenue when customers
buy products of multiple resources. Solution approaches based on linear
programming models are analyzed in the paper. The DLP (Deterministic
Linear Programming) model is based on an assumption that demand is
deterministic and static. Customer behavior modeling has been gaining
increasing attention in the revenue management. A modeling approach
CDLP (Choice-based Deterministic Linear Programming) for strategic customer
behavior with discrete choice based on deterministic linear programming
was investigated.

1 Introduction

The general problem is about how companies should design their selling
mechanisms in order to maximize expected revenue. RM is to sell the right
product, to the right customer at the right time, for the right price through
the right channel by maximizing revenue. What are new about RM are not
the demand-management decisions themselves but rather how these decisions
are made. The true innovation of RM lies in the method of decision making.

The basic model of the network revenue management problem is formulated
as a stochastic dynamic programming problem whose exact solution is
computationally intractable. Most approximation methods are based on one
of two basic approaches: to use a simplified network model or to decompose
the network problem into a collection of single-resource problems (see [1]).
In the paper linear programming approximation approaches are studied.
The Deterministic Linear Programming (DLP) model is a popular in practice
(see [4]). The DLP model is based on an assumption that demand is
deterministic and static.

The common modeling approaches assume that customers are passive and
they do not engage in any decision-making processes. This simplification is
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often unrealistic for many practical problems. In response to this, interest
has arisen in recent years to incorporate customer choice into these models,
further increasing their complexity. Among the efficient techniques that
have been proposed is the so-called choice-based linear program (CDLP) of
Gallego et al. [2].

2 Network revenue management problems

The interdependence of resources creates difficulty in solving the problem.
The basic model of the network revenue management problem can be
formulated as follows (see [1], [4]): The network has m resources which can
be used to provide n products. We define the incidence matrix

A=lay],1=1,2,..,m,j=1,2, ..., n, where
a; =1, if resource 7is used by product j, and
a;= 0, otherwise.

The j-th column of A, denoted aj;, is the incidence vector for product ;. The
notation 10 a;indicates that resource 71is used by product j. The state of
the network is described by a vector x= (xi, X3, ..., Xn) of resource capacities.
If product jis sold, the state of the network changes to x- a,. Time is discrete,
there are 7'periods and the index frepresents the current time, =1, 2, ..., 7.
Assuming within each time period ¢ at most one request for a product can
arrive. Demand in time period ¢ is modeled as the realization of a single
random vector (%) = (7i(9), (9, ..., a(9). If 1(?) = r; > 0, this indicates
arequest for product j occurred and that its associated revenue is z; If 1;(¢) = 0,
this indicates no request for product ;j occurred. A realization 7(t) = 0 (all
components equal to zero) indicates that no request from any product
occurred at time £ The assumption that at most one arrival occurs in each
time period means that at most one component of 7(#) can be positive. The
sequence (%), t=1, 2, ..., 7, is assumed to be independent with known joint
distributions in each time period Z When revenues associated with product j
are fixed, we will denote these by zyand the revenue vector r= (1, 13, ..., Iy).

Given the current time ¢, the current remaining capacity x and the current
request 1(?), the decision is to accept or not to accept the current request.
We define the decision vector u(t) = (w (9, (9, ..., ux(?)) where

ui?) =1, if arequest for product jin time period #is accepted, and
ui(?) =0, otherwise.

The components of the decision vector u(t) are functions of the remaining
capacity components of vector x and the components of the revenue vector r,
u(t) = u(t x, ). The decision vector u(?) is restricted to the set
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U(x) ={uU{0,1}", Au<x}.

The maximum expected revenue, given remaining capacity xin time period
¢, is denoted by V4 x). Then V/x) must satisfy the Bellman equation

V(4 = E| max{r(Q7 u(t xr) +Vy, (- Au)} | 1)

with the boundary condition V;,,(x) =0,0x.

A decision #* is optimal if and only if it satisfies:
ui (& x, 1) =1,if ;2 Vea(x) - Vea(x-3), a<x,
ui (t, x, ) = 0, otherwise.

This reflects the intuitive notion that revenue z;for product jis accepted only
when it exceeds the opportunity cost of the reduction in resource capacities
required to satisfy the request.

3 Deterministic Linear Programming (DLP) model

The equation (1) cannot be solved exactly for most networks of realistic size.
Solutions are based on approximations of various types. One approach is to
use a simplified network model, for example posing the problem as a static
mathematical program. We introduce Deterministic Linear Programming
(DLP) model (see [4]).

The DLP model uses the approximation

Vi () = maxrTy

Ay < x (2)
0 < y<E[D]
where D = (Dy, D,, ..., Dy) is the vector of demand over the periods ¢, ¢ +1,
..., T, for product s, j=1, 2, ..., n, and r = (1i, 13, ..., Iy) is the vector of

revenues associated with the n products. The decision vector y= (11, J2, ...,
Ju) represent partitioned allocation of capacity for each of the n products.
The approximation effectively treats demand as if it were deterministic and
equal to its mean £[D].

The optimal dual variables, 7, associated with the constraints Ay < x, are
used as bid prices. The main advantage of the DLP model is that it is
computationally very efficient to solve. Due to its simplicity and speed, it is
a popular in practice. The weakness of the DLP approximation is that it
considers only the mean demand and ignores all other distributional
information. The performance of the DLP model depends on the type of
network, the order in which fare products arrive and the frequency of re-
optimization.

45



4 Choice-Based Deterministic LP (CDLP) model

Potential customers usually do not come with a predetermined idea of which
product to purchase. Rather, they only know some particular features that
the product should possess and compare several alternatives that have these
features in common before coming to a purchase or non-purchase decision.
There are n fare products, each associated with exogenous revenue 13, j =
=1,2,...n.. At each point in time, the firm chooses to offer a subset of these
fare products. Given the subset of offered products, customers choose an
option (which may also be a no purchase option) according to some discrete
choice model. Gallego et al. [2], van Ryzin and Liu [5] extend this analysis to
the network setting. The authors adopt a deterministic approximation by
reinterpreting the purchase probability as the deterministic sale of a fixed
quantity (smaller than one unit) of the product. The revenue management
problem can be formulated as a linear program, and there is possible
demonstrate that the solution is asymptotically optimal.

The probability that the customer chooses product ; given the set of offered
fares S (conditioned to arrival of a customer) is denoted by P(S). Time is
discrete and partitioned into 7'time periods that are small enough such that
there is at most one customer arrival with probability 1 and no arrival with
probability 1-1. The network has m resources which can be used to provide n
products. The incidence matrix A = [ay], 7=1, 2, ..., m, j=1, 2, ..., n,
introduced in network revenue management problems, is used. Demand is
treated as known and being equal to its expected value. The problem reduces
then to an allocation problem where we need to decide for how many time
periods a certain set of products S shall be offered, denoted by #.S). Denote
R(S) = Z P,(S)r;
the expected total revenue from offering S by jes

Then the choice-based deterministic linear program (3) is given by

VEDLP — max Z AR(SE(S)

=

Y IAPESHS) < x,
3)

Y =T
Sen
t(8) =0, vSc N
The objective is to maximize total revenue under constraints that consumption
is less than capacity and total time sets offered are less than horizon length.
Decision variables are total time subset Sis offered #(.S).There are two basic
possibilities how to we use the CDLP solution. First one is to directly apply
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time variables ¢*(S) (Gallego et al. [2]). The notion of efficient sets
introduced by Talluri and van Ryzin [3] for the single leg case is translated
into the network context and the authors show that CDLP only uses efficient
sets in its optimal solution. Second one is to use dual information in
a decomposition heuristic (van Ryzin & Liu []). The dual variables of the
capacity constraints can be used to construct bid prices.

5 Conclusions

The basic model of the network revenue management problem is formulated
as a stochastic dynamic programming problem whose exact solution is
computationally intractable. The DLP method is based on an assumption
that demand is deterministic and static. Interest has arisen in recent years to
incorporate customer choice into these models. A modeling approach for
strategic customer behavior based on deterministic linear programming
(CDLP) was investigated. This area is promising for next scientific research.
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Abstract:

The important stage o changes in the development of the SME sector began
with the Polish integration with the European. It opened up new development
opportunities, but Polish entrepreneurs had to cope with the challenges of
competition, adopting strategies to the conditions of the market of the EU.
The important issue of the paper is discussing the range of problems
regarding innovation, which constitutes the basis for competition in today's
economy and the policy for its support. The study presents conclusions from
the theoretical contemplation and empirical analysis.

Introduction

The experience of countries with developed market economies shows that
the development of the small and medium-sized enterprises sector is necessary
for the proper functioning of the economy and the mechanisms that take
place [4, 303]. Its stimulating effect on the economy expresses itself by
dynamically responding to changes in the environment, because it’s the
smaller companies that are more flexible in terms of new needs and changing
customer preferences. Their number and their potential are one of the
important measures of assessing a country's economic growth [3, 137]. The
purpose of this paper is an attempt to identify trends, development barriers
and the importance of the SME sector in Poland against the background of
European Union countries, through the analysis of their changes. Moreover,
the aim is to identify the capacity of Polish SMEs to compete, especially in
terms of innovation potential, also support entrepreneurial initiatives of the
Polish government and institutions system.

Innovativeness of enterprises in Poland in comparison

with European Union

Innovativeness in Europe was assessed and the data were presented in the
Report European Innovation Scoreboard [8, 23]. It includes the statement
and encompasses the comparative assessment of thirty European countries
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regarding the achievements in the scope of innovation using only 26 indices.
These indices were divided into five categories defining various dimensions
of an innovativeness level in a given country, they include:

— structural conditions deciding on the innovative potential, like number
of higher school graduates per 1,000 persons, number of persons with
higher education,

— conditions for creating knowledge - level of investments in research and
development,

— innovativeness in small and medium enterprises, e.g. IT expenditures,
existence of venture capital,

— activity of economic sectors connected with new technologies, e.g. percent
of employed in these branches, export of modern technologies,

— intellectual property rights.

Particular indices were used to prepare a ranking in which Poland was
awarded the 21% place among the countries such as Spain, Estonia and
Slovakia. The leaders of the European ranking are Scandinavian countries -
Sweden, Finland, Denmark. Germany and Switzerland were also highly
assessed. Innovative enterprises, constituted 44 % of all enterprises in the
European Union (EU-27) and, e.g. in Germany 68 %, Austria 53 %,
Denmark, Luxembourg and Ireland 49 %. Concurrently, in Poland this
percentage amounted to 26 %. On the other hand data from the European
Commission’s reports was used to judge innovativeness in the European
Union countries. European Innovation Scoreboard is an annual report which
evaluates innovative achievements of the EU member states, based on the
Summary Innovativeness Index - SII. This index is calculated as a weighed
arithmetic average of 29 fragmentary indicators for 27 EU countries, and
also Croatia, Turkey, Iceland, Norway, Switzerland, USA, and Japan [8, 11].
The index values vary between 0 and 1, where 1 signifies the maximum level
of innovativeness of a given country. In 2009, this index values varied
between 0.637 for Sweden, and 0.221 for Bulgaria. The average level for all of
the 27 EU member states was 0.475. In this approach, Poland ranked 23™
position. This is shown in table 1.
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TAB 1. Summary Innovativeness Index of the European Union countries
in 2007 - 2008

No Country 2007 Position (2008 Position
1 Sweden 0.630 1 0.637 1
2 Finland 0.585 3 0.610 2
3 Germany 0.569 4 0.581 3
4 Denmark 0.602 2 0.570 4
5 Great Britain 0.556 5 0.547 5
6 Austria 0.523 7 0.534 6
7 Ireland 0.528 6 0.533 7
8 Luxembourg 0.497 9 0.524 8
9 Belgium 0.498 8 0.507 9

10 France 0.495 10 0.497 10
11 Netherlands 0.474 11 0.484 11

12 Cyprus 0.433 13 0.471 12

13 Estonia 0.443 12 0.454 13

14 Slovenia 0.429 14 0.446 14

15 Czech Republic  |0.392 15 0.404 15

16 Spain 0.359 17 0.366 16

17 Portugal 0.340 18 0.364 17

18 Greece 0.332 19 0.361 18

19 Italy 0.361 16 0.354 19

20 Malta 0.315 20 0.329 20

21 Hungary 0.305 21 0.316 21

22 Slovakia 0.299 22 0.314 22

23 Poland 0.293 24 0.305 23

24 Lithuania 0.294 23 0.294 24

25 Romania 0.249 25 0.277 25

26 Latvia 0.239 26 0.239 26

27 Bulgaria 0.206 27 0.221 27

EU-27 0.466 0.475

Source: M. Stec, Innovativeness of the European Union countries, National
Economy, nr. 11-12/2009, p. 53, data collected from reports
European Innovation Scoreboard http://ec.europa.eu

On the basis of different levels of their economies innovativeness, based
on the values of the SII indicator, we can divide countries into four groups
[7, 54]:
— Innovation leaders - Sweden, Finland, Germany, Denmark,
and Great Britain. SII is higher than the EU-27 average (0.475)
and oscillates between 0.547 and 0.637.
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— Innovation followers - Austria, Luxembourg, Belgium, France,
Netherlands.

— Moderate innovators - countries with innovativeness index
below the EU average.

— Catching up countries - including Poland, with the innovativeness index
far below the EU-27 average.

Poland’s position results depends on low expenditures on research and
development in enterprises as well as decreasing the public expenditures on
that aims. As well as in the area of achievements in the scope of intellectual
property law such as the number of patents and trademarks, Poland remains
beyond the EU average. There are small numbers of enterprises which
cooperate among each other in the scope of innovativeness as well as a low
level of research works conducted at universities. Despite the low position,
Poland gained positive, higher than European average results, regarding
several indices which hold promises for better position in the future. It was
well assessed, among others, the level of education of young people, level of
investment expenditures of enterprises in relation to their turnover - 50 %
above the EU average and investments in information technologies. Poland
also possesses almost all institutions and tools so as to support innovativeness.
However, in order to compete in international markets, it has to develop
cooperation of science and business. OECD report indicates the greatest
challenges for Poland: strengthening the technological and scientific base,
concentration of public financing on institutions and organisations of the
greatest potential of conducting research works finished with success, increase
in promotion of innovative solutions and knowledge based economy, creating
the environment that is favourable to entrepreneurship by simplifying law
and taxation system [9, 34]. It is also important to strength the connections
between science and industry improving the regulations on public and
private partnership as well as better protection of intellectual property at
universities. The level of innovativeness of Polish SME is assessed not only
as profoundly lower than the level of innovativeness of SME in EU-15,
however they have different sources there. Innovations in Poland are created
mainly by means of investing processes - purchasing of machines, technology,
and licence. Only a small number of SME actively participates in conducting
research and development works. Research results regarding the
innovativeness of Polish SME, conducted by the Polish Agency for Enterprise
Development in 2010; indicate that only more than 37 % of the researched
small enterprises, within two years, introduced innovations. They
introduced mainly organisation innovations and product innovations. Other
sources confirm that innovativeness of an enterprise is strictly correlated
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with its size. There is observable a clear correlation of performed investments
with short term policy of SME adjusting their production capacity to current
needs of the market. More than 19 % of the enterprises in the last period
purchased machines and devices as those which are in their use, in order to
increase the production capacity. SME also decreased an interest in
investments in new technologies, in introducing new products, in developing
the sales network. Analysis of the behaviours confirms that within the
further years enterprises are going to compete by price and quality, with
tendency of limiting their significance [5, 52]. In the group of
competitiveness determinants it is observed the increase of the enterprise’s
goodwill, competence and motivation of employees, creating modern
distribution channels as well as using more modern production technologies
than the competition. The least role is played by modern methods enterprise
management, which is why it may emphasise that this is an unused and
mostly underestimated potential of innovativeness within this group of
enterprises. The aforementioned research results indicate that innovativeness
in Polish enterprises from the SME sector does not reflect the vision of
creative destruction, i.e. introducing new combinations of the existing
resources but it is rather a result of flexible adjustment to local environment.
Despite the tradition of analysing enterprising, innovation based
undertakings; the economic reality turns out to be more complex. Moreover,
the companies dynamically functioned not only in the sector of advanced
technologies but also in those treated as traditional ones, as wholesale and
retail trade, transport.

Summary

Polish enterprises must be innovative. In order to support this process, new
conditions and instruments are created which make implementing new
technologies and developing enterprises on the basis of innovative ideas
easier. It is of almost importance that in the near future Poland becomes one
of creators of changes, not only it’s beneficent. These aspirations should
justify Poland’s position in the innovativeness ranking of European Union’s
nations. The global crisis exerts a significant influence on the changes of the
markets’ conditions. Therefore only elasticity in activity and quick adjustment
to new conditions on the market can help survive the economic slowdown
period. Those entrepreneurs who treat this time as a challenge to induce
a diversity of changes within the company may outdistance the competition
in the future, and strengthen the company’s position on the market. In
Poland, like in other European Union countries, steps have been undertaken
to make managing a business easier, on both the state and institutional level.
To be competitive in the global economy, Polish enterprises must be innovative.
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Abstract:

This article attempts to present both theoretical and empirical aspects of the
changes in energy intensity of GDP in Poland in relation to the European
Union. The paper also discusses the objectives, activities and achievements
in support of reducing the level of energy intensity of GDP. The study argues
that the reduction of energy consumption in the economy should be treated
as a priority and a key element of energy policy, because such conduct will
support the implementation of its other goals, as well as play a key role in
improving the economic efficiency of the economy and positive impact on its
competitiveness on the international stage.

1. Introduction

At the moment of the accession to the European Union, Polish energy sector
faced many significant challenges, because the increase in energy demand as
well as disproportionate level of infrastructure development in the sector of
energy, high dependence on external supplies of natural gas and oil, and
environmental commitment, determine the need to take appropriate measures
to counter the deterioration of the situation of the fuels and energy
consumers [6, 3]. In recent years the world economy encountered a number
of adverse events, such as the dynamic change of energy prices, increased
demand for energy from developing countries, serious failures of power
systems, as well as increased levels of environmental pollution requires the
need for a new dimension of energy policy. The increase of the level of
investment in the areas of energy efficiency and renewable energy sources,
should lead to the creation of new jobs, and also contribute to increasing
innovation and strengthen the knowledge-based economy in the European
Union [4, 372].
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2. Aim, methodology and the research area

The purpose of this paper is to present both theoretical and empirical
aspects of the changes in energy intensity of GDP in Poland in relation to the
European Union. The study argues that the reduction of energy consumption
in the economy should be treated as a priority and a key element of energy
policy, because such policy will support the implementation of its other
goals. The article discusses the theoretical determinants of energy intensity
of GDP, as well as specific goals and actions in support of energy policy for
energy efficiency. The achievements in reducing energy intensity of Polish
GDP have also been presented. In the empirical part, the average annual pace
of change in energy intensity indicators of Polish GDP has been presented,
and also the changes pace of primary and final energy intensity of GDP in
Poland in comparison with EU countries. The empirical data presented in
the study come from the Central Statistical Office and the French Agency for
Environment and Energy Management (ADEME).

3. Theoretical determinants of energy intensity of GDP

Production energy intensity is defined as the energy consumption in the
production process, company, industry and national economy, related to
a specific volume of production, in which it is involved [8, 25-26]. According
to the criterion of how to measure the energy input in the process of creating
a production volume, the direct energy consumption and accumulated energy
consumption are distinguished. Energy intensity of the direct energy
consumption is brought directly to the process for manufacturing a specific
product [1, 37]. However, one should understand the energy intensity as the
cumulative energy consumption necessary to produce a product or a service
covering the total amount of primary energy, which was actually consumed
in all the processes of conditioning sequentially the manufacturing of
a product or service, therefore the total energy consumed to produce the raw
materials, semi-finished products and energy carriers. Typically, in studies
of energy consumption, the following factors are being used [7, 15]:

1) Energy intensity indicator:
E
g =—
D

where:
E - the amount of energy consumed,
D - the value of national income;
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2) incremental elasticity index, called the index of elasticity of energy
consumption:

r

. czyli ¢' = - x

try| En
o &
2|
M| it

where:
AE,AD - energy consumption increases and national income increase;

3) rate of energy consumption per 1 inhabitant:

e =—,

L

where:

L - population.
The incremental elasticity indicator e’ ' expresses the marginal energy
intensity. If it is greater than unity, it means that the increase in income is
more energy intensive than the entire income and vice versa - the indicator
that is less than unity means that the increase in income is less energy

intensive than the entire income.

4. The level of energy intensity of GDP in the 1990-2008 in relation
to the European Union

In relation to the developed countries, the Polish economy is characterized
by excessive consumption of energy, raw materials and materials in the
generated national income [9, 5]. However, the energy intensity of GDP,
defined as the quotient of primary or final energy intensity and the value of
GDP, is successively improved. In making the analysis of changes in energy
intensity of GDP, one has to bear in mind the situation which took place in
the early 90s of the 20" century in the countries of Central and Eastern
Europe, including Poland [3, 19]. In the economies based on central
planning, energy prices were low, leading to high wastage, sometimes even
amounting up to 60-70% of total consumption, which also gave the
opportunity to make important savings. The decrease in energy intensity in
the last decade of the 20" century in Poland was a simple consequence of the
use of these reserves.

TAB. 1. The average annual pace of change in energy intensity indicators
of Polish GDP (% per year)

pace of change 1990-1993 {1993-2000 | 2000-2008 | 1993-2008 | 1990-2008
primary energy intensity GDP 3.46 -7.16 -2.71 -4.81 -3.48
final energy intensity GDP 0.84 -6.77 -2.94 -4.75 -3.84
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In Poland, as a result of relatively stable energy consumption and GDP
growth, a decreasing primary and final energy intensity of GDP has been
observed [3, 575]. After a initial increase in the energy intensity of GDP by
1993, in subsequent years there was a dynamic period of improvement which
lasted until 2000. Since then, the gradual improvement in energy intensity
of the average annual pace of 3% has been observed. Primary energy
consumption of Polish GDP, expressed in constant prices and purchasing
power in 2008 amounted to 0.1784 koe / € O5P and was higher than the
European average by more than 16%. Note the high (37%) reduction in energy
intensity over the years from 1990 to 2000 contrasts with the relatively small
improvement among Member States of the EU-15. Final energy intensity of
GDP in Poland, expressed in constant prices and purchasing power in 2008
amounted to 0.1194 koe / € 05 and was higher than the European average
"only" about 8%. This results from the fact that the ratio between final
consumption and the original in Poland is lower than the EU average. That
relation has been directly affect by the change of efficiency of energy
conversion and the growth in electricity consumption. In the graph (chart 1)
the primary energy intensity of the Polish economy is compared with the
European Union average, the exchange rate of purchasing power parity
(PPP) was adjusted by constant euro prices from 2005 (euro05p).

CHART 1. Changes in primary energy intensity rate of GDP
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source: [10] and author’s calculations (access on 18.02.2011)
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The chart below (chart 2) compares the final energy consumption in Polish
economy and the European Union average, the exchange rate of purchasing
power parity (PPP) in constant euro prices from 2005 (euroO5p).

5. The objectives and actions supporting the reduction of the level of
energy intensity of GDP

Objectives and directions of activities to support reductions in the level of
energy consumption of domestic product in Poland have been defined in the
document "Polish Energy Policy until 2030" adopted by the government on
10 November 2009. Reducing energy consumption in the economy in this
document has been treated as a priority [4, 369]. The main objectives in this
area are striving to maintain zero energy growth and gradual reduction in
the level of intensity of the Polish economy to the level of EU-15. Specific
objectives in the area of energy efficiency improvements include the
following [6, 7]: increase the efficiency of electricity production, the increase
in electricity produced in highly efficient cogeneration technology, reducing
the index level of network losses in transmission and distribution, increase
end-use efficiency and increase in the ratio of annual demand electricity to
the maximum power demand at peak load.

The efforts to improve energy efficiency include the following [6, 7-8]:
determination of the national objective to improve energy efficiency,
encouraging the development of cogeneration, the imposition of the obligation
to use energy performance certificates for buildings and homes, the imposition
of obligation as the energy intensity of appliances and products that consume
energy, introduction of minimum standards for energy consuming products,
committing the public sector to provide a model role in the rational and
cost-effective energy management, to support investment in energy savings
through the preferential loans and grants from domestic and European
funds, to provide support for scientific research on new solutions and
technology, leading to a reduction in energy, techniques for energy demand
management, conducting information and education campaigns that promote
efficient energy use and implementation of the indicative, under 2006/32/EC
Directive, according to which by 2016 9% energy savings are to be achieved
in relation to the average level of final energy consumption in the years
2001-2005 (53 452 GWh) [6, 8].

6. Achievements in reducing the level of energy intensity of GDP

During the year 2010, among the goals and actions to improve the energy
efficiency of the Polish economy, the following assumptions have been
accomplished [5, 9]: Directive 2004/8/EC on the promotion of cogeneration
has been implemented, the analysis has been prepared on the review of
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energy consumption in the chosen sectors of the economy and opportunities
to reduce energy loss in the national electricity system, the Ministry of
Economy has begun an information campaign on energy efficiency use. The
Directive 2002/91/EC on the energy performance of buildings has been
implemented and the efforts to implement Directive 2006/32/EC on energy
end-use and energy services have been made. The National Action Plan on
energy efficiency has been developed, a draft law and assumptions prepared
on energy efficiency, energy audits have been prepared and pro-efficiency
measures in the areas of industrial plants, and also secured funds to support
investments in energy efficiency in the economy.

7. Conclusions

Further to the analysis of the indicators of changes in the primary and final
energy intensity of GDP, and the assessment of objectives and actions which
support the reduction of the level of energy intensity of GDP, as well as on
the basis of its achievements in that reduction, the following conclusions can
be drawn:

1. Over the last two decades, Poland has made a major progress in reducing
the level of energy intensity of GDP. In the years 1990-2008, the energy
efficiency of the economy increased by about 70%, although there is still a
lot to be done, especially if one takes a lot less energy-intensive economies
of the EU-15 into consideration.

2. As a result of the economic development, the popularization of new
technologies that require higher consumption of electricity has developed,
with a relative decline in demand for other forms of energy. With the
gradual adaptation of the proposed actions, important increases in energy
efficiency of the Polish economy can be observed, thereby improving the
energy security of the country. As a result of the energy intensity
reduction in economy, a reduction of the emissions, which positively
affects the environment, has been noted. The investments in modern and
energy efficient technologies and products have also effected the growth
of Polish economy. Reducing energy consumption is crucial in improving
the economic efficiency of the economy and its positive impact on
international competitiveness.

3. It seems necessary to continue the long-term energy policy of the country,
whose key objective should be to ensure national energy security. In the
future, further mechanisms should be implemented to support action on
the efficiency of production, transmission, distribution, and efficient use
of fuels and energy.
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Abstract:

The aim of this article is to outline the relationship between the standard of
living and the phenomenon of deconsumption with respect to the
consolidation of social cohesion in the EU. The improvement of living
conditions is the final goal and main criterion for achieving social cohesion
among the regions of Europe. This article discusses the hypothesis stating
that deconsumption (being one of the “new consumption” phenomena)
affects the current and future standard of living. Deconsumption as the
expression of the shift in the outlook on life creates a culture basing on: (1)
a conscious limitation of consumption to a rational size, i.e., one which
stems from the natural, individual, physical and psychological needs of the
consumer; (2) limiting material consumption in order to substitute it with
immaterial consumption.

Introduction

The rationale behind regionalization is the increase of social and economic
effectiveness. Economic goals are by definition aimed at realizing social
goals, and so both are supposed to create a level playing field for all
individuals. This study finds it necessary to identify the relationship between
the standard of living and deconsumption in terms of the consolidation of
social cohesion in the European Union. It is assumed that the changes in the
sphere of consumption (like the creation and sublimation of needs, increase
of buying power, shifts in the hierarchy of values) make the standard of
living become a dynamic category, one that is evolving, and requires ex-post
and ex-ante analyses.

These deliberations are based on the available reference materials, as well as
appropriate acts of law of the European Union. Due to editorial restrictions,
the analysis of secondary data from EUROSTAT, OECD, WHO, is omitted in
this publication. Such analysis is however deemed necessary since it is a basis
for a thorough ex-post and ex-ante analysis of the relations between standard
of living and deconsumption.
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Standard of living and social cohesion in the EU

Standard of living is defined as the level of satisfaction of human needs
(basic and higher level needs, both material and immaterial) resulting from
the consumption of material goods and services, and the utilization of
natural resources and institutional conditions. It is perceived as a key factor
affecting human capital (knowledge, abilities, experience, psychological and
intellectual condition of individuals), as well as social capital. Both of these
forms of capital are crucial for creating a positive investment climate which
stimulates market demand.

Raising the standard of living is essential for socioeconomic development,
a multidimensional process involving shifts in social structure, institutional
and interpersonal relations. Socioeconomic development also involves
increasing economic growth, limiting inequalities, and eliminating poverty.
In this view, development has to represent a wide array of changes. The
result of these changes is a new social system (aimed at satisfying various
basic needs and desires of individuals and social groups) with the standard
of living both materially and spiritually superior to the previous one [10, 16].

The demand to correlate the issue of the standard of living with economic
actions of EU member states has been always present in the EU and, previously,
European Economic Community documents.1 The problems of the standard
of living have been raised in the EU alongside social cohesion, understood as
the capacity of a society to ensure the welfare of all its members, minimizing
disparities and avoiding polarization [8]. The current strategy, Europe 2020
(the so-called New Lisbon Strategy), also stresses the importance of social
cohesion, placing it next to economic and territorial cohesion. The Strategy
states that Cohesion policy and its structural funds, while important in their
own right, are key delivery mechanisms to achieve the priorities of smart,
sustainable and inclusive growth in Member States and regions. [7, 24-25].

Advancing globalization, increasing importance of competitive advantage
(and not competitive position), turbulence in the external and internal
environment: - all these factors cause that more and more is demanded from
business entities:

» higher flexibility (openness to change, cooperation) in adjusting to
constant, turbulent shifts in the business environment, and an ability
to function in the state of chaos and crisis;

! Article 2 of the Treaty of Rome states that the aim of the EEC is to promote a harmonious
development of economic activities, a continuous and balanced expansion, an increased
stability, an accelerated raising of the standard of living and closer relations between its
Member States [Ciamaga, 127-129].
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» market activity basing on the concept of sustainability (i.e. a holistic,
ever-developing view on reality); development of its knowledge
resources (both explicit and tacit knowledge);

* monitoring and adapting to changing institutional conditions, both
the formal, and the informal (including such things as trust, ethics,
system of values, afterthought in business activity).

Creation and sublimation of needs and changes in the buying power of the
consumer, leading to transformations of consumption, are without a doubt
aresponse to the abovementioned conditions of the contemporary economic
process.

Deconsumption as a new trend in consumption

Deconsumption is a phenomenon of “new consumption”; it expresses
a beginning of a “new consumer culture”. Deconsumption is the result of the
evolution of the consumption processes, such as servicization and
dematerialization of consumption, reduction of its position in the system of
values; it reflects the increase in frustration, pathology (rise in crime, higher
occurrence of mental and cardiovascular diseases), and post-consumption
waste production. It is then a response to the exhaustion and disappointment
with high consumption on the one hand, and on the other it is a deepening
awareness of the need to rationalize consumption. It is a display of
a conscious limitation of consumption to a rational size, i.e. one stemming
from natural, individual, physical and psychological properties of the
consumer. Deconsumption means limiting material consumption for the
sake of immaterial consumption [3, 216].

Empirical evidence for deconsumption in some social groups includes:
reduction of meat and fat consumption, decrease in the confectionary market,
lower use of stimulants, switch from cars to bikes or public transport,
lower TV viewer ratings; increased demand for aged and used things, “old”
things (outdated furniture, retro fashion) and consumption manners (for
instance, return to old, traditional, local or regional cuisine) [3, 215-217].

Deconsumption is a tendency which displays close relations with the claims
of sustained development. This is because the concept of sustained
development introduces a balance in respect to not only the natural
environment, but also the anthropogenic (including the economic environment)
and human environment [2, 57]; it ensures a constant improvement of the
quality of life of present and future generations through proper shaping of
proportions between various types of capital: the economic, human and
natural capital [9, 22].
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Undoubtedly, deconsumption is a dynamic category closely linked to the
amount of income and time (this includes time to satisfy basic needs and the
free time at his disposal) in the consumer’s possession. It takes the form of
decent and rational consumption.

The importance of deconsumption in shaping the standards of living in
terms of economic, social and institutional conditions is emphasized by the
roles of the consumer:

1. To identify and promote his needs - outlining potential demand.

2. To test prototypes — to control the change of consumer’s needs into
results. It is crucial for business, because it directly reduces the risk of
market failure of a product or service, before its final launch.

3. To evaluate the shift from potential to effective demand - it is believed
that a product should increase its sales ratings in a short period after
its initial launch (approximately 6 months). This means that it has
successfully transformed its expectations into results.

Taking into consideration all the conditions of the consumer’s market activity,
there is an explicit importance to observe consumption tendencies, as they
are very likely to spread to not only the highly developed regions of the EU,
as it was until now, but rather throughout the whole territory.

Conclusions

This study presents arguments sufficient to conclude that the standard of
living, as the final aim and the main criterion of social cohesion in the EU, is
and will be affected by the changes in consumption. Deconsumption, or the
reflection of current world outlook, creates a new consumer culture. It can
thus be safely assumed that the deepening knowledge and consumer awareness
along with the more-so important ethical aspects of consumption will spread
and have a significant impact on the optimization of standards of living in
the EU.
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Abstract:

The paper focuses on selected models used to stock valuation. Concretely, on
the models which are based on earnings or dividends. Based on different
dividend policies, different types of the dividend discount models are applied.
Using empirical researches presented in the paper, the models based on
earnings or on dividends are analyzed in detail. Possible use of selected
models is compared with the one of other known models used to estimate
the intrinsic value of a stock in the framework of the fundamental analysis.

Introduction

Fundamental analysis belongs among investment analyses. It gives a long-
term and medium-term forecast of stock price trend. It is more applicable in
practice than psychological and technical analysis. This analysis assumes the
existence of stocks, which prices does not equal to their intrinsic value,
which means the ,justified price“ and it express the real value of a stock.
Stocks are undervalued while intrinsic value is less than price, whereas
stocks are overvalued while intrinsic value is higher than price. If intrinsic
value equals to price, stocks are fairly valued. The aims of fundamental
analysis are to make forecast of stock price trend and to calculate intrinsic
value.

Objectives and Methodology

The objective of the paper is to analyze selected models used to stock valuation.
Concretely, the models based on earnings or on dividends. Descriptive and
analytical methods are used in the paper. Descriptive method is used for
explaining of important terms related to fundamental analysis, concretely to
estimation the intrinsic value of a stock. The results from empirical
researches are analyzed by analytical method.
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Results

Selected models based on earnings and or on dividends are analyzed, at the
first.

Selected Models Based on Earnings

Generalized earnings model was developed by Ang and Liu (1998). Stocks
are valued by this model using earnings and book values. Based on
Modigliani-Miller model and Ohlson model, a general no-arbitrage model
which uses stochastic pricing kernels is developed. This model can be
implemented by assuming the driving variables follow affine processes
which allow tractable calculations. The model is applied to several individual
stocks, concretely Intel, Microsoft, Caterpillar and Texaco. The descriptive
statistics including mean, not standard deviation of variables, is presented in
Table 1.

TAB. 1: The descriptive statistics

Intel Microsoft Caterpillar Texaco
Sample period 1975:1 - 1987:3 - 1972:3 - 1972:3 -
1997:2 1997:4 1997:2 1997:2
Number of 90 42 100
observations
3 month
commercial bill | 0.0817 0.0615 0.0816 0.0816
rate
Abnormal 0.1366 0.3284 0.0417 0.0312
returns
Growth in book | ),/ 0.4055 0.0941 0.0241
value

Source: Ang and Liu (1998)

The growth in equity for all the companies except Texaco has been much
larger than the short rate. The growth has been for Microsoft almost
explosive - on average 40,55 % a year. Future stock price movements can be
predicted from this model. Equity premium puzzle uses earnings and book
values in place of dividends. It is also possible to relate the volatility of
earnings and book value with dividends.

Dong and Hirshleifer (2004) developed a model taking into account
the stochastic processes for earnings and interest rates. This model is
applied to stocks having a positive probability of negative or zero earnings.
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Stock of 4 firms and 2 indices are used in the test. The descriptive statistics
are presented in Table 2.

TAB. 2: The descriptive statistics

Standard
Sam.p le & , Mid-Cap Gener.al Exxon Intel Microsoft
period Poor’s Electric

500
Stock price | 449.76 | 553.44 | 20.58 25.13 15.94 25.45
Current 2351 | 26.80 1.10 1.89 0.78 0.58
earnlngs
Forecasted
l-year 26.81 29.53 1.24 1.90 0.93 0.70
earnings
Earnings | 1o 2706 | 125506 | 13.19% | 1.46% | 34.01% | 22.38%
growth rate
32;'1‘3;1" 8.92% | 7.70% | 8.92% | 8.92% | 8.92% | 7.31%

Source: Dong and Hirshleifer (2004)

The generalized earnings valuation model has greater parameter stability
and smaller pricing errors. Deviations between model and market prices
tend to be mean-reverting using the generalized earnings valuation model
(GEVM). By adding buffer earnings, the GEVM inherits the appealing
properties of the Bakshi and Chen model. The relaxation of the negative
earnings condition therefore makes the GEVM particularly attractive for
large scale asset pricing or corporate event studies.

The residual income valuation model is the most commonly employed
accounting-based valuation model. The dynamics of abnormal earnings
valuation is specified by linear information dynamics in the Ohlson model.
The basic concept of efficient markets requires that prices move to eliminate
any short-term discrepancy between value and price in terms of future cash-
flows or earnings.

Selected Models Based on Dividends

The dividend discount model provides a means of developing an explicit
expected return for the stock market. It is often used way of valuing based on
theory that a stock is worth the discounted sum of all its future dividend
payments. The stocks are evaluated based on the net present value of
dividends in the future. Different types of the dividend discount model are
used by many financial analytics. In the simplest case, the value of a stock
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equals to the value for a perpetual anuity with a constant level of payments.
The probable increase rate depends on dividend policy, indebtedness,
margin of profit, return of equity capital other factors. It is a positive, multi
time period model.

The Modigliani-Miller model of dividend irrelevance is based on the
assumption that the amount of dividends distributed to shareholders is not
less than the free cash flow generated by the fixed investment policy. If extra-
distribution is chosen by managers, net present value is determined by
expectations of new shareholders. Magni (2007) shows that dividend
irrelevance proposition holds even in case of retention. The assumption has
not to do with retention. Dividend irrelevance applies if net present value is
zero. Zero net present value assumption must be removed, so that dividend
irrelevance does not apply any more.

Comparation of Using of Selected Models and Other Known Models
Possible use of selected models is compared with the one of other known
models used to estimate the intrinsic value of a stock in the framework of the
fundamental analysis.

Models based on earnings were mentioned. Stochastic model by Dong and
Hirshleifer (2004) uses also interest rates. Generalized earnings model by
Ang and Liu (1998) uses also book values. Book values and return on equity
are used in residual income valuation model.

Models based on dividends were mentioned, too. Concretely, the dividend
discount models. There are different types of dividend discount model
signed as Gordon models depending on decreasing, stagnation or increasing
of dividends. In these described cases it is possible to use dividend discount
models. Models cannot be used in case of company which does not pay any
dividends.

Other known models use other parameters. There are historical models, free
cash flow equity model, balance model and profit model. These models use
different data available in financial statements of companies like balance
sheet, income sheet and cash flow statement.

Conclusion

Many securities can be valuated by many ways. To estimate the intrinsic
value of a stock, different models using earnings or dividends can be used.
Using of the models based on earnings depends on availability of accounting
data. Using of models based on dividends is possible in cases of decreasing,
stagnation or increasing of dividends. Different dividend policies relate to
different types of the dividend discount model. Investors use many other
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models, but they need to find necessary data from financial statements of
companies. Many researchers try to apply known models on real data or try
to create new models.

The paper was compiled in terms of Thematic direction 02 solution of
Research plan FBE MENDELU in Brno MSM No. 6215648904/02 named
»Main tendencies in the development of a competitive environment within
the integration and globalisation processes, and the adaptation of business
entities to the new conditions of the integrated market“ realized by means of
financial support of state resources through Ministry of Education, Youth
and Sports. The objective of next research will be the analysis of other
models used to stock valuation.
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Abstract:

The article discusses the clusters as new possibilities of development of
enterprises. Contemporary clusters are treated as the most developed form of
entrepreneurship organisation in the economy. It is connected with its
constant increase of competitiveness of their members by increased probability
of cooperation effect and economic integration, synergy effects and scale
effects, multiplier effect and acceleration.

Introduction

Progressing globalisation causes that Polish economy has to be adjusted to
the determinants of broader and more demanding market. It causes the fight
for a customer in a more aggressive way or rivalry for regional/local markets.
There are social and economic processes which cause that enterprises
undertake many adjusting measures of gradual or radical character. One of
the most important challenges before contemporary enterprises, especially
from the sector of small and medium enterprises is winning the competitive
advantage [4, 19].

Competitive advantage is achieved by these enterprises which are more
effective in accommodating to the requirements imposed by the market.
The competitive position of Polish numerous but small enterprises is very
low. In contemporary economy, the escalating competition very often forces
an enterprise to cooperation. And not only within the framework of the
existing value chain, along with suppliers and recipients, has what been
applied, but also with their direct competitors. One of the ways of
stimulating competitiveness and innovativeness of both regions and firms is
to call cluster structures.

The aim of the article is to present cluster as a new possibilities of
development of enterprises, especially for small and medium enterprises.
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Benefits for the entities constituting a cluster

Functioning within the framework of a cluster is connected with combining
cooperation and rivalry, what positively influences the competitiveness of an
enterprise.

The first who used the term cluster in an economic sense and context was
Michael E. Porter. He defined the term cluster as a group of interrelated
enterprises located in a certain geographical area, comprising specialized
suppliers and service providers operating in related sectors of economy as
well as linked institutions like universities, standardization institutions, and
trade associations. In certain areas they compete, while in other, cluster
participants collaborate closely [6, 248]. However, according to the OECD, a
cluster is a geographical concentration of interconnected enterprises and
institutions in a given area, while the physical vicinity intensifies the flow of
knowledge and accelerates the development of institutions, what increases
the effectiveness of a cluster [ 3, 130].

There is no standard, commonly accepted definition of clusters. Most of
definitions use three basic factors to define a cluster: geographical
concentration of interdependent companies that operate in the same or
similar sector of industry or services, interaction and functional connections
between companies, suprasectoral dimension of clusters that embrace both
horizontal and vertical connections [3, 134]. Cluster participants who start
cooperation with the thought that it will result in the synergy effect within
perspective, i.e. whether the effect of this cooperation will be greater than
the simple amount of work results of particular partners acting individually.
As a result of its flexibility, clusters may show a great efficiency in acquiring new
and maintaining the contemporary markets [3, 15 - 17].

Benefits for the entities constituting a cluster: extending the scale and scope
of products and services, joint introduction of new products and services
into the market, taking joint decisions or coordinated actions, including
investments and development, optimisation of the costs of the conducted
activity, providing professional and cohesive business services (banks,
insurance, credit guarantees, financial and economic consulting, etc.),
providing knowledge flow and process of mutual learning, creating a
cohesive system of applying for external support, joint promotion of image
and/or brand, cluster and entities, providing entities with economic
stability, better competitive position in Poland and abroad. Organising
enterprises functioning in a given area, formally not connected but strictly
cooperating with one another - in a cluster is a difficult and long-lasting
process.
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Cooperation networks, which include clusters that have achieved success,
their development are based on the joint vision and aim, were defined by
their participants. They become the catalysers for the increase of economic
prosperity, determinates stimulating innovativeness of environment, activating
export and attracting foreign investments. Constant innovative processes
within clusters require team-like processes of learning, encompassing more
and more extended social circles, engaged in the development of the region.

Roger Foyer defined several conditions determining the success of a cluster
[3, 143]: diagnosing of the regional potential of knowledge based industry,
supporting strengths of a region, improving the actions (infrastructure,
organisation) for the benefit of innovative technologies, development of
entrepreneurship, research centres and scientific institutes, various forms of
financing investments, regional strategy concentrated around one aim,
effective cooperation within formal and informal network of information.

Clustering experiences

Clustering experiences in the world are very rich. Even in the 18th century
there were first concentrations of cluster character. The studies conducted by
the groups of Lingvist, Sollvel and Porter indicated that the greatest number
of clusters functions in Europe (England, France, Italy and Germany) and in
USA. Assessing their location, it was indicated that the majority of them is
located in the vicinity of cities (41.8 % of clusters); 18.9 % located in the
vicinity of metropolis and 19.9 % is of a country wide range. Other clusters
are located near borders. The assessment of concentrations reveals that
almost half of the clusters concentrates up to 200 firms (41.6 % of clusters),
13.9 % of clusters concentrate from 200 to 300 firms; 9.4 % of clusters
concentrate from 300 to 400 firms; 2.6 % of clusters concentrate from 400
to 500 firms, and 3.4 % of clusters concentrate from 500 to 600 firms.
Assessing employment in the clusters, it was stated that the majority of
clusters (38.1 %) employs by 5 thousand workers. Then: 12.3 % of clusters
employ from 5 to 10 thousand persons, 8.8 % of clusters employ from 10 to
15 thousand persons; 7 % of clusters employ from 15 to 20 thousand
persons; 5 % of clusters employ from 25 to 30 thousand persons and only
2 % of clusters employ up to 30 thousand persons [3, 122].

It was confirmed that 43 % of clusters in the scope of competitiveness
(according to the Porterian diamond concept) undergoes the influence of
production means; 24.7 % depends on demand means, 13.3 % depends on
the competitive context of strategy and rivalry among companies, 13.4 %
depends on the similar and supporting sector [ 3, 144].

73



Analysing the number of clusters in Poland in comparison to EU countries, it
may be seen that it is significant what is presented in the table 1.

TAB 1: Clusters in selected EU countries

Number of identified

Country Selected clusters
clusters
Czech e . . .
. 14 cluster initiatives vehicle - vehicle parts, metallurgic
Republic

wood processing, biotechnology, IT,

Estonia 4 clusters .
metal machining

Lithuania | several cluster initiatives | textiles, high technologies
mechanical, IT and educational

Latvia 4 clusters . .
systems, forestry, high technologies
Poland 44 clusters and cluster high technologies - biomedical,
initiatives aviation, agricultural, touristic

vehicle - vehicle parts, textiles, wood
procession, electronics

vehicles, plastics, air conditioning,
Slovenia | 25 clusters heating and cooling devices,
transportation and logistics

vehicle, textiles, furniture, electronics,
food

Source: M. Kozak, Klastry-wyzwanie dla rozwoju MSP w Polsce/Clusters-challenge
for the development of SME in Poland, E-mentor, no. 1 (28).

Slovakia several clusters

Hungary | 22 clusters

The most known clusters in Poland are: Aviation Valley (aviation industry),
Industrial Cluster of Tarn6w Plastic Valley (plastic materials), Ceramic Tiles
in Opoczno, Amber in Gdansk, Association of the Producers of Auto parts or
Ecological Food Valley.

The clusters that have been created in Poland bases on two dimensions: 1.
the first regards the identification of clusters: development of preliminary
concepts for a given group combing enterprises in the chain of mutual
connections; 2. the second dimension regards the verification of cluster
participants by gathering the notifications on special forms and
confirmation of participating in the part of training and consulting.

These dimensions regard all Polish clusters but some of them show the greatest
advancement (Aviation Valley, EcoValley, Furniture Cluster) [7, 90 - 95].
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Conclusion

Clusters are established practically in all sectors of economy. They appear in
industry and services, in the sectors of high and traditional technologies.
They are characterised by various level of innovativeness and technological
advancement and various strategies and developmental perspectives.

Contemporary clusters are treated as the most developed form of
entrepreneurship organisation in modern economy. It is connected with its
constant increase of competitiveness of their members by increased probability
of cooperation effect and economic integration, synergy effects and scale
effects, multiplier effect and acceleration and as a result, acceleration of the
growth of regions, in which the cluster has developed. Cooperation within
the framework of cluster, requires breaking the lack of trust in partners and
their joint action for mutual benefits [1, 15].

To sum up, the possibilities of the development of the SME sector within
cluster structures in Poland are rather limited. In the times of strong
competition small national enterprises have lower potential of market values
towards big competitors [2, 131]. However, cooperation with other entities
creating a cluster, successively must follow creating the conditions for
dynamic development of enterprises by an access to new technologies,
increased access to financial sources, increasing skills and qualification of
employees as well as creating the relations of co-operation between the
entities in the scope of joint promotion of products, financial and legal
consulting as well as an increase of trustworthiness of a firm towards
business partners.
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Abstract:

Globalization is a phenomenon that radically changed the international
economy and limited the power of governments, regions and municipalities,
particular in the field of taxation that is at the centre of globalization debate.
The reports adopted so far by the Global Forum on Transparency and
Exchange of Information for Tax Purposes have made recommendations for
improvement in this field to reduce unfair tax competition among countries
and regions. The Czech Republic’s tax burden and tax competitiveness is
observed in comparison with other most developed countries. Taxes are in
the centre of attention as redistribution instrument, but redistribution
process among economic subjects or regions happens also in hidden and
more extensive form that engenders urban sustainability and development of
regions.

1. Introduction

Globalization could be defined as an increased integration of the world’s
economy characterized by liberalized trade and capital flows, greater
production factors mobility, internationalization of production and sales.
National governments and regions are also facing pressures to compete with
one another by reducing tax rates or by offering special tax incentives. In the
tax competition, national governments and regions attempt to harmonize or
coordinate their tax systems in the European Union (EU) or in the
framework of the Organization for Economic Cooperation and Development
(OECD) member countries. The mechanism of tax competition is the ability
of the taxpayer fo shift income to another taxing region with lower effective
rates. Most of countries try to redesign their tax systems and reduce tax
burdens in order to effectively compete in the new world economy. The
result will be an erosion of the fiscal capacity of the states, regions or
municipalities which will undermine economic and political stability.
“Demanding lower taxes may make people feel richer and thereby encourage
further reductions in taxes, but this process may continue beyond the point
where essential social services and perhaps even society itself begin to be
endangered' (8, p. 78].
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Capital mobility may lead to increasing capital flight from high to low tax
regions in large amounts. On the other hand, there are some institutional
and political constraints. As an example is Sweden, one of the most heavily
taxed countries in the world and relatively open economy. Early in 1990s
Sweden introduced a radical tax reform that reduced marginal tax rates and
broadened the tax base more than similar reforms in many other countries.
Swedish tax policy is adapting to the realities of globalization, but the
Swedish welfare state persists [9].

Competitive forces have encouraged regions to make their tax systems more
attractive to investors. However, some tax practices are anti-competitive and
undermine fair competition and public confidence in tax systems. OECD and
non-OECD economies are working together through the Global Forum on
Transparency and Exchange of Information for Tax Purposes to address
harmful tax practices by improving transparency and establishing effective
exchange of information [6].

As of January 2011, the Global Forum consists of 97 members. Membership
includes all G20 members, all OECD countries including of the Czech
Republic and all major financial centres. The Global Forum has strong
international endorsement and works to build support for fair tax
competition so as to minimise tax distortions.

Tax avoidance and tax evasion threaten government, regional, and municipal
revenues throughout the world. In many countries the sums run into billions
of Euros. Globalisation generates opportunities for cross-border capital
flows and a global financial system requires more effective tax cooperation.
Transparency and information exchange for tax purposes can ensure that
taxpayers have no place to hide their income and assets and they pay the
right amount of tax in the right municipality where infrastructure and other
regional sources were exploited.

2. Czech Republic’s Tax Burden in International Comparison

Tax policy in the Czech Republic (CR) depends heavily on tax coordination
and harmonization in the framework of the European Union (EU), where
membership has been dated from 2004. National tax policy has to take into
account process of European unification of legislative norms, statistical
returns systems and methods, coordination of economic and social policies,
sectoral policy for industry, agriculture, energy, transportation, and cohesion
policy. The main objective of cohesion policy is to diminish the gap between
different regions. It is an instrument of financial solidarity strengthening
economic integration [3].
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Total tax burden is generally calculated as a ratio of total tax yields to GDP.
In the CR this indicator is lower in comparison with the EU average (CR =
= 35%, EU = 40%). The international comparison is difficult, because the
national and regional economic indicators can be distorted by methods used
for GDP measuring on the one hand (e.g. great differences are between the
USA and the EU) and by the tax revenues assessment on the other hand.
E.g., the tax/GDP ratio is underestimated in some countries owing to vast
and hidden “tax expenditures” as the tax deductions, rebates. 7ax burden or
public debt can omit some regional and municipal taxes and debts, and the
like [4].

Tax reduction in the CR could be possible only under
following assumptions [5]:

1) The main presumption to decrease tax burden of curtain economic
subjects is to reduce tax evasion and tax avoidance of other economic
entities (tax burden spread out on all subjects to exclude evasion and
exceptions to the rules).

2) To rationalize and diminish central government, regional, and municipal
expenditures not to endanger present and future economic performance.

3) Broader implementation of tax expenditures that enable to redistribute
financial resources without increasing neither tax yields nor government
expenditures (e.g. tax abatements on children and others).

4) To redistribute European Union funds for the benefit of the CR under the
same conditions as in the case of Ireland, Spain, Portugal, Greece etc. in
the previous years.

5) Lower tax burden should be compensated by growing public debt, how it
is practiced in most of the developed countries. Maastricht criterion for
the European Monetary Union members allows public debt to 60% of
GDP, but most of countries surpasses given limit (in Belgium, Italy and
Greece is above 100%; in the CR is only around 40% of GDP).

6) In the short-term there is lower tax burden offset by revenues coming
from privatization and public sector activities, as well. This additional
source of public budgets will decrease essentially in comparison with
developed countries (such as France, Germany, Sweden, Denmark,
Norway etc.) where public sector is one of additional financial sources,
stabilizers and instruments of economic policy. In the future it will create
strong pressure on higher tax burden compare with most of European
countries, where public sector plays an important role.
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A decrease of the tax burden in some countries and regions was of
a temporary character, because consequently it was accompanied by the
reduction of public expenses and series of problems relating to it. Lower
taxation is above all politically favourable in short-run period, but it /eads in
most cases to the higher public debts and major economic problems in the
long-run period (Mexico, Chile, Turkey, Ireland, USA, etc.). On the other
side, the higher tax revenues are mostly related to the higher economic and
social stability (Denmark, Sweden, Finland, etc.) [7]. It appears that a long-
run and approximate break-even point for the EU countries is around 37% of
total tax revenues on GDP to ensure present level of public services,
infrastructural renewal, and stabilized public debt (see TAB. 1).

Economics as well as experience from OECD member countries‘development
show that lowering tax burden by itself does not lead to higher economic
activity, more rational allocation among regions, and to better economy of
resources in economic practices. In reality, it leads to lowering public
expenditures in the field of infrastructure, to municipal budget deficits and
public debts. In terms of economic restrictions there are neglected
transportation network renovations, housing, expenditures for social security,
order, education development, research, health services and other fields
important for urban sustainability, the effective functioning and a long-
term development of regional economy [5].

TAB. 1: Total tax revenue as percentage of GDP

Country 1965 | 1975 1985 1995 2000 2007 2008 | 2009'
Denmark 30.0 38.4 46.1 48.8 49.4 49.0 48.2 48.2
Sweden 334 41.3 47.4 47.5 51.4 47.4 46.3 46.4
Finland 30.4 36.6 39.8 45.7 47.2 43.0 43.1 43.1
Belgium 31.1 39.5 44.3 43.5 44.7 43.8 44.2 43.2
Italy 25.5 25.4 33.6 40.1 42.2 43.4 43.3 43.5
Austria 33.9 36.6 40.8 41.4 43.2 42.1 42.7 42.8
France 34.1 35.4 42.8 42.9 44.4 43.5 43.2 41.9
Netherlands 32.8 40.7 42.4 41.5 39.6 38.7 39.1 n.a.
Hungary 41.3 38.5 39.7 40.2 39.1
Slovenia 39.2 37.5 37.8 37.2 37.9
Germany 31.6 34.3 36.1 37.2 37.2 36.0 37.0 37.0
Portugal 15.9 19.1 24.5 30.9 32.8 35.2 35.2 n.a.
Czech Republic 37.6 35.3 37.3 36.0 34.8
United Kingdom| 30.4 34.9 37.0 34.0 36.4 36.2 35.7 34.3
Poland 36.2 32.8 34.8 34.3 n.a.
Spain 14.7 18.4 27.6 32.1 34.2 37.3 33.3 30.7
Greece 17.8 19.4 25.5 28.9 34.0 32.3 32.6 294
Slovak Republic 34.1 29.4 29.3 29.3
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Ireland 24.9 | 28.8 34.7 32.5 31.3 30.9 28.8 27.8
USA 247 | 25.6 25.6 27.8 29.5 27.9 26.1 24.0
Turkey 10.6 11.9 11.5 16.8 24.2 24.1 24.2 24.6
Chile 19.0 19.4 24.0 22.5 18.2
Mexico 15.5 15.2 16.9 17.9 21.0 17.5
OECD Total

(unweighted 255 | 294 32.5 34.4 35.5 354 34.8 n.a.
average)

Source: The OECD Revenue Statistics, 2010

! provisional figures
n.a indicates not available

3. Tax Competition and Social Economic Consequences

International competition in tax reduction is economically unreasonable,
inefficient and dangerous at the situation of growing budget deficits and
public debts. “Every country is under pressure to become more competitive
and many of the social arrangements that had been established under different
circumstances have become unsustainable. The process of dismantling them
is not yet complete”[8, p. 210]. /t undermines state institutional fundamentals
and leads to state system decay both on central and municipal levels.

Public debt is usually explained by simplified arguments as indebtedness of
future generations. Persistently repeated phrases have brought about vast
damages on inter-generation solidarity. It will turn mainly against future
generations and it predicts their dismal perspectives as old or disabled
people in individualized and intolerant society. This standpoint can be
changed only by the same means which led to its formation.

The CR is country improving sustainable performance most among other
the EU countries [10]. If we assume labour productivity growth around 3%
a year in average for long-run period, then future 2 generations will achieve
doubled macroeconomic output and income per a head in comparison with
oldest and retired generation. The essence of this problem is not small
quantity of total income, but a /ack of inter-generation and social solidarity,
and a short-term approach oriented to the individual future and oblivious of
the social past.

An initial approach to national income and its redistribution should be
shifted from the short-term point of view to the long-term point of view.
Present and future share of rising generation on the total inter-generation
income produced in 40 years should be compared and equalized with
present and previous share of oldest generation on the total inter-generation
income. Current and future generations will repay public debt for far longer.
Nevertheless, they will exploit debt financing investments and national
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wealth accumulated not only by current generations, but for the most part by
previous generations.

Tax burden is in the centre of attention, but taxes are only one of many
instruments for redistribution and withdrawing financial assets from firms,
households, and regions. Redistribution process among economic subjects
or regions happens in hidden and more extensive forms by means of:

1) Inflation, e.g., in the period of 1990-2010 the rate of inflation in the CR
increased by 393%, it means that value of savings at zero interest rate,
such as cash and short-term deposits, fell nearly 5 times (4.9 times);

2) Deterioration of public services quality and shrinking scope of public
services,

3) Lower security and protection of health, assets and thereby lower market
value of real estates;

4) Neglect infrastructural renewal and development (transport
communications, energy industry, housing construction, health care,
education, science and research etc.) as an important condition for
international competiveness, economic growth and national wealth
accumulation [2, p. 89].

4. Conclusion

The issues surrounding taxation in increasingly globalizes economies are of
extreme importance and are at the centre of much debate on globalization
and regional development. National and regional governments are still able
to impose and to collect taxes. But the ability of any government to make its
decisions is increasingly limited by globalization. International tax evasion
and the implementation of international standards of transparency and
exchange of information are on the political agenda. This tendency reflects
the global financial crisis and its reasons.

The Czech Republic belongs to the group of countries with the lowest tax
burden measured through the share of total tax revenues on GDP.
Nevertheless, there is a space for further tax reduction, but only under some
assumptions: to reduce tax evasion and tax avoidance of some economic
subjects; to rationalize and diminish total government, regional, and
municipal expenditures; to implement tax expenditures; to redistribute the
European Union’s funds under the same conditions as in previous years; to
increase public debt; to use revenues coming from privatization and public
sector activities.

International tax competition leads to growing government, regional, and
municipal deficits. It results in rising public debt that is usually explained by
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simplified arguments as indebtedness of future generations. Nevertheless,
rising generation will exploit debt financing investments and national
wealth accumulated not only by current generations, but for the most part by
previous generations.

Redistribution process among economic subjects or regions happens in
hidden and more extensive forms by means of deterioration of public
services quantity and quality, lower security and protection of health, and
neglect of infrastructural renewal. It is real danger for urban sustainability
and regional development.

References:

[1] BANOCIOVA, A. The Analysis of Value Added Tax in the Slovak Republic.
E+M FEkonomie a Management, 2009, ro¢. 12, ¢. 4, s. 104-115.
ISSN 1212-3609

[2] HAJEK, L. Ekonomie a ekonomika. Hradec Kralové: Gaudeamus, 20009.
ISBN 978-80-7435-013-9

[3] HAJEK, L. Ekonomie, dané a ekonomika. Hradec Kralové: Gaudeamus,
2007. ISBN 978-80-7041-633-4

[4] HAJEK, L. Méfeni hrubého doméaciho produktu a ekonomicky rist
v Evropské unii a USA. E+M Ekonomie a Management, 2005, roc¢. 8, ¢. 4,
s. 5-13. ISSN 1212-3609

[5] HAJEK, L. The Czech Republic s Tax Policy in International
Comparison. E+M Economics and Management, Special Issue, 2003,
pp. 6-11, ISSN 1212-3609

[6] OECD. Global Forum on Transparency and Exchange of Information for
Tax Purposes, 2011. Available: http://www.oecd.org/department/0,3355,

[7] OECD. Tax Revenue Statistics. Available:
http://www.oecd.org/document/60/0,3746,en_2649_34897_1942460_1
1.1 1,00.htmI#A_RevenueStatistics

[8] SOROS, G. The Crisis of Global Capitalism (Open Society Endangered).
London: Little, Brown and Company, 1998. ISBN 0 316 84916 2

[9] STEINMO, S. Globalization and Taxation: Challenges to the Swedish
Welfare State. Available:
http://stripe.colorado.edu/~steinmo/cpsfinal.pdf

[10] RHOUMA, A. B. Sustainable Value in Europe: Sustainability

Performance of the Czech Republic Versus the Europe of Fifteen. £+M
Economics and Management, 2010, 13, 4, pp. 16-29. ISSN 1212-3609

83



INTERNATIONAL JOINT VENTURE: THE NEW WAY OF THINKING
FOR THE BUSINESS SUCCESSION

A. Chamaru De Alwis
Tomas Bata University in Zlin
dealwisac@gmail.com

Key words:
business succession - joint Ventura - incumbent - successor

Abstract:

Due to the failure of international business succession, the interest parties
are searching new modes for the efficacious continuation of the FOB and
under that circumstances, there are number of traditional and new mode
succession mode have been arisen. Under this paper first, those will be
discuss shortly and at last this has given concentration to elaborate the
exceptional alternative named “Joint venture” that brings unique benefits to
the FOB.

Introduction

Ownership transfer, in one form or another, is assumed to be critical to the
success and continuity of the Family own business [FOB]. The incapability of
FOB owners to successfully transfer the business to new owners may lead to
arise in business shut down rates. To ensure business survival with healthier
performance, owners of FOB may need to develop succession planning in
proper manner. It could therefore be argued that more owners of FOB’s
should address the attitudinal, resource and operational barriers to inter-
generational succession within the family [or dominant kinship group].

As per the research findings, FOB has given their first propriety to handover
the business to the family member, because their ambition is to defend
company ownership with the family. To achieve this intention, they are
transferring management and control to the next generation of family
members [3; 4]. The prime rationale for this intergenerational succession
stems from the belief that family members are able to accumulate social
capital, resources and specific knowledge on how to run the firm in a more
efficient and profitable manner than would otherwise be possible [1].
Actuality however, few FOBs seem capable of successfully transferring their
businesses to the next generation either because there is no successor, no
suitably qualified successor or because the commitment of the chosen
successor towards their FOB is in question. According to the research
outputs only 30% of family firms survive into the second generation and
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15% survive into the third generation. In addition to that owner’s reluctance
to handover is the business to next during his life time badly affected to the
business continuation.

Finally, It has been shown that two-thirds of family firms actually fail to plan
at all for generational succession. Because of this background, there is an
issue has been raised “Is generation to generation the best route for the
family business succession?”

Family Business Succession

Business Succession [BS] is a mutual interaction that occurs between the
predecessor and successor throughout the transferring process of leadership
[2] and a common organizational contest to ensure the survival of incumbent
forms in operation. Actually, it is not a single event; it consists by no of
stages. To remain as a family business, each generation must be taken over
by next, which is the ultimate managerial challenge for owners, successors,
family members and other stakeholders. But intergeneration succession has
become very unsuccessful for the majority of FOB’s. Therefore, business
succession has gone beyond that stage by considering not for the family
control but for the survival for the organization with favourable outcome.
In other wards with the succession has become management succession as
well as ownership succession. Therefore it is better to defined as the passing
of the leadership baton from the founder-owner or incumbent-owner to
a successor, who will either be a family member or a nonfamily member or
go for an almost new alternative such as trade sale, Management buyout,
management buy in , joint venture [JV] and etc.

But most studies have exclusively focused upon succession within the family,
but at the same time a number of research evidence suggest that, in some
occasions, there may be no suitable family members willing or able to take
on the ownership and / or the management of the FOB.

Different Alternatives for the Family Business Succession

The survival of family firms is an important entrepreneurial sustainability
issue. Further, the failure to carefully consider succession issues may have
a harmful impact on the long-term survival of FOB economic units and the
social cohesion of local communities. Various ownership succession options
are available beyond passing the business to the next generation of members
drawn from the dominant family or kinship group. When a family succession
is impossible but the family does not want to sell the family business, a call
can be made on an outside professional manager to lead the company
[professionalization of the FOB], whether temporarily or not. By this way,
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the family can keep the control over the family business, but it fills the gap
which has developed on a managerial level. In certain cases it can be useful
for the family business to call on an interim or "regency” manager. Some
researchers discuss about trade sale as alternative for the succession, but
Initial Public offerings [IPO] are rarely feasible and trade sales may be
unattractive to vendors, if they may be associated with a loss of a firm’s
independent identity. Another option is the transfer of family firm ownership
to internal incumbent managers through an MBO, or the transfer to external
managers through an MBI.

Post-MBO/I there is a greater possibility that the firm’s identity and culture
will remain the same, both of which are important for family firm owners.
An attractive feature of both MBOs and MBIs is that many incumbent
managers may remain in place and family members can continue to be
involved. Family owners may make it a condition of the deal that they retain
some involvement in the firm even though they relinquish both ownership
and managerial control. Buy in management Buyout is another choice
[www.mybusiness.co.uk, 2009]. This option is the combination of an MBO
and MBI and involves the internal management team bringing in an external
manager. This method combines the knowledge of the existing team with the
extra expertise of a person from outside the company. In addition to that
there is another alternative, that is joint venture [JV] with domestic or
international partner, but it did not get attention in research studies as
succession mode.

The term ‘joint venture’ [JV] is an umbrella term which describes the
commercial arrangement between two or more economically independent
entities. This JV can be divided based on background of the partner
organization as national [domestic] or international.

International Joint venture as s solution for succession problem

Joint venture [JV] brings solution for the succession problem as well as it
helps to enhance the strength of the company. Sometimes, company might
be more powerful than pre-succession. The obvious benefit that exists with
partnering is that economies of scale play a key role in adding additional
earnings to both businesses. If the two entities can establish a well thought
out plan of integration and profit sharing, the “financial lift” from this
combination can create enough additional free cash flow to fund a buy-sell
agreement that could be included in the partnership agreement. Conversely,
partnerships or joint ventures are flexible enough that an incumbent easily
can relax his business in the event that things do not work out between the
two parties. Essentially, it creates the best of both worlds in that it allows for
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enough flexibility to the owner to create his own succession plan, while also
satisfying the need gradually to obtain liquidity from the business. In
addition, key family members within the FOB are given an opportunity to
remain with the operation and potentially can be awarded ownership in the
combined entity upon formalization of a sale option that can be included in
the partnership agreement. This allows for continuation of the family’s
legacy through participation in a larger company, while gradually merging it
into another entity.

Conversely, the joint venture partner may find this to be the best of both
worlds as well. They are able to execute effectively an acquisition strategy but
to perform it on a more gradual basis. This minimizes their risk and allows
time for both parties to integrate successfully the agencies into a more efficient
operating model. The key to remember in developing such a strategy is that
there must be a clearly thought out plan on the front end of discussions.
There must be openness to modifying both operations to achieve the desired
financial optimization. There are no of additional benefits can be identified
with alternative. First, the firm can achieve greater operational efficiencies.
Secondly, it can reduce the risks [commercial or political] associated with
international business, because it’s automatically open new market for the
company. Thirdly, it’s bringing synergy to the organization. Fourthly it can
exploit national and/or differential advantages of partners. Fifth one is
sharing some value-adding activities with a foreign firm; it can free scarce
capital for use where it has competitive advantage. Sixth one is, it can gain
speed in getting products to market. Seventh, it can establish long-term
relationships with a global network of suppliers, distributors, and other
intermediaries.

But this everything is depending on the ideal selection of foreign partner.
If company select incorrect, unsuitable, inappropriate one, it will speed up
the process of shut downing the organization, because it can become
additional burden to the whole system, therefore incumbent need to
articulate the profile of an ideal foreign business partners.

Specific selection criteria and relative weights may be developed and used in
evaluating candidates. In general, incumbent will be looking for a good fit in
terms of both strategy [common goals and objectives regarding business and
future growth] and resources [complementarities in core competencies and
value-chain activities]. It is important for incumbent to try to anticipate the
degree of synergy with the potential partner. In other words, managers must
be assured of a harmonious relationship with the partner in a dynamic
environment. Assuming that FOB has already qualified and selected a suitable
partner, it is critical to have a good understanding of the partner's organization
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and leadership. What are the advantages for the partner? What are the
primary motivations of senior decision makers in this relationship? How will
they benefit? How can we help them succeed? In other words, the incumbent
must develop a sound understanding of what the partner wants from this
venture and how to help achieve those objectives.

It is best for incumbent to establish explicit criteria by which they can
evaluate the success of the venture and its contribution to the firm's goals.
These criteria, which are likely to be derived from the underlying rationale
for the venture, encompass strategic, operational, and "learning" objectives
within specific time intervals.

In addition that, incumbent need to institute proper procedures for monitoring
the outcomes of the collaborative venture as well as control mechanisms for
taking corrective action when required. Management will want to watch
closely the accomplishment of specific objectives determined at the outset
for the partnership - such as cash flow, shareholder value, brand equity, and
cost reduction. Ideally, information feedback should be complete and rapid,
leading to appropriate management actions. It is also important to assign
clear roles and responsibilities to individuals who will be charged with
managing the relationship. Beyond establishing performance benchmarks
and monitoring them, both organizations should formulate a vision for the
future of the collaborative venture. Should the relationship be expanded as is
or take on new facets? Is the partner able and willing to grow the venture?
What proactive steps can be taken today that will bear fruit tomorrow? Is the
venture able to capitalize on new opportunities as they arise? This sort of
deliberation is essential if a relationship is to grow and strengthen.

Conclusion

Business succession is the fundamental issue faced by the FOB in all over the
world. Actually it is problem that has to resolve within the company. If they
failed to do it, first it damages to the smooth continuation of the company
and secondly it affects to the national economy. Under this critical background,
researchers, thinkers and consultants who interest in this entity, suggests
number of alternatives to practiced as succession mode. Herewith this article
is going to add alternative. That is international joint venture. Actually it is
not a just alternative, but also it brings number of competitive advantages
too. The company is going to the hands that have more experience in the
same business filed with the international exposure. That will help to run
business more smoothly sometime better then the before succession, because
after the succession, it opens to new market and brings a opportunity to get
international exposure to the 2nd generation.
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Abstract:

This paper focuses on the relationship of Emotional Intelligence (EI)
construct with corporate leadership. Leadership has become a sine qua non
for corporate success. The EI construct indicates direct and indirect
relationships with leadership theories and empirical evidences. Being
a relatively new construct EI has its own grey areas, which are yet to be
answered explicitly. Study has identified the importance of quantifying
emotional competencies, especially related to leadership in the world of
work. Measuring of EI of corporate managers serves to assess EI’s
contribution to corporate leadership. The intricacies of the EI construct and
the absence of a fool proof EI measurement instrument pose significant
challenges to this initiative.

1. The construct of EI and Leadership

Leadership has traditionally been one of the topics included in the field of
social psychology. Leadership appears to be closely connected to the topic of
Emotional Intelligence (EI). However, it remains to be seen, whether it is
premature to draw up strong connections between leadership and EI.
Nevertheless, the corporate sector has shown a remarkable interest in this
field and significant amount of moneys are invested into the development of
this area. EI has become a sine qua non for executive development, and
leadership programmes. The construct of EI has been described as a competency
or ‘ability to perceive and accurately express emotion to facilitate thought, to
understand emotions, and to manage emotions for emotional growth’ [4].
Personality, coping, and EI seemed to be conceptually intertwined when
individuals manage stress. Mayer and Salovey [10] has defined EI to involve
‘the ability to perceive accurately, appraise, and express emotion, the ability
to access and/or generate feelings when they facilitate thought, the ability to
understand emotion and emotional knowledge, and the ability to regulate
emotions to promote emotional and intellectual growth’. Here EI
encompasses four interrelated abilities in the process. These abilities are
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found to be indispensable in social interaction. For emotions serve
communicative and social functions, conveying information about people’s
thoughts and intentions. Salovey and team believe that emotion regulation
could be the most important ability for social interaction as it directly
influences emotional expression and behavior. Jim Collins [5] in his book
‘good to great’ discuss of a ‘Level 5 Leadership’ and the 5™ level executive is
the best if not ideal. Collins has given many examples from the leadership of
great global companies. He has put the relationship between leadership and
EI to perspective as follows. ‘Level 5 leaders are a study in duality: modest
and willful, humble and fearless’. Further he elaborates on the ability to
perceive, appraise the emotions of employees accurately and, especially on
the ability of the leaders to regulate their emotions to promote emotional
and intellectual growth. ‘Level 5 leaders channel their ego needs away from
themselves and into the larger goal of building a great company. It’s not that
Level 5 leaders have no ego or self interest, indeed, they are incredibly
ambitious - but their ambition is first and foremost for the institution, not
themselves’

2. Approaches of EI to Leadership

Different approaches have interlinked EI to leadership. In their review,
Jensen et al, (2007) have identified different approaches within a broad
framework. ‘This is relevant to leadership as each approach defines EI
somewhat differently and researchers within each approach may, therefore,
use different instruments to quantify the presence of EI. The first of the
three directions of EI is Bar-On’s [1] theoretical direction, described by
Emmerling and Goleman as a trait-based approach examining the characteristics
of EI in terms that often overlap with traditional personality measures, such as
the Big Five (openness, agreeableness, conscientiousness, extraversion, and
neuroticism). Bar-On’s Emotional Quotient or “EQ” is a combination of
self-identified social and emotional traits and abilities, like good
communications and the ability to change when situations require it. In
simplistic terms, an approach using Bar-On’s EI related traits can be
examined and correlated with managers and leaders who are considered
effective. This approach parallels the “great person” approach to leadership
in social psychology’. Further, they have reasoned that IQ is a ‘threshold’
requirement, and that IQ has not distinguished individuals who are better
leaders. Jensen et al, [8] sums up the argument as follows. ‘It can then be
argued that, if IQ is held constant, EI abilities will be helpful in
distinguishing leaders that are more effective’. This is also in unison with
Fred Fielder’s ‘contingency model of leadership effectiveness’ [9]. Therein
Fielder has identified three empirically derived dimensions, and of which he
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identify ‘The leader-member relationship’ as the most critical variable in
determining the situation’s favourableness.

There is a plethora of descriptions of what an emotionally intelligent leader
should posses in order to be effective. The conceptual work of Goleman
[6, 7], and Boyatzis [2], and with Smith, and Blaize [3] have identified the
‘emotional competencies’ that may be associated with effective leadership.
Goleman [6] has listed four characteristics of emotionally intelligent leaders;
viz. a.) Articulate and arouse enthusiasm for a shared vision and mission,
b.) Step forward to lead as needed, regardless of position, c.) Guide the
performance of others while holding them accountable, and d.) Lead by
example. Above four facts indicate that emotional intelligence is associated
with some skills or competencies of leadership. It seems more prudent to use
the term Emotional Competence (replacing EI) in assessing the relationship
with leadership. Jensen et al, [8] is of the opinion that the competency
approach is the most promising approach for preparing people to be more
effective leaders. They have recommended a three step task to overcome the
challenge for EI in the leadership area to realize the potential. ‘First, it is
necessary to empirically define which competencies are, in fact, crucial to
developing effective leaders—not just to generate a list of competencies that
have face validity. The second task for EI is to translate this empirically
determined list into a training model that actually insures that these
competences are learned. Third, which is too much to ask for at this time, is
to assess whether the competencies that EI & Leadership have been taught to
aspiring young leaders are actually the ones that are needed or useful in the
real world’.

3. Measuring of Emotional Intelligence (Competence)

There are many instruments/measurements to assess the EI of corporate
managers. There are advantages and disadvantages in the use of each of
these instruments. Reliability and Validity of each instrument is note-worthy
in deciding the merit of the instrument. Further, each instrument should
capture an accurate picture (if not precise) and a realistic view of the
construct of EI. There are also inherent limitations of instruments using self
reporting methods rather than a performance based test. Another pragmatic
issue is the time and space needed for a complete assessment of EI of
corporate managers/leaders. The nature of corporate management is so
demanding that an efficient and user friendly instrument is preferred for
effective encoding of data, and perceptions of them.

Reliability of the EI instrument refers to its’ consistency over the period it is
employed for measuring. The nature of the EI construct demands similar
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results each time, for similar input and circumstances. The two most
common ways to measure reliability are the Internal consistency, and Test-
retest reliability. Internal consistency is tested by measuring the similarity of
responses across all items by the same individual. Test-retest reliability is
measured as the correlation between the results of two administrations of
the instrument to the same individuals at different dates within a specific
period of time. Validity of the EI instrument suggests to what extent it
measures the EI of corporate managers. Discriminant validity, concurrent
validity, and predictive validity are largely associated with measures of EI.
Discriminant validity of EI focuses on differing from unrelated measures,
such as physical strength of employees. Concurrent validity of EI focuses on
the most relevant/related measures with which it is expected to correlate,
such as leadership performance, motivation for performance of managers
etc. Predictive validity indicates to what extent it is capable of predicting the
other constructs that it is supposed to predict. A sound Reliability and
Validity of the EI instrument employed to measure the corporate managers is
a vital component not only due to the complexity of the issue, but for the
lack of access to corporate managers amidst their demanding schedules.

4, Commonly used instruments to measure the EI of managers

Here we limit our discussion on few selected and better known instruments
of measuring EI. Emotional Quotient Inventory (EQ-i): A pioneering
measure created by Bar-on (1997) using a 133 item self report measure. It
consists of subscales which generate an overall score and composite scores
as well. It has reported inherent limitations and Reliability issues as well.

The Emotional and Social Competency Inventory (ESCI): The ESCI is a recent
360-feedback tool based on Emotional Competency Inventory (ECI). ECI
reported some limitations in measuring EI, and ESCI could be viewed as an
improved enhancement of ECI. The ESCI facilitates to assess the strengths
and weaknesses of individuals, providing focused information of the
competencies they have to improve on for career progression. ESCI measures
12 competencies organized into four clusters: Self-Awareness, Self-Management,
Social Awareness, and Relationship Management. The latter two clusters
draw direct and indirect relationship to corporate leadership competencies.
Social Awareness cluster address empathy, and organizational awareness,
and Relationship Management cluster involves coach and mentor, inspirational
leadership, influence, conflict management, and teamwork.

Mayer, Salovey, Caruso Emotional Intelligence Test (MSCEIT). MSCEIT is
a 141 item, performance based measure based on a traditional intelligence
model. The model focuses on the four areas of EI, as per the definition of
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Mayer and Salovey (1997) in a hierarchical manner. Therein Perception,
appraisal and expression of emotions is the most basic skill, and the
Ability to regulate emotions to promote emotional and intellectual growth
is the most advanced skill. There is no one known correct answer, and
scoring of the MSCEIT ability test has made available two scoring systems:
a.) Correct answers based on experts decisions, and b.) Correct answer
based on consensus of what people think is correct. Users are advised to use
(b) for scoring purposes and this is a subtle mechanism to address the
intricacies associated with responses to psycho-social constructs. MSCEIT
has reported own merits, and few limitations and remain a preferred
instrument to measure the EI of corporate managers.

There is a plethora of other instruments available to measure the EI, and
their merits and demerits warrant a separate discussion. For the sake of
completion the commonly used such measures are: The Schutte Self-
Report Inventory (SSRI), The Swinburne University Emotional Intelligence
Test (SUEIT), The Trait Meta-Mood Scale (TMMS), The Wong and Law
Emotional Intelligence Scale (WLEIS), The Workgroup Emotional Intelligence
Profile (WEIP), The Trait Emotional Intelligence Questionnaire (TEIQue),
Genos Emotional Intelligence Inventory (Genos EI), Group Emotional
Competence, and Wong's Emotional Intelligence Scale (WEIS) etc.

5. Summary

In today’s ultra competitive environment, leadership of managers has
become a sine qua non for organizational success. The contribution of EI to
corporate leadership has grabbed the attention of practitioners, researchers,
and academics alike. However the construct of EI is experiencing the
difficulties with are common to such relatively new constructs. Measuring
of the EI of corporate managers is a timely intervention. However, the
limitations in measurement instruments needs to be addressed for effective
establishment of EI construct with leadership.
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Abstract:

The quality of life is a concept that goes beyond income, GDP and standard
of living. But life satisfaction is a subjective feeling and it is impossible to be
measured objectively. In recent years, various institutions and international
organizations tried to create a universal, reliable measure of the quality of
life. UNDP updated its Human Development Report measures, including the
well-known HDI index, as well as some new indices. Privately owned New
Economics Foundation created an index that concentrates on environmental
encumbrance and sustainable development. And there is the EIU, an agency
of the biggest economic newspaper on the world, trying to combine objectivity
with subjectivity.

Introduction

The term quality of life is a concept linked to social well-being used to
evaluate the level of overall wellbeing of individuals and societies. Unlike the
concept of standard of living, it is based on an assumption that the human
condition should be assessed on a wider range of indices then only income
(either at the individual or national level). Studies in 1970s proved geographical
variations in wellbeing depending on income, wealth, employment,
environment, health, education, leisure, social organization and belonging.
Other concepts, like freedom, human rights and happiness are often related
to the quality of life measures experienced by the individuals or societies.
Although research on happiness shows that happiness does not rise above
certain level of income. [4, 606-7]

It is impossible to make objective or long-term measurements of the quality
of life, because unlike GDP, international trade, FDI or income, quality of life
cannot be measured in absolute terms. Recently, researchers begun to
distinguish two types of personal well-being: Emotional well-being and Life
evaluation. The Emotional well-being polls respondents about the quality of
their everyday emotional experiences — how frequent and intensive they
experience joy, stress, sadness, anger, affection. Whereas the Life evaluation
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asks respondents to assess their life (in general) against a scale. [10, 16489-
93] In recent years, an amount of the quality of life measures emerged.

1. Human Development Report

The Human Development Report is an annual publication commissioned by
the Human Development Report Office of the United Nations Development
Programme (UNDP). The Report was originally published in 1990 by Pakistani
Economist Mahbub ul Haq and Indian Nobel laureate Amartya Sen. It was
the first publication aimed at placing people back at the center of the
development process in terms of economic debate, policy and advocacy. The
goal is simple, yet massive - to go beyond income to evaluate the level of
people’s long-term well-being. Recent releases of the Report cover more than
140 countries and are printed in over a dozen languages. It is well recognized
by international organizations and government agencies. [6]

The Report is best known for the Human Development Index, an indicator of
socio-economic development level. HDI was created for the first edition of
the Report and included in every since. It combines three dimensions (life
expectancy at birth, knowledge and education, standard of living), calculated
in indexes. Later, new indicators were added to the Report: in 1995 - Gender-
related Development Index (GDI) and Gender Empowerment Measure (GEM)
to reflect gender inequities, in 1997 - Human Poverty Index (HPI) to
highlight the belated areas. [8, 342-4] In 2010, for the 20" anniversary
edition of the Report, authors updated HDI calculation algorithm and
introduced completely new indexes designed to better assess the issue of the
quality of life. New indicators replaced GDI, GEM and HPI. [9, 15]

Since 2010, HDI is a geometric mean of three dimensions: Life Expectancy
Index, Income Index and Education Index, which consists of two indexes:
Mean Years of Schooling Index and Expected Years of Schooling Index (see
chart 1). [9, 15] Also, the 2010 Report introduced the Inequality-adjusted
HDI (IHDI), a measure of society’s human development level that accounts
for inequality. IHDI adjusts the HDI for inequality in distribution of each
dimension across the population. Under perfect equality IHDI=HDI, but
IHDI falls as inequality rises. This means that IHDI represents the actual
level of human development (taking inequality into account), while the HDI
can be perceived as a potential human development level that could be
achieved if there were no inequality. The IHDI is constructed by discounting
each HDI dimension’s average value according to its level of inequality
measured by the Atkinson index. IHDI is applied to 134 countries. [9, 87-9]

The Gender Inequality Index (GII) is a new indicator introduced in 2010
which reflects inequities facing women and girls. This new measure is built
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on the same framework as HDI and IHDI. The GII index consists of five
indices (Labour force participation, Educational attainment, Parliamentary
representation, Adolescent fertility, Maternal mortality) which are grouped
in three dimensions: Labour market, Empowerment, Reproductive health
(see chart 2). The index represents the loss in human development due to
inequalities between male and female achievements. GII ranges from O,
when men and women fare equally, to 1 when women fare lowest possible in
all areas. GII also provides empirical foundations for policy analysis and
advocacy efforts. [9, 89-94]

The Multidimensional Poverty Index (MPI) was launched in July 2010 as
a new poverty measure that provides a multidimensional picture of people
living in poverty. It is designed to help distribute development resources
more effectively. The MPI index consists of 10 indices grouped in 3
dimensions (see chart 3). MPI identifies multiple deprivations in health,
education and standard of living, at the individual level. Unlike IHDI, it uses
data from household surveys from which every indicator used to construct
the measure must come. The MPI index shows the existence of
multidimensional deprivation and its intensity, by the amount of people
experiencing multiple deprivations at the same time. For the 2011 HDR
report, MPI was estimated for 109 countries, which represent 79% of the
World population. A third of the population, est. 1.7 billion people, lives in
multidimensional poverty. [9, 94-100]

2. Happy Planet Index

The Happy Planet Index is a new index introduced by the New Economics
Foundation (NEF) in July 2006. The HPI is an index of human well-being
and environmental impact that was designed to challenge quantitative
development indicators, like GDP or HDI, which do not include sustainability.
The HPI is based on a principle that the usual goal of most people is to be
happy and healthy, rather than rich. [12] Also, the sustainable development
requires to measure the environmental costs. [5]

The HPI index is a result of IUCN’s (World Conservation Union) call for
a measure of ‘the production of human well-being per unit of extraction of or
imposition upon nature’ [1] In HPI, Human wellbeing is presented as Happy
Life Years and environmental encumbrance is estimated with ecological
footprint per capita. [13, 1-58] Therefore, the HPI does not show which
country is the happiest in the World. HPI reflects the country’s
environmental efficiency of supporting well-being. The HPI value is a function
of average life satisfaction, life expectancy at birth and ecological footprint
per capita. [11]
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The HPI is respected in political circles. HPI is supported by WWF for
emphasizing the ecological costs of development. The British Conservative
Party suggested that HPI may be a future replacement for GDP. [2] Also,
European Parliament released a review of progress indicators giving the HPI
a positive opinion. [3, 38]

3. EIU’s Quality-of-life Index

Quality-of-life Index is a new indicator developed by 7The Economist
Intelligence Unit (EIU). The goal is to measure the quality of life and life
satisfaction in more adequate way than it is currently being reflected by
traditional quantitative indicators. The index is based on unique methodology
that combines the results of subjective surveys about life satisfaction with
objective indices of the quality of life. The research was conducted in 2005
and covered 111 countries. On a basis of electronic surveys filled by over 3000
people around the world, it was found that the high level of life satisfaction
is affected by nine key factors and their indicators: [7]

1. Material wellbeing - GDP per person, at PPP in §;

. Health - Life expectancy at birth;

. Political stability and security - Political stability and security ratings;

. Family life - Divorce rate converted into index of 1 (lowest) to 5 (highest);

Ul = W N

. Community life - Variable taking value 1 if country has either high rate of
church attendance or trade-union membership; zero otherwise;

6. Climate and geography - Latitude to distinguish between warmer and

colder climes;

7. Job security - Unemployment rate in %o;

8. Political freedom - Average of indices of political and civil liberties. Scale
of 1 (completely free) to 7 (unfree);
9. Gender equality - Ratio of average male and female earnings.

Summary

The main advantage of the concept of the quality of life and well-being is that
it goes beyond income and ‘traditional’ quantitative measures of development,
such as GDP. It puts the light on factors that earlier were not considered
important, like equity, happiness, health or environmental protection. But
there are substantial drawbacks. The biggest problem with measuring the
quality of life is the lack of trustworthy, absolute indicators, which would
allow comparing the scores with a high degree of certainty. Also, there is no
indicator that would take all the important factors into account. The other
issue is the lack of pattern, an ideal to follow, as the indicators share no
common leader.
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Abstract:

It was analyzed the participation of public consumption and its components
such as individual and collective consumption in Gross Domestic Product for
in this paper. The group includes the following countries: Czech Republic,
Poland and Slovakia. The analysis covered the years 1995 - 2009.

Introduction

For purposes of this article it was introduced conventionally Gross Domestic
Product division into two components: GDP internal and GDP external.
There is, so GDP = GDP internal + GDP external. GDP internal means the
sum of components: private consumption + public consumption +
accumulation. It is created by the components depending on the functioning
of the economy of the country. GDP external creates balance of exports and
imports of goods and services (exports — imports). Its value depends on the
intensity of international economic exchanges of the country.

Public consumption - the consumption of services provided by general
government to the population. Distinguishes itself individual consumption
and collective consumption.

Individual consumption is the value of non-market goods and services
provided free of charge to the household sector. This category includes: the
services of education, culture and national heritage protection, health,
welfare, physical culture and sports, tourism, housing subsidies to partially
cover the cost of maintaining the housing stock, the value of purchased
services in the private health care facilities. Collective consumption includes
the consumption of non-market goods and services that do not have specific,
individual recipients. This category includes, among others, value of
expenditure on public administration, national defences, and the activities
of scientific research [3].
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Ratio of the value of public consumption to the value of Gross Domestic
Product is known as index of socialization [2]. The indicator of socialization
understood as a relationship of public consumption to the GDP internal will
be used in this article. In particular, we will be distinguished indicator of
socialization for public consumption, individual consumption and collective
consumption in public consumption.

Method of analysis

Table 1 gives source data of Gross Domestic Product and the balance of
exports and imports. Internal GDP is also calculated as the difference
between GDP and the balance of exports and imports. It also provides the
public consumption and its components: individual consumption and
collective consumption. Table 2 shows the conversion rate of socialization
for public consumption and indicators of socialization for individual
consumption and collective consumption. Figure 1 illustrates the data of
Table 2 for the index of socialising for public consumption, and figure 2 for
individual consumption in public consumption.

It was calculated for each country, in addition, in the horizon of 15 years of
analysis: average values rate of socialisation for public consumption and
indicators of socialization for individual consumption in public consumption
and collective consumption. An analysis of the standard deviation, which is
a measure of the deviations of index of value of socialization in different
years than the average. It gives us information about the regularity (stability)
share of public consumption in GDP. To determine the preferences of the
state in economic and social policy, it was presented the relationship of
individual consumption to public consumption of all. The corresponding
percentage gives us information on whether the State prefers a more
individual or collective consumption. Of course, the relationship of collective
consumption to public consumption is the complement to 100 %. The
analysis of linear trends for the indicator of socialization made for collection
of data for years 1995 - 2008 gives us information about growth or fall on
the share of public consumption in GDP. The year 2009 was excluded from
the analysis because of the economic crisis, which caused a significant
decline in GDP in many analyzed countries, which greatly distorted the
relationships.

Conclusions from the analysis

Average value of index of socialization for public consumption within 15 years
of analysis is as follows: Czech Republic 21,2 % (max. 23,3 %, min. 19,1 %),
Slovakia 19,3 % (max. 22,1 %, min. 17,1 %), Poland 17,5 % (max. 19,1 %,
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min. 16,4 %). The values of index of socialization, in different years, for
public consumption, are shown in Figure 1.

The average value of index of socialization for individual consumption in
public consumption, in the range of 15 years of analysis, are as follows:
Slovakia 11,1 % (max. 12,5 %, min. 10,4 %), Czech Republic 10,8 % (max.
11,9 %, min. 10,1 %), Poland 10,1 % (max. 11,6 %, min. 9,5 %). Index value
of socialization in particulars years, for individual consumption in public
consumption is shown in Figure 2.
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The average value of index of socialization for the collective consumption in
public consumption in the range of 15 years of analysis is as follows: Czech
Republic 10,4 % (max. 11,6 %, min. 8,8 %), Poland 7,4 % (max. 7,9 %, min.
6,8 %), Slovakia 11 % (max. 17,7 %, min. 9,0 %).

The standard deviation, based on sample of index of socialization, for public
consumption, covering 15 years of analysis, for individual countries are:
Poland 0,73 %, Czech Republic 1,22 %, Slovakia 1,41 %. The standard
deviation, based on sample of index of socialization, for individual consumption
in public consumption, covering 15 years of analysis, for individual countries
are: Czech Republic 0,47 %, Poland 0,53 %, Slovakia 1,48 %.

The standard deviation, based on sample of index of socialization, for
collective consumption in public consumption, covering 15 years of analysis,
for individual countries are: Poland 0,36 %, Czech Republic 0,80 %,
Slovakia 2,05 %.

Participation of individual consumption in public consumption, based on
average values from 15 years analysis, for individual countries is as follows:
Poland 57,6%, Czech Republic 51,0 %, Slovakia 43,0 %. The countries
where the linear trend of index value of socialization for public consumption
was positive (in order of decreasing slope of the trend): Czech Republic,
Poland. The country where the linear trend of index value for public
consumption was negative was Slovakia. The country where the trend of
index values of socialization for individual consumption in public consumption
was positive was Czech Republic. The countries where the trend of index
values of socialization for individual consumption in the public consumption
was negative (in order of decreasing slope of the trend line): Slovakia, and
Poland. For Slovakia linear trend is not very adequate due to the very large
deviations in the years 1995 - 1999.

Conclusions

Participation of public consumption in Gross Domestic Product depends on
the political doctrine accepted in the country. In countries with traditions of
socialist and social democracy socialization rate is relatively higher than in
countries with liberal doctrine. It also depends on the condition of socio -
economic development of the country. In developing countries it is lover
than in developed countries.

The method of calculating of index of socialization shows that it is variable
in the time and this variability is largely depend on the size of GDP in given
year. Therefore the influence must be conducted on the average values from
many years of analysis. Index of socialization in analyzed countries, for
public consumption, ranged on average in the horizon of the analysis from
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21,8 % to 14,7 %. The maximum size of average index of socialization
calculated over the period of analysis were Czech Republic (21,2 %). The
standard deviation as a measure of the stability of the participation public
consumption in GDP was smaller for Poland (0,73 %). Linear trend index of
socialization as a measure of changes in participation of public consumption
in GDP was the most positive in Czech Republic, and the most negative in
Slovakia.
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Abstract:

The article provides evidence of the importance of measurement the economic
value of public spaces in successful regeneration policies, revitalization,
planning, investment, for creating sustainable communities, etc. The aim of
the article was to identify the most appropriate methods of measuring the
economic value of public spaces. A model, quantitative approach to the
economic value of public space has been presented. This approach is fast
developing, of growing importance issue of broad range of problems of
organizing space in accordance with needs of local society. Presented
methods are applicable.

1. Importance of measuring the economic value of public spaces

Public spaces play a vital role in social and economic life of communities.
These spaces more and more consciously are understood as a special kind of
resources, a specific public goods, as significant factor of local development
and competitiveness. Measuring the value of public spaces is a relatively new
branch of economics pioneered in the last years by both economists and
ecologists. This new branch tries to quantify public benefits that are not
typically recognized or valued in market transactions. Economic theory gives
us some useful conceptual categories for discussing the supply of public
spaces. According to L. Robbins, economics is the science which studies
human behavior as a relationship between given ends and scarce means
which have alternative uses. Generally, economics refers to the allocation of
valuable resources. This can include both market resources (money, labor
and land) and nonmarket resources (safety, clean air, wildlife habitat,
aesthetic features, etc.). Vilfredo Pareto says that optimal allocation of scarce
means is possible where no one can be made better off without making any
other individual worse off. There may be only one such optimum. Public
spaces are collectively consumed goods. They have many features of public
goods. It has certain, hard to measure economic value. Optimal allocation of
public spaces as a scarce means could be possible under certain idealized
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conditions. Free market system can lead to a Pareto efficient outcome. As we
know, there are asymmetrical outcomes in many markets, and they can
result in situations where public spaces may be misused. Outcomes will
generically be Pareto inefficient in the absence of perfect information or
complete markets. We can avoid it and improve direct resource allocation by
taking decisions about use of public spaces on basis of measurement the full
economic value of public spaces. Proper quality of public spaces is a special
field of interest of urban planners, architects, landscape architects,
sociologists, etc. According to growing significance of cities, we can observe
increase of “social urbanism” projects in cities and metropolitan areas. All of
these projects aim to improve quality of life in a broad meaning. Quality of
life in urban planning and economics is described by numerous qualitative
characteristics and indicators, such as: quality of education, health services,
public safety, recreation opportunities, cultural amenities, environmental
quality and access to open space, parks, trails, etc. [1]. Theory of sustainable
development suggests that measurement the economic value of public spaces
should include human capital, social capital, physical capital, financial assets,
and cultural capital.

Public spaces includes, for example: high streets, street markets, town
squares, shopping precincts, community centers, parks, playgrounds, trails,
neighborhood spaces in residential areas, open spaces, etc. According to
urban canons, share of public spaces in spatial planning should be 20-30%.
Public spaces provide important economic benefits to local communities.
These benefits are described in economic literature on the value of open
space and associated user benefits. Proper quality public spaces make better
places to live, work and recreate. Increase of quality of life causes that
districts, towns and villages are more attractive for investors and potential
inhabitants. High quality of public spaces correlate with economic growth,
attract business investments and tourism, provide cultural opportunities,
encourage volunteerism, reduce crime, improve pedestrian safety, increase
use of public transportation, improve public health and the environment.
Economic development of these wider areas has positive fiscal effect to
public finances. Territorial self-governments often are aware of these
benefits and thus try to improve and/or expand on these resources. For this
reason territorial self-governments and other public institutions more and
more often need analysis related to the way that public spaces should be
improved or expanded. These analyses should determine the economic value
that public spaces provide to local communities.

109



2. Elements of economic value of public spaces and contemporary
methods of measurement the economic value of public spaces

Total economic value of public space consists of [2] (Table 1):

— Use value - the value derived from the actual use of a good or service:

1/ Direct use value - goods and services that are extracted and used directly
by human beings.

2/Indirect use value - benefits provided by a certain resource to direct and
indirect users (local, regional economy); these benefits do not result for
the main function of that resource, and have usually many features of
public goods.

3/ Option value - the value of something that has not yet been recognized;
derives from preserving the option to use the economic resource in a later
date.

- Non-use or passive values were developed to address the value that people
place on things that do not have a direct use:

4/Existence value - people may get utility (will to pay) from knowledge
(awareness) about existence (preservation) of a certain historical site [3,
163-168].

5/Bequest value - the value of leaving something behind for the next
generation.

For example, the economic value of open spaces includes the income and
jobs generated by the spending of visitors using the recreation infrastructure,
as well as increased property values for nearby residents, non-use values, and
natural system values.

Public spaces valuation can be a difficult and controversial task. Because of
the varied nature of the total economic value of public spaces, a single
method of measuring its economic value is not possible. The most appropriate
methods of measuring the economic value of public spaces are:

1/ Fiscal impact analysis means the estimation of the net impact on
government of a particular project. In case of public spaces valuation it
seeks to connect planning and local economics by estimating the public
costs and revenues that result from property investments. This type of
analysis enables the comparison of revenues to costs associated with new
development indicating whether local government can meet new demands
for services, or must raise taxes to meet new service demands.

2/Geographic Information Systems (GIS) can be used for quantifying the
economic value of broader category - spatial economic valuation. This
method allows the creation of economic value maps. GIS technology is
indispensable for local government to initiate action plan for sustainable
land use and public spaces management [4, 97-110].
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3/Market price method (MPM) estimates the economic value of public
goods or services that are bought and sold in commercial markets. The
total net economic benefit, or economic surplus, is the sum of consumer
surplus and producer surplus.

4/Hedonic pricing method may be used to estimate economic values of
public spaces or public services that directly affect market prices. It can be
used to estimate economic benefits or costs associated with quality of
public spaces, including air pollution or noise, and amenities of public
spaces, such as aesthetic views, safety or recreational sites. The basic
premise of the hedonic pricing method is that the price of a marketed
good is related to its characteristics, or the services it provides. The hedonic
pricing method is most often used to value public spaces amenities that
affect the price of neighboring residential properties.

5/Derived value method also referred to as the net factor income or
productivity method is used to estimate the economic value of public
goods or services that contribute to the production of commercially
marketed goods. It is applied in cases where the products or services of
public spaces are used, along with other inputs, to produce a marketed
good.

6/ Contingent valuation method (CVM): a hypothetical market is created
through use of a survey or questionnaire, and respondents are asked what
they would be willing to pay (or the amount they would need to be
compensated) to use (or lose) some defined resource or activity. This
method is controversial as often these questions are hypothetical.

7/ Travel cost method (TCM): the cost of travel to a site is viewed as an entry
or admission price, and a demand curve is derived from observing
visitation from various origins with different travel costs.

8/Input-output analysis is an inferential tool used to predict output, income
or employment changes as a result of an expenditure “shock” on a local
economy. This technique enables us to track the flow of expenditures
through the various sectors of local economy [2, 6].

9/Cost for similar service means estimating the cost of providing the
equivalent environmental service with technology.

10/ Benefit transfer method is used to estimate economic values of public
services by transferring available information from studies already
completed in another location and/or context. Benefit transfer is often
used when it is too expensive and/or there is too little time available to
conduct an original valuation study.
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The simplest measure of the economic value of public space is its real estate
market value. To calculate it we can examine market transactions.
Otherwise, not every aspect of public space can be quantified. For instance,
the mental health value of a walk in the woods is not known, and there is no
agreed-upon methodology for valuing the carbon sequestration value of a
city park.

TAB. 1: Elements of total economic value of public space and methods

Total economic value of public space
Use value Non-use (passive) value
Direct Indirect value Option v. | Existence v. | Bequestv.
value
Methods of measurement the economic value of public spaces
MPM TCM CVM CVM CVM
Input- Hedonic pricing
output method
analysis GIS
GIS Derived value method
Cost for similar service
Benefit transfer
method

3. Conclusions

Measurement the economic value of public spaces is land-related topic of
growing importance in our fast changing world. Methods of measurement of
the economic value of public spaces can be sophisticated, high-effective
planning tool for decision makers to improve existing public spaces and to
create new public spaces with high priority of quality of life and economic
development. Nowadays application of these methods spreads and
methodologies improve. Nevertheless, it hardly ever be possible to
completely calculate the economic value of public space. Public space values
are dynamic and must be considered comprehensively. Certain intangible
values are hard to quantify them in objective way. One of the major
limitations of these methods is the lack of primary data for public spaces
being analyzed. To accurately assess these benefits of public spaces we
should know former and actual visitor numbers, the origin of visitors and
their expenditures, price premium for property values near the public
spaces, human costs avoided from the provision of services by natural
systems, etc. For this reason, self-governments should institute a program
for regular data collection at public spaces. Collected data will allow the
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experts to conduct researches on economic value of public spaces. According
to results of these researches self-governments can justify investments in
public infrastructure and new expansion of public spaces. However appears
another threat of most methods of measurement the economic value of
public spaces - that their results may conform to the policy inclinations of
self-governments or institutions that sponsored them. Nevertheless we can
observe fast growing openness of land and real estate information, which are
now accessible by almost anyone with access to a computer and the Internet.
Decisions about use of public spaces become more efficient when
information about different public spaces and their use is easy accessible to
citizens and policy makers.

References:

[1] BORYS, T., ROGALA, P. (ed.) Jakos¢ zycia na poziomie lokalnym -ujecie
wskaznikowe, UNDP, Warsaw 2008. ISBN 978-83-926200-2-0

[2] PAGIDA, S., K. von Ritter, BISHOP J. Assessing the Economic Value of
Ecosystem Conservation, World Bank, Environment Department, paper
no. 101, 2004.

[3] ATTFIELD, R. Existence value and intrinsic value, “Ecological
Economics”, nr 24/1998.

[4] EADE, J.,D.,0., MORAN, D. Spatial economic valuation: benefits transfer
using Geographical Information Systems, “Journal of Environmental
Management”, nr 48/1996.

113



INSTITUTIONS AND THEIR INFLUENCE ON EVALUATION OF
THE INTERNATIONAL COMPETITIVENESS OF POLISH ECONOMY

Justyna Lapinska
Nicolaus Copernicus University in Torun
justlap@umk.pl

Key words:
competitiveness - institutions - Poland

Abstract:

This paper makes an attempt of analysis the quality of institutional factors in
Poland and its influence on the evaluation of the competitiveness of Polish
economy on the international arena. The carried out research prove that the
evaluation of the area of institutional infrastructure brings unfavourable
results. Among the main reasons that determine the weak assessment of
institutional infrastructure are: lack of clear rules of political life, lack of
clear government policy in reference to many trades, bureaucratized
economy, discretionary decisions on part of officials, squandering of public
means, corruption.

1. Introduction

Because of the complex nature of the international competitiveness of
economy, research into it takes into account many factors. International
institutions and organisations which evaluate competitiveness of economies
construct their own, very often complex, models which take into account
even over a few hundreds of different factors which influence the
competitiveness of investigated subjects to varying extent. Ones of the most
famous works which annually evaluate the competitiveness of economies are
the reports of competitiveness published by the World Economic Forum
(WEF)'. In their evaluations the World Economic Forum uses the Global
Competitiveness Index (GCI). This is constructed based on twelve categories
which take into account 111 factors. One of the categories relates to the
functioning of institutions, both public and private?.

! Annual competitiveness reports are also prepared by the International Management
Development (IMD). However this takes into account far fewer countries: 59 in the report
from the year 2011, [5, 19].

* Other categories are: infrastructure, macroeconomic stability, health and primary education,
higher education and training, goods market efficiency, financial market sophistication,
technological readiness, market size, business sophistication and innovation.
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This paper makes an attempt of analysis the quality of institutional factors in
Poland in the context of international competitiveness of Polish economy.
The main sources of data were the competitiveness rankings: Global
Competitiveness Reports for the years 2008-2011 which are published by the
World Economic Forum. The paper is also based on data and information
included in the World Bank reports: Doing Business and the Index of
Economic Freedom published by The Heritage Foundation & The Wall Street
Journal.

2. Institutions and the competitiveness of Polish economy

Institutional factors are divided into formal and informal. Factors of formal
character include: constitutions, legislation, institutions responsible for the
implementation of law, i.e. government administration, courts, police, tax
offices, financial institutions whose main task is the care for monetary
stability and maintaining the reliability of the financial system. Informal
factors consist mostly of cultural background such as: tradition, religion,
habits which influence inter alia the attitudes of the society towards national
authorities, respect towards law, work ethos. Informal factors very often
have a significant impact on the effectiveness of management and
competitiveness of the whole economy [1, 11].

The authors of competitiveness reports are aware of the weight of institutional
factors, both formal and informal. Therefore the presented rankings take
into account factors such as: level of regulations regarding property rights in
national legislation, independence of the courts of law, transparency of legal
requirements and the level of adhering to them, effectiveness of state’s
functioning, trusting politicians, level of corruption, degree of administrative
regulations, costs of setting up, functioning and terminating businesses,
crime-related costs borne by business; and other elements of transaction
costs.

According to the World Economic Forum, Poland is at present the 41°%
economy in the world (the research takes into account 142 countries).
Position of Poland could have been higher if not for weaknesses in certain
areas. These relate mainly to the institutional infrastructure. In the year 2011
the position of Poland in respect to the quality of its institutional
surrounding is the 52" place. Nonetheless over the last four years
a significant improvement has taken place. In comparison, in the year 2008
the index measuring the quality of institutions placed Poland on a far 88™
position (see Table 1).
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TAB. 1: Global Competitiveness Index and Competitiveness of
Institutions in Poland according to WEF research
in the years 2008-2011

The Global Competitiveness Competitiveness of Institution
Year Index
Rank Value Rank Value
2008 53 4,3 88 3,6
2009 46 4,3 66 3,9
2010 39 4,5 54 4,2
2011 41 4,5 52 4,2

Source: The Global Competitiveness Report, for 2008-2011,
World Economic Forum, Geneva;

Significant majority of the factors taken into account in the area of
“Institutions” in the whole period subject to analysis had a negative
influence on the evaluation of the international competitiveness of Polish
economy. Main problems are corruption, lack of trusting politicians,
mismanagement of public expenditure, and too heavy burden of administrative
regulations. Particularly negative evaluation relates to the functioning of
national administration, i.e. heavy load of national expenditures (124th position
in the year 2011), transparency of government’s policies (93" position), and
effectiveness of legal framework while deciding disputes (97™ position).
What is worth noticing, however, is that in the years 2008-2011 in relation to
a few factors a significant improvement of positions has taken place. This
relates particularly to the costs borne by business which are related to
violence and crime, including organised crime. Significant improvement also
took place in the area: “favouritism in decisions of government officials” (see
Table 2).
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TAB. 2: Evaluation of quality of institutional factors in Poland according
to WEF research in the years 2008-2011

Change of
Factor 2008 2009 2010 2011 | Positionin
the years
2008-2011
Institutions 88 [3,6| 66 39| 54 |42 52 | 4,2 36 »
Property rights 94 | 4,0| 76 | 4,3 | 59 | 4,6 | 54 | 4,5 40 »
Intellectual property 76 |34 64 | 36|60 |37 61|37 15 4
protection
Diversion of public funds | 72 | 3,4 | 50 | 4,0 | 43 | 4,2 | 44 | 4,1 28 »
Public trust of politicians | 113 | 1,9 | 99 | 2,1 | 82 | 2,5 | 76 | 2,5 372
Irr‘egular payments and ) ) ) ) 4 | 49|39 | 49 5 a%
bribes
Judicial independence 73 | 3,7 | 55 | 41| 53 | 43| 53 | 4,3 20 »
Favor1t1sm1ndc.:c.151onsof 105 | 25| 64 | 31| 49 | 3.4 | 52 | 33 534
government officials
Wastefulness of 115 | 2,7 | 94 | 29|76 | 31| 76 | 3,0 39 1
government spending
Burden of government | o7 | 5 3| 439 | 27 | 11 | 2,7 | 124 | 2.6 34
regulation
Efficiency of legal 109 | 2,9 ) ) ) ) ) ) )
framework
Efficiency of legal
framework in settling - - 114 | 2,8 | 106 | 3,1 | 97 | 3,2 17 a%*
disputes
Efficiency of legal
framework in challenging - - 106 | 2,8 | 95 3,1 83 | 3,3 23 ax*
regulations
Transparency of 128030 127] 31| 113]37] 93|40 35 4
government policymaking
Business costs of 85 | 54|69 57|59 |60/ 43|60 42 1
terrorism
Business costs of crime | g5 | 4 5 | g5 | 45| 50 |53 | 37 | 55 58 1
and violence
Organized crime 9 | 4,5 | 77 | 5,1 | 55 | 5,7 | 40 | 5,7 56 »
Reliability of police 86 | 38|74 | 41| 60 | 4,4 | 63 | 4, 234
services
Ethical behavior of firms 47 | 45| 50 | 45| 54 | 4,2 | 53 | 4,1 6v
Strength of auditingand |\ |, o 60 | 49 | 46 | 51 | 41 | 5,2 334
reporting standards
Efficacy of corporate
101 | 4,3 | 8 | 45| 73 | 45| 79 | 44 22 4
boards
Protection of minority | | 4 51 o5 | 45 | 60 | 45 | 79 | 41 3¢
shareholders’ interests
Strengt‘hoflnwestor ) ) ) ) 33 | 6.0 | 36 | 6,0 3ot
protection
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Remarks: Indicators of competitiveness take on values from 1 to 7; the higher the
indicator, the higher level of competitiveness.
* Change of position in the years 2010-2011.
** Change of position in the years 2009-2011.
Source: Author’s own study based on: The Global Competitiveness
Report, for 2008-2011, World Economic Forum, Geneva.

Elements which confirm unfavourable situation in the area of Poland’s
institutional infrastructure can also be found in the reports of The World
Bank: Doing Business’. In the newest report Poland is placed on the 62™
position out of 183 countries [2, 120].

Low evaluation of Poland is strongly related to the faulty functioning of
institutional surrounding of business. Poland gained particularly low
evaluations the category “paying taxes”. Entrepreneur who would like to
fulfil all the requirements of Polish tax system must make 29 payments
annually which sum up to 43,6% of profit. Similar situations take place in
the categories: “starting up business activities” and “terminating business
activities”*, where the low evaluation of Poland takes into account high costs
and vast amount of formalities which need to fulfilled. According to the
authors of the report, a significant problem in Poland is still recovering
debts in the case of contractor’s insolvency - 87™ position and registering
properties (immovable) - 89™ position. Yet the worst evaluation results
concern the category “dealing with construction permits”. This is the 160™
position in the ranking. Time of obtaining construction permissions in
Poland is 301 days and takes into account as much as 30 procedures.

Data and information confirming rather low level of institutional
competitiveness of Poland are also confirmed by the 2011 Index of
Economic Freedom, published by The Heritage Foundation & The Wall
Street Journal.

The authors of the above report understand “economic freedom” as lack of
constrains and limitations of production activities, distribution and consumption
of goods and services other than the level necessary for its protection and
sustaining. They measure the economic freedom by means of ten categories:
freedom of business, trade, tax, size of the public sector, monetary freedom,

3 This report takes into account regulatory surrounding for investors in the period from 01.
07. 2010 to 30. 06. 2011 (i.e. during the financial year of the World Bank). Position of the
country is appointed based on the analysis of 10 categories, inter alia: easiness of starting
up a business, obtaining construction permissions, getting credit, registration of property,
protection of investors or paying taxes.

* The analysis took into account business activities carried out in the form of a limited
liability company.
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freedom of investment, financial freedom, freedom of property rights,
freedom from corruption, and freedom of labour.

Depending on the range in which the index of economic freedom is placed,
the country is included into one of the five groups of countries: from the
ones which are characterised by full economic freedom (index in the range
80-100 points) to those which lack economic freedom (index in the range 0-
49,9 points).

With regards to Poland once can speak of a moderate level of economic
freedom. Poland was classified on the 68™ position in the world (64,1
points), [3, 7]. Such evaluation result is to great extent determined by
institutional factors. According to the report’s authors the position of Poland
could have been higher if not for the low notes in the following categories:
business freedom, government spending, freedom from corruption and
fiscal freedom.

3. Summary

Evaluations of international competitive position of Poland could have been
better if it was not for the weaknesses in the area of institutional
infrastructure. Among the factors which decided of the poor marking of
institutional surrounding indicators which are listed most often include: lack
of clear rules ruling political life, unclear policy of the government relating
to many branches, bureaucratization of the economy, changing decisions of
the officials, mismanagement of public expenditures, corruption. Negative
evaluation relates also to the functioning of police and the system of justice
which face accusations of inter alia insufficient efficiency in executing law
and deciding economical disputes.

Summing up the analysis it can be stated that Poland has a chance in the
future to significantly increase its competitiveness under the condition that
it will improve the situation in the areas which have poor results nowadays.
One of such areas, as it was discussed, is the institutional surrounding.
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Abstract:

Today's business environment is characterized by increasing competition.
Many countries with high competitiveness (e.g. Finland) based on the fast-
growing ICT services and ICT applications in all sectors. The aim of this
paper is to analyze the development of the ICT sector in the Czech Republic,
its impact on GDP. It is also specified how firms perceive their current
economic situation and the near future. If the current economic situation
influences the functioning of companies and if the economic crisis affects
the actions of companies in terms of recruiting new employees.

Introduction

Thanks to the great technological advances associated with the development
of information and communication technologies (ICT) and their mass
distribution, since the second half of 90 years ICT has become an integral
part of capital goods. Their share and abilities to improve the original capital
goods are also supported by advanced miniaturization [5]. In order to assess
the impact of ICT on economic growth, the set hypothesis of: "ICT sector
production in the Czech Republic is relatively significantly associated with
the growth of real GDP of the Czech Republic in the long run", is verified
within the contribution.

Methodology - linear regression model
The linear regression model summarizes the data set, the object of the
regression analysis is to quantify the best estimates of unknown parameters
of the regression model. The linear regression model can be written as:

Y :ﬂlxi1+lgzxi2+"'+ﬁkxik+£i’ (1)
where
Y, is i-th observation of random variable Y,i=1,...,n,

%i is i-th value of the explanatory variables (regressors), i =1,...,n,j =1,...,k,
B;j are model parameters (fixed but unknown values), j =1,...,k,
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& , 1 =1,...,n are unknown random errors that occur when monitoring the

explained variable Y and that we can not directly observe or measure, n is the
number of observations. The correlation coefficient will also be used, which
indicates the extent to which two measured variables change [1]. The
correlation coefficient is given by:

> (% =)0y, - )
r=——= n )
\/Z(Xi _Y)ZZ(yi _7)2

Development of ICT during the economic crisis
The field of information and communication technologies over the past few
years has transformed from a field on the outskirts to one of the most
important fields of the Czech economy, which deserves adequate attention.
Czech ICT Alliance Analysts conducted assessments of the economic results
of Czech ICT companies for 2010. When processing the results, the Czech
ICT Alliance focused on:

 performances (205 companies),

* added value (201 companies),

» profit (205 companies in 2008-2010, respectively 193 companies in

2007).

In the year comparison, the overall results of monitored companies in 2010
showed very weak growth of 0.2 %. When comparing financial indicators
between 2009 and 2008, this figure was close to 6 %. We can therefore say
that the consequences of the economic crisis - especially in the psychological
plane - fallen on the Czech companies to the fullest. For a more accurate
determination of trends, the monitored companies were divided into 3
categories according to their performances [4]:

» over 1 billion CZK,

e 100 million to 1 billion CZK,

e up to 100 million CZK.

The least affected category were companies with performances over 1 billion
CZK. In 2010 they reported year-on-year growth of 3.9 %. While the total of
13 companies, the performances increased seven times. In the total sum,
the companies with outputs from 100 million to 1 billion CZK recorded
a decrease of 2.5 % (30 companies outputs increased of total 51 companies)
in the observed period. For IT companies with outputs up to 100 million CZK
the final results were even worse, when compared to 2009 the total output
fell by 10.9 % (output increased in only 66 companies out of total 141). While
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performances compared to 2009 increased slightly, the added value declined
year-on-year, both in the total sum and also in the individual categories of
companies:

» with added value over 500 million CZK,

» with added value from 50 million to 500 million CZK,

» with lower added value than 50 million CZK.

The added value sum of all firms monitored between 2010 and 2009
decreased by 2.8 %. Also valid for this parameter is that the economic crisis
manifested the least in the highest category (over 500 million). Overall
results of 13 companies fell by 0.7 %. While in 8 firms the added value
increased. The total added value of companies in the category from 50 up to
500 million CZK compared to 2009 decreased by 4.9 % (29 results increased
out of a total 56 companies). Companies with an added value up to 50
million recorded the highest performance drop. Year-on-year it was 8 % (an
increase of the value was shown by 66 companies of 132 monitored
companies). Although neither performance nor the added value of the
monitored Czech IT companies in 2010 did not experienced the expected
growth, in the last three years, the number of firms with positive profit value
has increased to 188 [3]. Among other interesting variables characterizing
the situation in the sector, include government spending. Government
spending on information technologies this year in the Czech Republic will
rise only slightly - by 1.1 %, which is resulting from the IDC analytic
company’s report. Salaries of computer experts in the Czech Republic
started to grow slightly this year. Still, they are 10 % lower than in 2008,
before the economic crisis. The starting salary in this segment ranges from
18,000 to 25,000 CZK per month. The best paid are programmers and
specialists in SAP systems, according to the Home Credit Group survey of
recruitment agencies in the Czech Republic [2].

Production in the ICT sector and its share in GDP

In order to assess the impact of ICT on economic growth, the hypothesis has
been established: "The production of the ICT sector in the Czech Republic
has a relatively significant impact on the growth of real Czech Republic GDP
in the long run® It is an equally long time series (table No. 1), in which
reporting the methodology has not been changed. To verify the validity of
this hypothesis the linear regression model is used (Figure 1).
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TAB. 1. Development of GDP and production in the ICT sector

YEAR real Production of ICT sector in million CZK
GDP (conversion 1 USD =18 CZK)

1995 | 1,550,553 60,874

1996 |1,674,385 84,670

1997 (1,857,995 88,782

1998 | 2,017,208 98,075

1999 | 2,118,560 105,098

2000 | 2,279,932 119,773

2001 |2,448,073 154,113

2002 | 2,561,512 198,781

2003 (2,698,309 236,159

2004 | 2,955,841 310,035

2005 | 3,157,389 349,175

2006 | 3,451,995 454,093

2007 | 3,576,993 626,243

2008 | 3,595,676 800,442

2009 | 3,648,765 672,883

Source: own calculation according to [5]

The strength of the linear regression model was illustrated using the
correlation coefficient. The value of the correlation coefficient for the
model is: r=0.924470667.

The correlation coefficient indicates the extent to which the two measured
variables change. The dependence means that large values of one variable
correspond to high values of the second variable (positive correlation) or the
low values of one variable correspond to high values of the second variable
(negative correlation). The linear regression model showed that spending on
ICT explains 92 % of the GDP variability. All the coefficients of the linear
regression model function are significant at 95 % of the significance level.
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FIG. 1. Linear regression model for the evolution of the ICT sector and
GDP production
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Conclusion

The ICT sector plays a very important role in the economy. In order to
examine the impact of ICT on the economy of a certain country, the data
relating to the ICT sector was used. It was officially defined by the OECD in
1998 and gradually statistically regularly reported. Quantities reported in the
ICT sector in the Czech Republic have become the key tools for analyzing the
impact of the ICT sector in the given territory.

The hypothesis of: "The expenditures and investments in ICT in the Czech
Republic have a relatively significant impact on real GDP growth in the long
run”, has been verified within the economic development. The hypothesis
confirmed the strong dependence of ICT spending in the Czech Republic
GDP. Since the turn of the millennium, the world is increasing pressure on
the efficiency of funds invested in ICT. There are live discussions on the
influence of ICT on the economy of each country and the economy on
a global scale. The objective of further development in this field should be
that the Czech Republic will try to be a leading European ICT destination,
especially in the field of services with added value, including not only the
development of IT solutions and applications, but also research and
development of ICT products.
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Abstract:

The cluster initiative to fulfill its role in the business environment must be a
permanent structure, whose dynamics of development is dependent on the
effectiveness of undertaken marketing activities. The aim of the article is to
present the specificity of marketing activities of the Podlaski Underwear
Cluster as an organization consisting of companies operating within the
same target markets. The members of the cluster initiative are often direct
competitors, therefore the increasing role of marketing as an integrator of
the cluster’s activities oriented on long-term development.

Introduction

Modern organizations operate in a dynamic environment that forces the
implementation of new organizational solutions. One of the modern forms
of organization is a cluster initiative. It allows meeting the increasing
demands of the market better and simultaneously exposing the potential of
individual organizations which create the cluster. Moreover, combining the
potential of many organizations increases the marketing abilities.

The aim of the article is to present the specificity of marketing activities of
the Cluster as an organization consisting of companies operating within the
same target markets. The members of the cluster initiative are often direct
competitors, therefore the increasing role of marketing as an integrator of
activities oriented on long-term development. In the article an example of
the Podlaski Underwear Cluster is used. Conlusions were also supported by
research findings contained in the report "The research on brand
recognition of the Podlaski Underwear Cluster” [1].

The essence of marketing activities of the Cluster - the scope

and conditions

The cluster initiative to fulfill its role in the business environment must be a
permanent structure, setting long-term marketing objectives. An essential
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component of the functioning of the Cluster is therefore a developed
marketing strategy. It is important inasmuch as the marketing strategy is not
only the process of setting objectives aimed at creating lasting relationships
with target markets and the institutional environment, but above all an
attempt to determine the methods of achieving the objectives consistent with
the mulivariant principles (the creation of alternative programs). The
strategy is connected with the realization of long-term objectives oriented on
marketing activity in the area of:

- building stable and long-term relationships with customers,

— creation of the Cluster’s brand,

— creation of a coherent system of communication with target markets

and institutional environment,
— creation of own market infrastructure.

Achieving strategic objectives requires raising the level of planning,
organizational, coordinating and controlling skills, integrating especially
members of the cluster initiative - that is why marketing strategy plays a
motivational role.

Marketing aspects of the realization of strategic tasks of the Cluster

To explain the realization of strategic tasks of the Cluster, the traditional
Ansoff’'s model can be used, which distinguishes four basic types of strategies
[2, 63]: market penetration strategy, market development strategy, product
development strategy, diversification strategy.

Market penetration strategy is to strengthen the position of the organization
with the use of existing markets and products. It is implemented mainly in
the area of know-how developed by individual members of the cluster
initiative. Strengthening the position in existing markets increases the
chances of success in already known areas of the market, identifies the needs
of buyers, becoming a proven source of knowledge about customers and
their needs. It also allows better and better adaptation to the needs of the
served markets. From the cluster initiative development point of view it
allows to use existing market infrastructure and to modifiy (rather to a small
extent) offered product range.

Market development strategy is based on entering new markets with the
current offer. The cluster initiative increases the chance of such undertakings
because of the creation of entirely new organization, which, despite the
current range of offers, is becoming a new player in the market, which
translates into the perception of product offerings. Product development
strategy is focused on the implementation of activities related to product
improvement. It is oriented on innovation in the context of [3, 94]:
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modernization of the existing product range, technological and structural
improvements, the introduction of new product brands, introduction of
process innovations. This strategy allows creating unique competencies and
builds the image of the organization as a whole. It also requires a strong
orientation towards innovation and develops the sphere of communication
with the environment.

Diversification Strategy for the Cluster means entering new areas of the
market with new products. In the analized case it consists in the development
of the scope of the service sphere. Marketing strategic management becomes
a determinant of cluster development.

Marketing determinants of the development of the Podlaski

Underwear Cluster - selected aspects

The Podlaski Underwear Cluster is the first cluster initiative in Poland,
bringing together manufacturers of underwear. It consists of companies with
a diversified organizational and legal form as well as the basic financial
parameters. Members are leading manufacturers of underwear in Poland.
The total number of produced pieces of underwear is about 3 million a year,
and export sales is about 40% of the production.! The companies of the
cluster have developed a distribution network. They are present with their
offers in all major wholesalers in the country. They employ their own
designers and possesss specialized design studios. They use cutting-edge
technology and world-class materials in production.

Companies from the Podlaski Underwear Cluster employed a total of over
600 employees in 2009. The economic potential of the Podlaski Underwear
Cluster, apart from employees, is connected with its assets. The value of their
assets is not only a source of value creation, but also a determinant of the
stability of its operation and further development. At the end of 2009,
companies from the cluster had assets worth over 36.4 million PLN. This was
reflected in the revenues, which exceeded 81 million PLN.

The Podlaski Underwear Cluster is an innovative organization. This is reflected
not only in plans to create a joint product brands, but also in the use of
nanotechnology in the production of underwear, which is an important
aspect of building the image.

Product brands of the cluster, despite strong competition are becoming more
recognizable by the Polish (and foreign) female consumers. Great importance
in this respect plays a strong cooperation with all major wholesalers of
underwear in Poland and the professional use of the Internet as a tool of
trade and promotion.

! http://spkb.com.pl/667-4baf1693940a6.html
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Marketing potential of the examined organization is also shaped by
cooperative awareness of companies of the cluster. Companies which belong
to the cluster are able to set long term objectives based on the exchange of
knowledge and experience, not a display of mutual competitiveness. The
cluster cooperates with regional scientific and research institutions. The
Podlaski Underwear Cluster uses a regional aspect in the creation of its
image. Podlaskie Voivodship is a region of rich traditions in textile and
underwear industry. It should be emphasized that not only the cluster
promotes itself through the region, but also the region is building the image
based on its potential.

Product innovations play particularly important role in building the marketing
potential of the Podlaski Underwear Cluster. New technologies and the
development of new products from the viewpoint of a single company are
often limited, mainly due to high costs. The cluster is based on creating
innovative joint ventures.

Building an image of the cluster translates into improvement of the image of
all its members. Companies may jointly exhibit themseves at the fair or carry
out marketing research. Such activities determine not only the marketing
effectiveness, but primarily they strengthen the competitiveness of the
companies which belong to the cluster.

The most important aspect of marketing activity of the Podlaski Underwear
Cluster is the creation of a joint brand of underwear. Currently, the
expansion of new brands in a dynamic market environment is limited. This
results from increased competition in the industry, but is also determined by
a strong position of foreign underwear brands. Building a joint brand is
connected with lower risk. Individual companies would not be able to use
direct confrontation to strengthen their competitive position.

Conclusions

The Podlaski Underwear Cluster is undoubtedly an organization focused on
the development of internal potential, but also on the development of the
market. The dynamics of development in the case of the examined organization
depends on the effectiveness of undertaken marketing initiatives. The cluster
is building its potential on the basis of product innovation and exchange of
experience. This may indicate the action based on the modern concept of
marketing, according to which the main source of competitive advantage is
knowledge.
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Abstract:

The authors of the article analyze the consumers demand for green products
and how green business practices can make an impact on environment and
on competitiveness of companies. Companies can cut down costs and gain
a competitive edge and reputation by integrating green strategies into
business. Researched the impact of green strategies, the authors found that
implementation environmentally friendly strategies into business positively
influences companies relationships with consumers and so increases their
competitiveness in the market.

1. Introduction

There is a big variety of environmental problems that society has to face.
Business has to face these problems too and try to make a contribution to
reducing its environmental footprint. Consumers’ behaviour is influenced
and their buying decision is based on environmental concern. Consumers are
more demanding and request for green production. This in turn will encourage
and force companies to incorporate green alternatives into business. By
incorporating green strategies into their business, companies target to green
consumer, which is willing to pay more for green products. Also companies
want to be competitive in today’s market so gaining advantage and reputation
is very important.

The object of the study: green strategies.

The novelty of the study: The research of authors indicates that incorporating
green strategies into business has to be treated as companies’ competitiveness-
enhancing factor.

The aim of the study is to investigate green strategies as a factor, which
enhances a competitiveness of companies.
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The objectives of the study are as follows:

1. To examine costumers demand for green products.

2. To analyze general strategies as green strategies.

3. To define a competitiveness-building factor of green strategies.

The methods of research are: systematic, logical and comparative analysis
of literature, synthesis.

2. The consumers’ demand for green products

There are many driving forces that motivate people to go green. It is
especially important to take on the responsibility of going green because our
environment in the long term will be more stable and healthy. Today’s
consumers are getting more knowledge about environmental issues and
their behaviour is being affected, they are more concerned about the effects
of manufacturing and consumption on the natural environment. Consumers,
who are environmentally oriented, are changing their buying habits and
choosing ecological product. Consumers perceive green products as tangible
and intangible characteristics’ integer that satisfies their needs. Consumers
distinguish “green” products from others due to their better quality, safety
and environmental friendliness [11]. According to the GMA / Deloitte Green
Shopper Study [4], many regular shoppers want green products and a little
more than half of green shoppers are willing to pay more for green products.
Consumers’ willingness to pay more for environmentally friendly products
can be influenced by many aspects: demographics, knowledge, values,
behaviour and attitudes. Many companies have emerged to produce green
products to satisfy consumers’ needs. As the market grows, more companies
will attempt to become a part of green market segment [5]. A threat that is
facing green products is lack of knowledge in eco-labelling. Consumers are
often confused between green products, naturist products and diet products.
Consumers that buy green products often point out lack information about
ecological certification system [2]. Companies also indicate the same
problem. Although general knowledge about specific eco-labelling is relatively
low in the Baltic countries and in the North-West Russia, companies know
the main benefits of this process and are interested in labelling their
products. The biggest willingness to eco-labelling in Baltic countries showed
Lithuania [12]. Green product market in Lithuania is growing - 73 % of
respondents indicate that they are buying or willing to buy green products
[11]. If consumers are willing to spend a little bit more on environmentally
friendly products, more marketing strategies and budgets should give to
promote these green products. In return, sales will rise, costs will be
lowered, and cleaner environment can be achieved. Competitiveness and
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returns will only increase if the environmental investments are appreciated
by internal or external stakeholders. Eventually, companies will need to
rethink strategies that satisfied the growing consumers’ demand for green
products.

3. General competitive strategies as green strategies

Environmental problems and rising cost of energy has become a major
concern for global economy. Businesses are pressured to reduce their
environmental footprint. Typical responses to these challenges include
corporate social responsibility (CSR) and business sustainability initiatives
[7]. Sustainability has emerged as a relevant topic of strategic management
during the last years - and it is supposed to become a game-changing
megatrend [6]. A green strategy builds companies’ environmental awareness.
The principles that form the basis of a green strategy should lead a business
to make decisions based on solid business logic and make good business
sense [9]. Different best practices of environmental management lead to
different kinds of competitive advantage, it is important to focus on specific
best practices and the particular advantages associated with them. Companies
can choose between general strategies types to go green (Tab. 1[10]).

TAB. 1 - General competitive environmental strategies

Competitive Focus
Organisational Processes Products and Services
4. Strategy
1.
E & | Lower-Cost Stre.lt.egy Environmental Cost
X o Eco-Efficiency )
3 4 Leadership
(=TI
2. Strat
5| . . e eg3.r 3. Strategy
© <& | Differentiation Beyond Compliance ’
o . Eco-Branding
Leadership

Company that uses a low-cost strategy builds competitive advantage by
producing goods or services at the lowest possible cost which can be
achieved by enhancing the efficiency of processes and material utilization,
both resulting in cost savings and emission reductions [3]. Company that
uses a differentiation strategy competes on the basis of being exceptional -
environmentally responsible, producing “green” products [10]. The aim of
green strategy is to reduce environmental footprint which simultaneously
comes along with cost savings in organisational processes. Companies can
effectively go green by integrating existing environmental standards, using
new materials and new manufacturing processes, putting pressures on
suppliers to use green materials and processes. Green strategy is a guide
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leading a company to green business. The main goal of green strategies is to
gain competitive advantage and to be environmentally responsible. Green
strategies help companies change behaviors and decisions on a more
environmentally responsible way. A green strategy is a good way to invest in
future alternatives for big or small companies alike. In the long run, it will
pay back and help improve the environment.

4, Building competitiveness through green strategies

Having a competitive advantage is necessary for a company to compete in the
market. If the company gains an advantage, the business will survive. If that
advantage is significant, the business will thrive. One of the motives to
become environmentally responsible company is competitive advantage.
Companies motivated by competitiveness actively innovated environmentally
friendly processes and products to enhance their market positions. Some
companies indicate that if consumers were more demanding, then they
would more likely show greater ecological responsiveness [1]. Company
competes on the basis of being exceptional - environmentally responsible,
producing “green” products. The aim of eco-efficiency strategy is to reduce
environmental footprint which simultaneously comes along with cost savings
in organisational processes. Companies increase the efficiency of their
organizational processes in order to attract customers and the general public.
Businesses, seeking to gain competitive advantage, have not only to
understand and manage the processes, but also have to know their
customers and to foresee their changing needs [8]. Sometimes companies
invest in unprofitable environmental improvements so that the public would
acknowledge their effort. A company’s image often accurately reflects its
attitude in taking responsibility with its products and services. As a company
heads towards becoming green, its image for being environmentally friendly
will build through time. Profit margins will rise as consumers become more
aware of a company’s green oriented image. It gives a competitive edge to the
company too. The companies enhance their competitiveness by investigating
green strategies. Gained competitive advantage and improved company’s
image are the factors of competitiveness. Product differentiation, saving
costs and managing environmental risk have been suggested for companies
to help integrate the environment into business thinking. By doing this
companies gain competitiveness by linking the environment with strategy.

5. Conclusions

1. Consumer awareness of going green has brought a growing demand for
green products. Customers are willing to pay a higher premium for
a greener product. This encourages and forces companies to incorporate
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green alternatives to products and services. As environmental awareness
grows, a new trend of strategy, known as the green strategy, is developing.

2. Companies can use general competitive strategies types to go green.
Company by using general competitive strategies competes on the basis of
being exceptional - environmentally responsible. The main goal of green
strategies is to gain competitive advantage and to be environmentally
responsible.

3. Implementing green strategies brings multiple benefits for companies
including a bigger profit margin alongside impenetrable reputation and
competitive edge. All these benefits leading to enhancing competitiveness
of companies. Implementing green strategies will allow companies to be
more efficient in manufacturing, by way of resources reducing or costs
saving, thus largely gaining competitiveness over competitors.
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Abstract:

The purpose of this paper is to analyze the statutory principles and
guidelines used to create the first multi-year financial forecasts (MFF) of
self-government units in 2011. This is the first year of new solution in self-
government (SG) units in Poland. The analysis of SG resolutions leads to
a conclusion that a long-standing financial forecast is subject to a significant
number of changes introduced throughout the financial year, which results
from the necessity to update it after amending the SG budget.

Introduction

The performance of public tasks by self-government (SG) units is typically
associated with the need to move beyond the annual financial planning
horizon. Before the entry into force of the new Public Finance Act [2] in
2010, documents of a similar nature have been identified in the previous Act
[1]: a long-term investment plan, forecast of the total amount of debt at the
end of the financial year and in subsequent years, resulting from the planned
and assumed liabilities the SG units, as well as limits on spending on
programs and projects implemented using the EU funds, the non-refundable
aid from the EFTA States and the tasks arising from contracts concluded
between the provincial SG and the Council of Ministers. This means therefore
that the long-term planning is not something new in SG authorities. So how
can we distinguish the main objectives and benefits expected as a result of
the introduction from 2011 onwards the Multi-Year Financial Forecast
(MFF) in the SG units? According to the explanatory memorandum to the
draft law on public finance [2], the long-term planning is a tool that enables
effective management of public funds, which is consistent with the budget of
the European Union. The expected result would also be the realistic
submitted data and the strategic position in the activities of the given unit. In
the literature on this subject, the last two benefits of implementing multi-
year financial forecast are questioned, due to the detailed design of the
proposed legal solutions in the Act [3, 39-42]. Agreeing with alleged issues,
it seems though that the evaluation of actual flaws will be possible only in
the next few years.
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Statutory regulations

The Public Finance Act in Article 226 indicates a detailed list of contents,
which should be included in a multi-year financial forecast of a SG unit for
each subsequent year of the forecast. According to the budget classification
adopted in this paper, the envisaged revenues and expenditures should be
presented in the form of a division into current and property. Further
elements of the forecast required by the Act are the results of the SG budget;
an indication of how to use the surplus or finance the deficit; the amount
and types of income and expenditure in the budget of a SG, including the
debt incurred and planned to enter into; a very important value given in MFF
is the amount of debt of the SG, together with the value of the relation
between the total amount accruing during the financial year due to
repayments of loans together with accrued interest on loans in the given
year, leveraged securities issued e.g. to finance the planned budget deficit of
the SG units or to repay the previously incurred liabilities arising from
securities and loans and borrowings as well as the potential repayment of
amounts arising from sureties and guarantees granted to the planned total
budget revenues. The limit level of that relation is determined on the basis of
the arithmetic average calculated for the relation of the current income of
the SG in the last three years, plus the revenue from the sale of assets, minus
current expenses, and the total budget revenue.

To ensure transparency and openness of MFF under the provisions of the
Act, all the above mentioned data must be described with particular emphasis
on how they are calculated. The legislature pays particular attention to the
important activities of SG units known as projects. According to the Act, they
include long-term programs, projects or tasks associated in particular with
programs financed with funds from the EU budget, other sources of foreign
non-refundable funds, and long-term contracts of public-private partnership.
The projects also include contracts, whose implementation in the financial
year and the subsequent years is necessary in order to ensure the continuity
of the unit and whose payments extend beyond the financial year, as well as
guarantees and sureties granted by the SG units.

As you can see the range of phenomena included in MFF is wide, but it does
not exhaust all the activities of SG units, which may be multiannual.

For clarity, in each of the financial forecasts the following data have to be
indicated: the name, the purpose of the project’s performance, the
organizational unit responsible for implementing or coordinating the
execution of the project, the implementation period, the total expenditure
associated with the project, spending limits in each year and liabilities limit.
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The financial forecast horizon is primarily determined by the specific factors
related to the financial management of individual units of the SG. The
minimum period of a forecast, imposed by the legislature, was four years
(the financial year and three subsequent years). During this period the
forecast has to be approved every year. Therefore the annual verification of a
forecast results in its rolling nature, which means continuous updating of
the data and the opportunity to take into account dynamic changes in the
governmental financial management. At the same time the legislature has
stipulated that the forecast may not include a shorter period than the period
for which spending limits for individual projects were adopted. This results
in different periods of the financial forecasts validity in different SG units.
Regardless of the duration of the projects included in the forecast, the time
horizon for the financing of the existing and future liabilities must include
the entire repayment period. This means that the debt forecast for the given
unit may extend much further than the duration of projects. This results
from the fact that SGs usually implement their investments based on long-
term financing instruments.

In accordance with Article 229 of the quoted Act, values adopted in the
multi-year financial forecast and budget of the SG unit shall be in accordance
with the budget of the SG unit. It was adopted that the minimum level of
compliance would be the budget result, the related amounts of revenues and
expenditures, and the SG debt. This means in practical terms that there is
a necessity to update the forecast whenever the budget is changed in such
a way which affects whichever of the aforementioned elements.

MFF development procedure

In accordance with the resolution, similarly to the procedure of establishing
budget in a SG unit, only the SG authorities may initiate the preparation of
a draft resolution on the multiyear financial forecast and on its change. It
results first of all from the substantive competencies of the SG executive
body, and from the SG authorities’ responsibility for performing the SG
budget. Analogically to the draft budget resolution, the unit authorities
present the MFF project to the regional accounting chamber and to the SG
decision making body, in order to receive an opinion on the project. The
opinion issued by the regional accounting chamber refers first of all to the
correctness of the envisaged amount of debt of the SG unit, resulting from
the forecasted and already incurred liabilities, nevertheless the Legislator
has not limited the objective scope of the opinion.

In the year 2010 the Ministry of Finance published recommendations
concerning the creation of MFF [4]. A schematic model of the MFF creation
procedure was presented, which included the following phases:
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1. Gathering factual knowledge: signed loan agreements, repayment schedules,
performed enterprises, projects, tasks, granted guarantees, warranties, other
agreements extending beyond the financial year; 2. Gathering historic
data necessary to prepare forecasts: incomes, expenditures; 3. Preparing
a forecast of incomes; 4. Gathering knowledge about intentions and risks:
planned enterprises, forecasted risks; 5. Preparing a preliminary MFF
version: forecast of incomes and current expenditures, presentation of
performed enterprises (on the side of income - donations and EU funds, on
the side of expenditures - current and proprietary ones), simulation of the
debt repayment level, including the forecasted loans, which will be taken due
to the projects currently in implementation; 6. Analysis of the financial
opportunities related to the performance of concrete enterprises: balancing
MFF, choosing potential new enterprises to perform, analysing the risk
margin.

Initial assessment of MFF implementation results

The first months after the implementation of the multiyear financial forecast
in the SG units seem to confirm the anxieties reported beforehand, related to
the high instability of data included in the forecasts. For the purpose of this
paper, a survey on the content of resolutions introducing changes to MFF
was conducted in selected communes in the Lower Silesia province. The
study focused on the number of resolutions changing MFF in the period
from January to November 2011 and on the content of the aforementioned
resolutions.

Among the analysed 20 SG units, only two published in the Public Information
Bulletin fewer than three changes of MFF. The remaining eighteen units
changes MFF a few times during the year. Meanwhile the number of
resolutions does not correspond with the number of changes made in the
MFF content. One resolution usually included a few, or even several, changes
in the forecast. These amendments were caused in the analysed SG units by
the following factors. First of all, majority of the SG units learnt only during
the year about the final amount of donation received for the ordered tasks in
the field of governmental administration which were to be performed by the
communes - which was related to using the budget reserves by the fund
administrators. Secondly, communes were assigned new tasks under the
agreements signed with the governmental administration units. These
agreements resulted either from the occurrence of new tasks, which could be
performed by the SG bodies due to the local nature of the assignments and to
ensure the promptness of their realization, or these were the enterprises,
which were negotiated annually (e.g. maintenance of roads in winter), and
which were paid for from funds received every year by communes, however,
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the number of such assignments is never known at the time when budget is
created. Thirdly, the changes also included the number, scope and amount of
expenses on the forecasted enterprises. What is more, due to the untimely or
incomplete performance of investment assignments, a need arose to move
funds assigned to specific enterprises to the subsequent years and use the
financial means from the expenditures not expiring in the given year. Some
of the communes were updating their MFF due to a different amount of
income, than envisaged, from tax and non-tax sources. The issue of budget
updating due to the changes in basic macroeconomic measures values, which
are the basis of the adopted calculations. These values are indicated by the
Ministry of Finance as only referential figures, which may be changed within
a longer period of time. Currently the Ministry of Finance directives from
May 2011 are binding, nevertheless their values do not correspond with the
actual figures announced by the Polish Central Statistical Office and the
Ministry of Finance.

Conclusion

The multiyear financial forecast prepared by the SG units is an instrument,
which enhances the multi-year planning. Its construction and scope of
information presented in this paper may, as it seems, support the clarity and
predictability, and therefore the stability of budget of the given SG.
Nevertheless, the analysis of SG resolutions leads to a conclusion that
a multi-year financial forecast is subject to a significant number of changes
introduced throughout the financial year, which results from the necessity to
update it after amending the SG budget. Unfortunately, currently it decreases
the clarity of MFF and is the reason of significant discrepancies between the
values included in the initial MFF and the ones introduced during the
financial year.
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Abstract:

The skip transport consists in transport of skips (big containers, trailers)
from initial location to destination location using vehicles (tractors).
Capacity of vehicles is limited, usually the capacity of the vehicles is one or
two containers. The problem is defined on the graph, nodes are initial and
destination locations, total transport cost is minimized. Unlike the skip
delivery problem a skip pickup and delivery problem is studied, the optimal
solution is found as optimal solution of the linear transportation problem.

1. Introduction

There are many papers which pay attention to skip delivery problem (SDP).
In [1] it is studied the problem of transport skip, which are transported by
vehicles with capacity one or two. There is a set of customers with their skip
demand. Each customer is the node in the graph G={V,H}, Vis aset of
nodes, H a set of edges. Demand of the node 7is denoted by positive integer
b;. The cost of travel from node 7to node j is ¢y, it is suppose that the
triangular inequality is satisfied and the matrix Cis symmetrical. Number of
vehicles in the depot is unlimited, the capacity of vehicles is unique and it is
V>0 integer. All skips are available in the depot and from the depot are
delivered to the nodes according node demand b..

1.1 Case V=2.

In the case V=2 there are only two possible round trips:

a) from depot 1 to the node 7and node jand return to the node 1, this trip we
denote ¢y,

b) from depot 1 to the node 7and return to the depot, the trip is e;.

Now we define an artificial graph problem: minimum weight b-matching

problem as follows.

The graph G*= {V, H)}, where V‘=V-(1). The set of edges A contains all

round trips ¢;and e;;, where trip e;is edge of the graph G and e; the loop of

the graph G'. The weight of the edge eij is ¢;;=c;*+c;*¢;, and the weight of the

loop e;iis ¢ =ciitcis
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SDP problem with V=2 can be formulated as minimal weigthed b-matching
problem (BM) of the graph G'. The mathematical formulation of the BM
problem is as follows:

Let have the integer variables x;;, where (7)) is edge or loop of the graph G'.
The value x;; for 7= jis a number of trips type a) and x; a number of trips
type b).

Mathematical model the minimal weighted b-matching problem:

Z=) C;X; — min
]
DX +>.2% 2 b, i0OV"

This problem can be solved in polynomial time [1]. Moreover the problem is
reducible, i.e. there is an optimal solution of the instance in which each node
is served by as many full load deport-node trips as possible. Reducible
instance can be transformed into an instance of the generalized minimum
cost matching problem, because demand of nodes is only one container.

1.2 Case V=1or 2.

Similar results hold for the case with capacity of vehicles is one or two. At
first the cost of transfer thru the edge (7, j) must differ for vehicle with
capacity one or capacity two. The cost of travel from node 7to node jis ¢jis
kic’ , if the capacity of the vehicle is one, and ¢;=k.c’; if the capacity is two,
where ¢’;is distance from node 7to node j. If k;/k<1 we will use only vehicle
with capacity two, in case k;/k>2 all used vehicles are with capacity one in
the optimal solution.

In the case =1 or 2 we construct the undirected complete graph G’ = {V, £}
as an instance of the minimum weight b-matching problem in following
way:

ci=kz(citciitci), 1= J, 1,j e V-{1} and x; gives the number of trips 1-7-/-1 with
a vehicle with capacity two,

ci=2kc’y for ie V-{1} and xy; is the number of trips 1-£1 and vehicle capacity
one,

ci=2kzciifor ie V-{1} and xii is number of trips 1-#1 and vehicle capacity two.

Under assumption of symmetrical cost matrix and holding triangular
inequality the problem with capacity vehicles one or two is reducible.
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2 Skip pickup and delivery problem
2.1 Definition of skip pickup and delivery problem

Given a distribution network with a set of n nodes and the cost matrix C
travel cost between all pair of nodes, where ¢;;is the costs - distance between
nodes 7 and ;. Let us denote @i the number of skips that has to be
transported from node k& to node / Vehicles with capacity V is used for
pickup and delivery and they can start in any node. All routes have to be
cyclical, each vehicle has to come back to the node it starts from. The
objective is to minimize total cost of all the routes. The optimal solution is a
set of cyclical routes, for each of them it is specified the depot, which covers
all demands for pickup and delivery. It is supposed triangular inequality and
symmetry for C.

The problem can be solved by the method which is shown on the example as
follows.

Example:

There are 5 nodes and capacity of vehicle one. Travel costs C and transport
requirements are:

03732 00004
30216 10250
C=| 72023}, Q=| 00001 |
31206 00,000
4,636,0 030,00,

Now, we compute the input and output degree of all nodes (Tab.1).

TAB.1: In and out degree

Node 1 2 3 4 5
out-degree 4 8 1 0 3
in-degree 1 3 2 5 5
difference 3 5 -1 -5 -2

Existence of routes will be ensured if in-degree is equal out-degree for all
nodes, a number of vehicles entering the node is equal a number of vehicles
living the node. To do it, it has added edges from nodes with negative
difference to nodes with positive difference out-degree and in-degree with
minimal cost. The new edges, transfers of vehicles without load, we can
obtain by solving a linear transportation problem (see Tab.2).
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TAB.2: Optimal solution of the transportation problem

1 2 a,
3 7 2 1
0 1
4 3 1] 5
1 4
5 4 6 2
2
b |3 5

Optimal cost is 17, number of additional edges are: one edge (3,2), one edge
(4,1), 4 edges (4,2), two edges (5,1). The number of vehicles traveling thru
edge (7,y) without load is denoted y;, optimal value is y3,=1, ysu=3, ys=4,
¥51=2, otherwise y;~=0. Full load vehicle going thru edges are g;; with costs 41.
Total costs 41+17=58 are optimal.

2.2 Algorithm for route generation.

A number of vehicles entering each node equals to a number of vehicles
leaving it. For generation of cyclical routes in the form of path in the
network (, ,i,,...,i;), the following general algorithm can be used:

Algorithm for the route generation:

Step 1.

If y; =0 for all arcs (i, j)D E, it is not possible to generate any route,
otherwise select any arc (i,,i,)JE, Yii, >0.8ety; i =(y;, - and t=2.
Step 2.

Repeat while i, #i, : Select any arc (i, ,i,,;)JE, Yiin, >0-Set y ;. =V,
and t =t+1.

-1)

e+

Proposition 1.

If IZ_; Yy, = IZ_; y; forj=1,2,...,n, then the previous algorithm will generate

cycles.
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Proof.
If, in the step 2, the path (73, 7, ...,Z,) is not closed, i.e. ;=0 for all nodes j,
then 1<}y, #2 Yy, =0for j=i; that contradicts the assumption.

i=1 i=1

3 Conclusions

The paper describes a new kind of the skip delivery problem and a method
for solving it is proposed.
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Abstract:

The aim of this article is to present the issue of financing the counteraction
of the natural disaster’s effects. Spending the measures for the public safety,
the fire and the health protection and the promises make possible to minimize
the results of occurring these kinds of phenomena. The measures that are
assigned for the spatial planning, the crisis management and the promises
for the reconstruction enable to reduce the negative consequences of the
occurring natural disasters. The author verifies the mentioned issues on the
example of Lubin county.

1. Introduction

According to the Polish law, the natural disaster can be defined as an event
connected with impacting of the nature’s forces. The phenomena are
especially: the floods, the atmospheric discharges, the seismic activity, the
storms, the intensive rainfalls, the long-lasting extreme temperatures, the
landslides, the fires, the droughts, the ice’s phenomena on the rivers, the
lakes, the water reservoirs and the sea, the infestations of the insects and the
diseases of the plants, the animals and the people, or affecting of the other
elements [5, art. 3].

The natural disaster can be triggered by the natural factors: biological
(e.g. the insect infestation), geological (e.g. the volcanic activity), hydro-
metheorological (e.g. the flood). It is often the sudden event with the tragic
effects which causes damages, suffering of people and also changes connected
with the affected area.

The aim of this article is to present the issue of financing the counteraction
of the natural disaster’s effects. Author verifies if spending the measures for
the public safety, fire and health protection and the promises make possible
to minimize the results of occurring these kinds of phenomena. It is revised
on the local level of Lubin county (NUTS 4, LAU 1) and its districts (NUTS 5,
LAU 2) in the years 1997-2007.
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2. General characteristic of the Lubin county, the chosen natural
disasters and their effects

The Lubin county is situated in the north part of the Lower Silesian Province.
It borders with the counties: on the north - Polkowice, Glogéw, Géra; on the
east — Wotéw; on the south - Legnica. The county consists of one urban
district (GM) - Lubin, one urban-rural district (GMW) - Scinawa, and two
rural districts (GW) - Lubin and Rudna. The Lubin county occupies 712 km?.
The number of inhabitants is 105 248. The population density is 148
person/km?, and the urbanization rate - 79%. During the geological
explorations the mineral resources and the ore deposits of the copper, the
silver, the salt, the lignite, the gas, the natural aggregate and the sand have
been discovered in the county’s area. A dominant position among the
enterprises in the Lubin county has the mine called KGHM Polska Miedz
S.A. The other companies are Zaklady Goérnicze Lubin (also the mine) and
Huta Miedzi Cedynia (the ironworks) [1, p. 15].

The main part of the county is the rural areas. The Lubin county has the
Natura 2000 area called ‘Legi Odrzanskie’ and the nature reserves such as
‘Zimna Woda’ and ‘Skarpa Storczykéw’. The main river of the county is Odra
(Oder) [1, p. 15].

The largest damages in the area of the county in the years 1997-2007 were
caused by the floods (50%), storms (25%) and droughts (25%). These
phenomena belong to the group of hydrometheorological disasters. It is
worth noting that the seismic activity also occurs in the area of the Lubin but
it can not be classified as a natural disaster because it is connected with the
mining activities.

Floods occurred in the county in the years 1997, 2001, 2002 and 2006. The
most destructive was the Central European Oder Flood in the year 1997
which also affected the Lubin county which is situated in the basin of this
river. It caused damages in the examined county estimated to 12 133 thousands
Polish zloty indexed to the year 2007 (zl) - 3 423 thousands in the Rudna
district and 8 710 thousands in the Scinawa district [3, p. 126-127].
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TAB. 1: Losses caused by the natural disasters in the area of Lubin
county in the period 2001-2007 (in ‘000 of Polish zloty indexed

to the year 2007)

County / district 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
Lubin GM 0 94 0 0 0 197 157
Lubin GW 779 0 0 0 0| 6532 25
Rudna GW 331 0 0 0 010730 0
Scinawa GMW 7 008 0 0 0 0 |12427 47
Lubin county 0 0 0 0 0 0 0
Lubin county

8119 94 0 0 029886 | 229
area - total
Total - all years 38 327

Source: Own study on the basis of data provided by Wydzial Bezpieczenstwa
i Zarzadzania Kryzysowego - Dolnoslaski Urzad Wojewodzki we Wroclawiu.

In the years 1998-2000 the natural disasters didn’t occur in the Lubin county.
In the next year, and also in 2007 (orcan Kyzil)), destructive storms affected
the county’s area. The drought occurred in the examined county in the year
2006. Losses caused by the natural disasters in the area of Lubin county in
the period 2001-2007 are presented in the table 1. Total damages in the years
1997-2007 are estimated to 50460 thousands zl.

3. Financial aspects of counteracting the effects of the natural
disasters in the Lubin county

For counteracting the natural disasters in the area of the Lubin county
responsible are: the Mayor of the Lubin county, the Board and Council of the
Lubin county, mayors of the districts and the departments subordinate to
them appropriate to the spatial economy, the water management, the
environment protection and the crisis management. Particular departments
are different by the number of regular employments, nomenclature and the
range of performed professional duties. All districts cooperate immediately
with the Municipal Police Office, Municipal Fire-Brigade Office, the Municipal
Building Supervisor, the County Sanitary-Inspector, the County Veterinary
Medicine Doctor, the units of the Voluntary Fire-Brigade (OSP) not connected
and connected to the State Extinguish-Rescue System (KSRG) and with other
organizations functioning in the area of each district or the entire county.

The measures are being spent for the spatial planning, the public safety, the
fire and the health protection and recovering after the natural disasters. The
local spatial management plans and other documents concerning the
counteracting floods and droughts are prepared in each district. The Lubin
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county is in above 77% covered by the local spatial management plans. On
the background of Poland and the entire Lower Silesian Province it is a very
good result [4, 256].

Expenses for the public safety and the fire protection in the budget of Lubin
county and the districts in the Lubin county area in the years 1997-2007
totalled 53 200 thousands Polish zloty indexed to the year 2007. Expenses
for the the heath protection in the budget of Lubin county and the districts in
the Lubin county area emerged 66 494 thousands zl. The total expenses the
public safety, the fire protection the health protection in the examined period
amounted approx 120 millions zl [2].

These measures enable executing the rescue actions in the case of occuring
the natural disaster. According to the Emergency Management Law, the County
Crisis Management Centre (PCZK) and the County Crisis Management Team
(PZZK) function in the area of Lubin county[6].

The main respond forces for the disaster consist of the rescue and order-
protection units which operate in the intervention procedure and cooperate
immediately the the Lubin County Office and the each districts. It means that
in the case of receiving the information about the natural disaster, the units
start working as soon as it is possible.

The Lubin County Office also cooperates with the District Offices in the
county area to estimate the damages caused by the natural disasters. During
the years 1997-2007 only two districts - Scinawa and Rudna received the
measures from the Lower Silesian Province Office for removing the effects of
the natural disasters. Rudna received 290 thousands Polish zloty (indexed to
the year 2007) in the years 1997-1998 and Scinawa - 7126 thousands in the
same period, and in the next years: 2000 - 573 000, 2001 - 100 000, 2004 -
21 000. The total measures from the Lower Silesian Province Office for
removing the results of the natural disasters amounted to 8110 thousands
Polish zloty (indexed to the year 2007) in the area of the Lubin county.

4. Conclusion

The institutions responsible for financing the counteraction of the natural
disasters’ effects are the Lubin County Office, particular district offices with
the specialized units such as the police or the fire-brigade. The measures are
being spent for the spatial planning, the public safety, the fire and the health
protection and recovering after the natural disasters.

The measures received by the Lubin county for removing the results of the
natural disasters in the period 1997-2007 cover only 8 thousands of Polish
zloty indexed to the year 2007. This is only 16% of total losses caused by the
natural disasters in the area of Lubin county in the same period estimated on
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50 460 thousands zl. In the case of adding the districts expenses for the
public safety, the fire protection the health protection (119 693 thousands zl)
to the measures received by the Lubin county for removing the results of the
natural disasters in the relation to the estimated losses, it is fully covered.
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Abstract:

The social-economic development is multidimensional process including the
quantitative and qualitative changes. This paper presents the comparative
study about the social-economic development level of the chosen Lower
Silesian districts. It allows to take hypothesis that the economically strong
region - Lower Silesia is internal high diverse. The method of linear
classification based on the Hellwig taxonomic development measure is used.
The analyses can be practical tool used in the decision-making process of the
local governments. The effective management demands diverse knowledge
about the social-economic development of the chosen area. Presented in the
paper information exemplify the output data for further comparisons with
other regions.

Introduction

The issue of socio-economic development is one of the most explored themes
of modern economics. At the same time it is a matter siring controversy and
discussions [5, 188]. The existing state of knowledge in the topic of research
boils down to a number of theories attempting to explain the phenomenon
of diversity in the economic sphere. There are also efforts to establish
criteria and measures of development evaluation and, consequently of
analysis in the extent of state and changes in the economic development of a
given area Internal diversification of local and regional development level
has become a subject of interest to many researchers [1, 63-76].

In this article was made an evaluation of socio-economic development of
three selected districts of Lower Silesia voivodeship. The main objective of
the study was to analyse and evaluate socio-economic development of three
selected districts of Lower Silesia voivodeship. An additional aim was to
identify the relations between the level of socio-economic development and
the rate of unemployment in the examined areas.
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Methodology And Sources Of Materials

In analysing the level of socio-economic development of the area of research
was used a method based on the taxonomic development rate according to
the concept of Hellwig. To determine the relative value of taxonomic
development rate for selected districts were made sequentially: standardization
of variables, determination of development pattern, the calculation of Euclidean
distance between test items and the pattern of test items and estimated
relative taxonomic development rate [3, 37-44].

The analysis was conducted on the basis of numerical data of the Statistical
Office in Wroctaw. To assess the level of development were selected 12
variables (Table 1). Variables adopted for the analysis were found to be
important in studies of other authors on similar subjects [ 3, 37-44; 2, 92-97].

TAB. 1: The diagnostic variables adopted for the analysis

Variables Description
X population benefiting from sewage treatment plants, in % of total population
X5 water supply grid, in km per 100 km’
X3 sewage grid, in km per 100 km’
X4 gas network, in km per 100 km?
X5 hard surface municipal roads, in km per km’
Xs apartments put into use on 10 000 population
X7 balance of external and internal migration for permanent residence
Xs percentage of employed in agriculture
Xy registered unemployment rate, in %
X10 investment outlays in enterprises according to location per 1 inhabitant, in PLN
X1 gross value of fixed assets in enterprises per 1 inhabitant, in PLN
X1 national eCf)nom}r entities registered in the Official Company Register per 10
thousands inhabitants

Source: own elaboration

At the core of building a synthetic development rate layed a belief of the
necessity of considerations in multidimensional approach. Jointly for
characterizing the level of districts development were used twelve indicators
(variables). Adopted for the analysis variable Xy should be classified as
a destimulants. High values of this feature is undesirable from the standpoint
of evaluation of research objects. Other variables are stimulants (S).

To determine the relations between a the rate of socio-economic development
and unemployment rates in the districts of Lower Silesia voivodeship was
calculated Pearson's correlation coefficient.

Results and discussion
Table 2 shows statistical characteristics of the adopted diagnostic variables.

154



TAB 2: Statistical characteristics of variables adopted to describe the level
of socio-economic development in districts selected for this study

.. . Arithmetic | Standard | Variability
Minimum | Maximum Gap . L. .

Variables mean variation | coefficient
min x; max Xj R X j S(X)) V(X))
X3 35,00 63,70 28,70 44,67 16,48 36,90
X, 41,61 94,55 52,95 59,39 30,45 51,28
X3 10,59 46,72 36,12 26,81 18,34 68,43
)¢ 8,63 36,98 28,34 25,38 14,86 58,54
Xs 0,17 0,37 0,19 0,27 0,10 35,52
X 1,00 12,60 11,60 5,10 6,50 127,54
X -2,60 23,00 25,60 6,27 14,50 231,38
Xs 2,00 7,20 5,20 4,20 2,69 64,06
Xo 12,60 25,50 12,90 20,03 6,67 33,30
X190 1653,00 | 13588,00 [11935,00 | 6008,67 6588,25 109,65
Xi 12555,00 | 44590,00 |32035,00| 25357,00 | 16958,14 66,88
X, 705,10 1150,30 445,20 922,00 222,82 24,17

Source: own elaboration on base of data of Central Statistical Office

The greatest diversity of districts selected for the study in Lower Silesia is
manifested in the balance of external and internal migration for permanent
residence, for which the coefficient of variation is 231%. The wide variation
of districts is also reflected in the number of apartments completed on 10
thousand people V(X))=127,54% and investments outlays in enterprises per
1 inhabitant of the district V(X})=109,65%. The lower differentiation shows
the variable characterizing national economy entities registered in the
Official Company Register per 10 thousands inhabitants , for which
N(Xj)=24,17%. The variation coefficients for all variables met the condition
NXj) > 0,1. The next stage of the analysis was the standardization of
diagnostic variables for the examined objects (Table 3).

TAB 3: Standardized variables in the studied districts

Districts Variables
Xi | Xo | X3 | Xg| X5 | Xo | X7 | Xg | Xo | Xio | Xin | Xi2
klodzki 1,15(-0,58-0,20|0,35]| 1,00 (-0,52|-0,61(-0,82 (0,82 (-0,66 (-0,75| 1,02

strzelinski |-0,59|-0,57(-0,88 |-1,13|-1,00 |-0,63|-0,54 | 1,11|0,29-0,49 |-0,38|-0,97
wroctawski |-0,57| 1,15| 1,09]0,78|0,00| 1,15| 1,15|-0,30|-1,11| 1,15| 1,13|-0,05

Source: own elaboration

The next step of the analysis was to determine the pattern for standardized
variables, which was presented in table 4.
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TAB 4: Pattern of standardized diagnostic variables

Standardized variables
Xl X% | X | Xe [ X | X | X | X | Xo [ Xo | Xu | Xu
Pattern
1,15 | 1,15 | 1,09 | 0,78 | 1,00 | 1,15 | 1,15 | 1,11 | -1,11 | 1,15 | 1,13 | 1,02

Source: own elaboration

For a diagnostic variable Xy was chosen a minimal value (table 5), because
this variable is a destimulant. The results of Euclidean distance calculations
between objects and the pattern and the estimated relative taxonomic
development rate are presented in Table 5.

TAB 5: Euclidean distance and taxonomic socio-economic development
rate of surveyed districts

. Euclidean distance Taxonomic rate
Districts
dj m;
ktodzki 5,40 0,33
strzelinski 5,63 0,30
wroctawski 2,44 0,70

Source: own elaboration

The studied districts of Lower Silesia are diverse in terms of socio-economic
development, as evidenced by the size of the proposed ratios for the
evaluation of the phenomenon under investigation. Was established
a classification of the level of socio-economic development for selected
districts according to the rules [3, 37-44]:

I. Very high level: m;>m+ S(M),
II. High level: m < m;<m S(M),
III. Average level: m - S(M) < m;<m,
IV. Low level: m;<m S(M), in which

The size of the relative taxonomic development rate indicates that the
Wroctaw district has a very high level of socio-economic development.
Klodzko district has a slightly higher level of development rate than Strzelin
district, and both district were classified into groups of average level of
socio-economic development.

The concept of socio-economic development is very broad, because it contains
many different elements, shaping both economic growth as well as social
development [4, 53]. Among the characteristics considered most important
in evaluating the socio-economic development can by mentioned the
unemployment rate. Dependencies between the level of socio-economic
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development and the rate of unemployment in the areas examined were
presented in Table 6.

TAB 6: Dependencies between socio-economic growth and rate of
unemployment in the studied provinces

L. Level of socio- Rate of
Districts .
economic unemployment (%)
wroclawski 0,7 4,6
ktodzki 0,33 23,1
strzelinski 0,3 18,7

Source: own elaboration on base of data of Central Statistical Office

The dependency between socio-economic development rate and the
unemployment rate is inversely proportional. The correlation coefficient for
these two variables is -0,96. Therefore one can recognize this correlation to
be very high, and this indicates the presence of a strong relation between
socio-economic development and labour market situation described by
unemployment rate.

Summary

The main objective of this study was to determine the socio-economic
situation of examined areas. Comparing situation one can see that the Wroctaw
district was characterized by relatively high levels of socio-economic
development. The results also show negative relations between socio-economic
development rate and unemployment rates in selected test districts of Lower
Silesia.

Numerical characteristics of the studied areas, were presented in this work
to determine the state of socio-economic development, they may be the basis
for making comparisons of conditions with other areas of Lower Silesia
provinces, and whole country. This is a particularly important issue in the
context of development activities undertaken by local governments, regional
development policy and focusing public intervention at the level of voivodeship
and country. Carried out comparative analysis can serve as a basis for
interpretation of strengths and weaknesses of provinces, identification of
which is necessary to determine their condition and the necessary
interventions.
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Abstract:

This article aims to identify the most significant effects of the current
financial and economic crisis on local government finance in Poland.
Analysis is presented in relation to changes in local authorities’ direct
income, the effect of the crisis on their budgetary results and level of debt,
and its effect on the extent and growth of their investment activity.

Introduction

Elected local government in Poland was reactivated after four decades of the
socialist economy, initially at district (gmina) level in 1990, and later at
county (powiat) and province (wojewodztwo) level in 1999. The reform of
local government was undoubtedly one of the most successful of the Polish
reforms carried out after the transformation, and the elected local and
regional authorities (2479 districts, 314 counties proper, 65 cities with
county status, and 16 provinces) have become a permanent part of Poland’s
economic landscape, becoming key providers of local public goods and
services, significant investors in the public sector, players in the real estate
market, as well as active participants in financial markets. The current global
economic crisis and the directly related financial crisis are making their
mark on the financial affairs of Polish local authorities, bringing about an
undoubted crisis in local authority finance. As a result of the economic
downturn, reflected among other things in falling GDP, a fall in internal
demand, reduction in employment, lower expenditure and increased debt,
there have appeared specific worrying changes and trends in local finance,
described widely in the relevant Polish literature [9, 278-288] [7, 232-243]
[8,18-33] [1, 137-145]. The first symptoms of this process could be observed
in the Polish local government sector as early as 2008, although they have
been felt particularly hard in the years 2009-2011. The purpose of this work

! Project is financed by the National Centre of Science (Narodowe Centrum Nauki), research
grant NN113345540.
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is to identify the most significant effects of the current economic and
financial crisis as it relates to the finances of the local government sector in
Poland.

Effect of the crisis on local authorities’ direct income

A significant effect of the crisis is the observed fall in direct (“own”) income
as a proportion of the total budget income of local authorities, which
signifies a reduction in their level of financial autonomy (see Table 1).

TAB. 1: Direct income of Polish local authorities compared with total
income from 1999 to 2010

YEAR 1999 |2000| 2001 [ 2002|2003 |2004| 2005 | 2006 | 2007 | 2008 | 2009 | 2010
Total local
authority
income
(bnPLN)
Local
authority
direct 28.3(30.3 325 | 33.5(345|47.1| 549 | 629 | 741 | 783 | 75.3| 78.6
income
(bn PLN)
Ratio of
direct
income
to total
income
(%)

64.9 | 72.6 | 79.6 | 80.0 | 79.1 | 91.5 | 102.9 | 117.0 | 129.8 | 142.6 | 154.8 | 162.8

43.6 | 41.7 | 40.8 | 41.9 | 43.6 | 51.5 | 53.4 | 53.8 | 57.1 | 54.9 48.6 [ 48.2

Source: own compilation based on [3].

In 2007 the average value of this indicator for all local authorities stood at
57.1%; however in 2008 it fell to 54.9%, in 2009 to 48.6%, and in 2010 to
48.3%. It should be noted that the reduction in authorities’ direct income
was associated particularly with those sources which are directly dependent
on the economic cycle. This applies primarily to local authorities’ shares of
corporate and personal income tax.” At present in the Polish system of local
finance the combined income from these taxes account for a quarter of local

* Since 2004 Polish local authorities have enjoyed a significantly increased share of personal
and corporate income tax, and consequently their financial position has become more
tightly linked to the economic cycle. At present, districts receive 36.72% of personal
income tax and 6.71% of corporate income tax, while counties receive 10.25% and 1.40%
respectively, and provinces 1.6% and 14.0%. It should also be noted that local government
finances were negatively affected by the personal income tax reform which reduced the tax
rates to 18% and 32% as from 2009 (previously there had been three bands with rates of
19%, 30% and 40%). This was not accompanied by any systemic changes to compensate
local authorities for their resulting lost income.
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authorities’ total income and more than 40% of their direct income, which
makes local authority income very sensitive to the economic cycle. Also
significant, as regards the observed fall in direct income, has been the
stagnation in the real property market, whose marked effects have included
a reduction in local authority income from property taxation, lower returns
on assets (e.g. earnings from rent and leases), and lower receipts from the
sale of municipal property and from tax on civil-law actions.

The crisis and local government investment activity

According to economic doctrine, an expected natural consequence of
economic downturn is a slowing of investment activity. This rule, however,
has not proved accurate in the Polish local government sector. In 2009 there
was a clear increase in capital expenditure, by 35.0% compared with 2008 or
by 180.5% compared with 2004 [5, 157]. In 2010 the rate of growth of capital
expenditure was smaller (the increase over 2009 was just 4%), but this was
mainly due to changes made to the Polish system for the flow of EU funds.
Local government remains the most important investor in the Polish public
sector, setting a record value of investment in 2010, at a level of more than
43.3bn PLN (about €10.9bn); in that year the highest value of capital
expenditure as a percentage of total expenditure was recorded by the
provinces (37.5%), and the lowest by cities with county status (21.5%)
[2, 13]. It would appear that the observed high level (in spite of the crisis) of
local government investment activity is due to two principal factors. The first
of these is related to the intensive use by local authorities of European Union
assistance as a source of financing for capital expenditure. For several years
there has been a systematic increase in the part played in local authority
budgets by non-returnable foreign funds (in 2004 these accounted for just
0.9% of total income, while by 2010 this had risen to 7.8%; relative to total
budgetary expenditure the corresponding indicators stood at 1.5% in 2004
and 7.6% in 2010) [4]. Over the 2007-2013 financial period, Polish local
authorities have become one of the most important groups of beneficiaries
from the European funds. They currently disburse about a quarter of the EU
funds available to Poland. The position of local authorities has been
strengthened not only by the increased total amount of allocation of EU
assistance funds to Poland (for comparison: in 2004-2006 under cohesion
policy alone the figure was around €12.8bn, while in 2007-2013 it will be
€67.3bn), but also by the change made in the current financial period
involving partial decentralization of the implementation of operational
programmes financed from EU funds and the transfer of a significant part of
the competences in this area to the elected provincial authorities. In this
way, non-returnable EU funds have become a kind of buffer against the
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impact of the economic downturn on local government investment activity.
The second factor is the intensive use by local authorities of repayable or
debt instruments as a source of financing for local capital expenditure needs.
This will be discussed in a later section.

The crisis and budgetary results in the local government sector

One of the consequences of the economic and financial crisis is a growing
imbalance between budget income and expenditure, leading to increasing
budget deficits for local authorities. According to Eurostat data, in 2010
Poland had, among the 27 EU member countries, the highest ratio of local
government deficit to GDP, at -1.1% (this is 2.7 times the EU average, which
stands at -0.4%) [6]. A significant worsening in the budgetary results of the
Polish local government sector has been recorded in the last three years, the
record year being 2010, when the overall deficit in the sector exceeded 15bn
PLN (for comparison, in 2008 the figure was -2.6bn PLN, and in 2009 it was
-13.0bn PLN) [4, 26]. The highest level of budgetary imbalance is recorded
for the districts and for cities with county status and the lowest for provincial
authorities and the counties proper. A law is currently being prepared in
Poland which would limit deficits in the local government sector. It is planned
to introduce an expenditure rule, according to which local authorities would
be given four years to reduce their deficit to 1% of their income (for
comparison, in 2010 the total deficit amounted to 9% of income).3

The crisis and the high rate of increase in local government debt

For several years there has been a very high rate of increase in debt in the
local government sector in Poland, significantly higher than in the central
government sector (see Table 2).

3 Also a problem in Poland is the fall in the operating surplus of the local government sector,
as observed for the last three years. This is defined as the difference between current
income and current expenditure. In 2008 the sector’s total operating surplus was 17.8bn
PLN, but by 2010 it was 9.3bn PLN. This is a very serious issue, because a fall in the
operating surplus means a gradual weakening of investment capabilities in the local
government sector, and moreover, under new limits imposed on local government debt in
Poland, as from 2014 local authorities will not be able to take on any debt if they returned
an operating deficit for the last three years (2011-2013). Had these rules been in effect this
year (2011), one in six local authorities would be prohibited from taking on any financial
liabilities.
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TAB. 2: Changes in local government debt compared with central
government debt in Poland from 1999 to 2010
(before consolidation, current prices in bn PLN)

YEAR 1999 | 2000 | 2001 | 2002 [ 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

Total public
sector debt
Central
government |264.9]267.6|285.6|330.7 | 381.8 | 405.2|442.3|482.2|503.6|572.7 |1 635.9|705.9
debt
Local
government 6.2 94 | 149 | 185 | 21.8 | 24.5 | 27.3 | 30.9 | 31.1 | 33.9 | 45.3 | 59.9
debt

Local
government
debtasa
percentage of 2.2 3.2 4.7 5.1 5.2 5.6 5.7 6.0 5.8 5.6 6.5 7.7
total public
sector debt
%)

278.2288.3| 314.7 | 365.4 | 415.9 | 440.5 | 477.1 | 518.2 | 537.4 | 609.4 | 693.6 | 778.7

Source: own compilation based on [3].

The observed growth in the borrowing needs of the Polish local government
sector has been brought about chiefly by the following factors: the low rate of
growth in direct income due to the economic downturn, the previously
mentioned fall in the operating surplus in the sector, and the continuing
high rate of growth in investment stimulated chiefly by the EU assistance
flowing into Poland. In the last case, debt plays the role of an instrument
that increases local authorities’ ability to absorb EU funds, enabling them to
acquire the funds needed for their own contributions to projects.

Summary

Polish local authorities have keenly felt the effects of the current economic
and financial crisis. Their direct income has decreased significantly, and
thus their indicators of financial autonomy have worsened, the growth in
budget deficits has accelerated, and in consequence debt in the local government
sector has increased. However, because of EU assistance funds, which act as
a kind of buffer against the described phenomena associated with the crisis,
there has not been such a radical slowdown in the investment activity of local
authorities.
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Abstract:

It is traditional to consider a firm as an entity that maximize its profit. This
concept of the firm originates from the work of Marshall. If the firm operates
under the perfect competition it sets its output in such a way that marginal
cost equals marginal revenue. During the history there appeared a different
approaches to the managing of a firm. According to Baumol, firms aim to
maximize their sales revenue rather than their profit. This idea is known as
revenue maximization theory. In the present paper we study a dynamics
model of a revenue maximizing firm. The model considers that the firm aims
to maximize its revenue within a very long time period.

Introduction

Baumol in his seminal works [2] and [3] argued that many real firms can be
considered as a corporation where the ownership is different from the
management. Managers are responsible for all operation of the firm and they
could have different preferences than owners. Since the sales revenue are
often taken to be a sign of managerial success and also bonuses are related to
the sales revenue the managers could prefer to maximize the revenue of the
firm. Moreover the total revenue of the firm can be taken to be an important
criterion of the position of the firm within the market. In this case it is
rational to consider the alternative objective of the management to maximize
the sales of the firm. The model described in the present paper is based on
notes given in [6], [4], [5] and [7].

1. Assumptions of the Model

Consider a representative firm that produces a single good and its
production function is Q=F(K,L),where Q is output,L, L=L(t), is
labour, K, K =K(t), is capital and t, t= 0,denotes time. It is considered that

Fis a strictly concave neoclassical production function and Inada's
condition are valid, for more details see e.g. [1]. Since the neoclassical
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production exhibits constant returns to scale it is a homogeneous function of
the first order and its output can be written as

Q=F(K,L)=LIF(K /L,)=LI[f(K),

where k=K /L is the capital-labour ratio, q=Q/L is per capita output, and

f (k) that is called intensive production function is defined as F (k,1). The
properties of this function can be found e.g. in [1]. Note that F, (K,L) = f'(k)
is the marginal product of capital and F, (K, L) = f (k) —kf'(k) is the marginal
product of labour.

2. The revenue and the profit of the firm
We will assume that labour can be purchased at the constant unit price of
w, w> 0. Let the unit price of the good produced by the firm is constant and
given by p, p>0. With the given notation the revenue and instantaneous
profit of the firm are respectively

R(K,L)= pF(K,L),

m(K,L)=R(K,L) —wL = pF (K, L) —wL.

While the management of the firm aims to maximize the revenue from sales,
it should also consider "enough or more than enough profits" to keep the
shareholders satisfied, see [3]. Thus to avoid the possible stockholders
dissatisfaction managers consider a minimum acceptable rate of return on
capital, say r,r, (0. This means that there exists a lower limit on

managerial behaviour defined by 7(K,L) > r K.

3. The static model of the revenue maximizing firm

At first we will briefly consider a static model for maximization of revenue of
the firm with respect to minimal profit. Such a model can be state as a
nonlinear programming problem: maxpF(K,L), with respect to

pF(K,L)-wL>r,K and K=0L=>=0. Using the Kuhn-Tucker necessary
conditions we successively get the relation for the optimal value of capital
K,K >0, and the optimal value of labour L, L >0, particularly we get

F(KD) _w
FK(Kll:) rOI

with the condition pF(K,I:)—WI::rOIZ. According to this formula the

management can set the value of wage rate to gain the maximum revenue of
the firm.
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4. The dynamics and the objective of the firm
Now we start to deal with the dynamic model of revenue maximizing firm.
Let a, a[0]], be a constant rate of instantaneous profit that is reinvested

then the investment I, | =1 (t), is given as
I t)=an(K({),L({)).

The dynamics of capital accumulation can be then defined in the following
way

K(t)=1(),

where the initial stock of capital K(0) =K, is given. Finally the objective of

the management is to maximize present value of all future revenues, that is
[ PR (K@), L©)e e,

where p, o0 (0 is the average discount rate.

5. Mathematical formulation of the model

To simplify writing let us normalize the the unit price of the good produced
by firm as p=1 then w=w/p is both the real and the nominal rate of
wage. Now the model can be summarized as follows:

maxj: F (K (t), L(t))e ™ dt

subject to
K=a(F(K,L)-wL),
K(0)=K,,
limK )20,
F(K,L)—wL - r,K 0.

It is worthwhile to notice that the variable Kis the state variable and the
variable L is the control variable.

6. Necessary conditions

To find an optimal solution to the problem introduced in the previous
paragraph 6 we use Potryagin’s maximum principle, see e.g. [1]. The current
value Hamiltonian is

H (K ,L,A)=F (K,L)+Aa(F (K,L) —wL).

To add in the inequality constraint (revenue) we also introduce the current
value Lagrangian

L°(K, L, A, ) = H° (K, L, A) + (F (K, L) =wL —r,K).
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To maximize Lagrangian with respect to control variable L,L>0, we
introduce first order conditions as follows

2= FLR, D)+ e+ )(F (R, D)= w) =0

where (K,L) isan optimal pair of the problem and moreover
F(K,L)-wi -r,K =0,
H=0,
u(F(K,L)—wL -r,K)=0.

The dynamics of the adjoint function % is given by the adjoint equation

oL

A= + 0
K'O

= ~F(K,L) = A(aF, (K, L) - p) - u(F (K, L) = 1,).

7. Intensive formulation of necessary conditions
To characterize some features of optimal solution to the problem we use
capital-labour ratio k instead of original variables K, L and intensive

production function f instead of production function F. The state equation
can be written in the form

L

k+kE:a(f(k)—w).

If we wuse notes reminded in paragraph revenue, particularly
F (K,L)=f(k)-kf'(k) and F, (K,L)=f'(k), it is possible to rewrite the
necessary conditions as follows: the maximum principle can be restated in
the form M (12,/1 1) =0 where

M (K, A, 1) = 1 (k) = K '(k) + (Aa + p)(F (K) = k' (k) = w)
and the adjoint equation can be expressed as
A=N(K,A, ),
where k=K /L and
N(K, A, ) == '(k) = A(af '(K) = p) = u(F'(K) = 1,).
8. Analysis of necessary conditim}s
The relations M (k,A,)=0 and N(k,A, ) =0 implicitly determine an optimal

stationary solution. These relations can be written more explicitly. The details
are omitted here and for interested readers we recommend the paper [7].
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9. Interior stationary solution

Let us consider that there is a stationary solution k° such that
f(k’)-w-r,k® >0 then k" 0O(Kk ,k,), where k and k, are lower and upper
limit for capital-labour ratio. The constraint is not binding and
complementary slackness condition yields x=0. The inner stationary
optimal solution k° can be characterized as a solution to the system of
equations M (k°,A,4)=0 and N(K°,A,u4)=0 with £ =0. The details can be
found in [7] and we finally gain the following relation

f(k)-kf") _aw
) J
To show that the stationary solution k° is a feasible solution one need to
specify the relation between parameters of the model. This analysis is not
given here. Note that the latter fraction can be rewritten as
F. (K, L) _aw
F(K,L) o

This formula can be interpreted as the rule for maximization revenue of the
firm, it means that the optimal rule is the equality of the ratio of marginal
productivity of labour over marginal productivity of capital and the ratio of
the product of the wage rate and the rate of reinvestment over the discount
rate.

Conclusion

There exist different types of ownerships of the nowadays firms. These
differences can lead to the different optimal behaviour of firms. In this paper
we study a dynamic model of revenue maximizing firm. We derive the
formulas introduced in the paragraph 10. These conditions represent rules
for maximization of the revenue of the firm. Particularly we got the equality
of the ratio of marginal substitution of labour over capital and the ratio of
the wage rate over the discount rate. If the firm is governed by this
maximization rule it grows endogenously at the rate directly proportional to
the return on capital.
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Abstract:

The article takes up the problem of the state aid for entrepreneurs in Poland.
Its purpose is to analyze the scope and structure of the said support as well
as its impact on competition. Studies show that the value of public support
in 2009 amounted to over PLN 19 billion, meaning 1,43% of GDP. It was
granted mainly in the form of subsidies and tax reliefs. Since their purpose
was, above all, regional and horizontal support, one may conclude that the
negative impact of public support on competition was limited.

Introduction

Poland, due to its being member of the European Union, in the field of legal
regulations pertaining to state aid, is subject to EU legislation. Pursuant to
art. 107 of the Treaty on Functioning of the European Union (TFEU) state
aid is providing financial benefits by a member state or from state sources, in
any form, which violates or threatens with violating competition by
discriminating certain enterprises or production of certain goods, to the
extent it has a negative impact on commercial exchange between the member
states [4, 12]. The primary forms of public support include, above all things:
subsidies (considered the most desired form, due to the so-called “purity”),
reliefs and tax exemptions, capitalization of enterprises on terms more
beneficial than the market ones, privileged loans and credits, as well as
credit bails and bonds, forbearance on tax collection, delaying the payment
date, writing off taxes, interest or other monetary benefits due from the
entrepreneur, sales or giving away property of the State Treasury or communal
property on terms more beneficial than the ones offered on the market
[1, 39-40].

Various forms of support for enterprises are usually the consequence of
goals, which are important from the social and economic points of view
[2, 9]. Therefore, despite the threat in the field of violation of competition,
EU law permits using state aid as compliant with the common market. The
purpose of the article is to analyze the scope and structure of state aid
granted to Polish enterprises as well as to evaluate the impact of the said
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support on competition. The compilation is based on studies of substantial
literature and reports of the Office of Competition and Consumer Protection,
which as the institution responsible in Poland for public support, collects
reports of entities using public support.

Analysis of the level and structure of public support for entrepreneurs
Value of public support granted to entrepreneurs in 2009 amounted to PLN
19,2 billion (circa EUR 4,3 billion according to the currency exchange rate
for EUR1=PLN 4,3273), which amounted to 1,43% of GDP (table 1).

TAB. 1: Value of public support in years 2006-2009"

Year
2006 | 2007 | 2008 | 2009
Total value of granted support (in billion PLN) 5,85 | 6,55 14,38 | 19,17
Value of support excl. transport (in billion PLN) 4,47 | 4,85 | 11,52 | 16,09
Share of the support’s value in GDP (in %) 0,6 0,6 1,13 1,43
Share of the support’s value in GDP excl.
transport (in %)
[According to EU guidelines, the reports from the public support have not included
EU funds till 2007.

Item

0,4 0,4 0,91 1,20

Source: [5, 10]

After elimination of the public support granted to the enterprises operating
in the transport sector, the value of the support amounted to more than PLN
16 billion and was 40% higher than in 2008. Grants and tax reliefs (PLN 13,7
billion), the share of which amounted to 85% in 2009, were the dominant
form of the public support (diagram 1).

FIG. 1: The structure of the state aid in 2009 (in %)

13,3
0 o
Grants and tax reliefs
12 .Capital - investment subsidies
I:l“Soft crediting”
0,1 I:lGuaranties and credit guaranties

= Other forms of state aid

85,4

Source: [5, 12]

Such a high share of the support from the group of grants and tax reliefs was
a consequence of the increase of the support that was co-financed from EU
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funds granted in the form of grants or refunds especially by the Marshals of
the Provinces in the frameworks of Regional Operational Programs and in
the form of the grants for investments within the scope of environmental
protection (from the funds of the National Fund for Environmental Protection
and Water Management), for the refund of employment of disabled people
(from the funds of the National Disabled Persons Rehabilitation Fund). This
group also includes the support associated with a reduction of excise duty on
biofuels granted in the form of tax reliefs.

If it is assumed that the direct public expenditure (especially grants) and
resignation from the budget revenues are the main methods of funding the
public support, then in 2009, the first of these methods concerned 70,5%,
and the second one - 29,5% of the granted public support.

Purpose of the state aid
Due to the target destination, the state aid concerns: sectoral aid, regional
aid, horizontal aid and other aid.

Sectoral aid is associated with the membership of the recipient to a specific
sector and most often it is targeted to the branches of economy that are
experiencing the long-term structural problems, such as the excess
employment or the excess production capacity. Such support is to facilitate
the restructuring or liquidation of these sectors. Currently, the sectoral aid
concerns the iron and steel industry, shipbuilding, coal mining, maritime
shipping, aviation, electricity production and cinematography. In 2009, the
value of this support amounted to PLN 2.7 billion (16,5% of the total value of
the support) and, above all, it covered the support for mining of coal to cover
extraordinary costs.

Due to the special importance of the regional aid, the European Commission
has decided to formalize its policy within the scope of the admissibility of
this type of support. Guidelines on the national regional aid for 2007-13
constitute a document in which the European Commission in particular:

- specifies the regions in which the regional support may be granted,

- determines specific purposes of the regional support - this may include:
- investment support,
- operating support,
- support for newly established small enterprises,

- determines detailed conditions for granting regional support for each
of the three aforementioned purposes.
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Regional aid may be granted in the regions (in the case of Poland, the
concept “region” refers to the province) in which the gross domestic product
per capita is lower than 75% of the community average. This condition is
currently met by all Polish regions. Among the types of regional aid covered
in the Guidelines, the investment support is the most important. Such
support may be granted only to implement the so called initial investment.
This term means: the investment in tangible or intangible assets, related to
the establishment of new plant, extension of an existing plant, diversification of
production in an existing plant or to the fundamental change of the overall
production process in an existing plant.

In 2009, the value of the regional support amounted to PLN w 7,7 billion, i.e.
48,2% of the total value of support. Supporting of new investments and tax
reliefs for the enterprises operating in special economic zones was a great
part of the support.

Horizontal aid is best defined as support that is unrelated to the beneficiary's
activities in the particular section or region and the one that is directed
at various targets. These include: environmental protection, trainings,
development of small and medium enterprises or employment. Horizontal
aid also includes the support aimed at restructuring. The value of the
horizontal support granted to Polish entrepreneurs in 2009 amounted to
PLN 5,4 billion (almost 1/3 of the total value of the support). It was primarily
directed at employment (PLN 2,8 billion), environmental protection (PLN
1,4 billion) and at trainings (PLN 0,7 billion). Apart from the three
aforementioned purposes, there are others, not elsewhere classified. They
include, among others, supporting the activities of European nature (e.g.
supporting the development of the Trans-European Rail network) and
protection of the cultural heritage (e.g. supporting the public broadcasters
by providing the revenues from radio and TV licence fee). In 2009, value of
the support from this group amounted to PLN 0.3 billion and concerned the
compensation due for entrepreneurs for the provision of the public services.

De minimis aid

According to EU regulations, the de minimis aid, due to its low value, does
not threaten to distort the competition within the EU market, therefore it
does not constitute the public support within the meaning of art. 107 TFUE.
The total amount of such support for a given beneficiary cannot exceed EUR
200 thousand (for the companies operating within the frameworks of the
road transport, this limit amounts to EUR 100 thousand) during the three
consecutive fiscal years (any de minimis aid received by a given entrepreneur,
regardless of its source and destination, is taken into account). However,
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there are some limitations in granting the de minimis aid - firstly, it cannot
be granted to the entrepreneur being in a difficult economic situation,
secondly, the support must be “transparent”, i.e. it must be possible to
calculate ex ante gross grant equivalent without the need to conduct the risk
assessment. Moreover, in some sectors, the possibility of granting de
minimis aid shall be subject to specific rules, excluding or limiting the
possibility of its granting. This applies to agriculture, fishery, aquaculture,
transport and mining of coal. The value of de minimis aid increases from
year to year and in 2009 it amounted to PLN 3,3 billion, i.e. EUR 770 million
[5, 4]. This support came from national funds in 75%. Grants and tax reliefs
constituted more than 96% of the de minimis aid. Microentrepreneurs
constituted % of the de minimis aid beneficiaries.

Summary

Apart from the analysis of the scope and structure of the state aid granted to
Polish entrepreneurs, the aim of the study was also to assess the impact of
this support on competition. It is commonly believed that a sectoral aid and
support of restructuring, which is the state response to the problems
occurring in the enterprises without seeking the causes of such condition, is
the greatest threat to competition. Moreover, this risk increases in case
when the beneficiary is a large enterprise with significant share in the
market and the value of the granted support is significant. Consideration of
the aforementioned factors that increase the negative effects on the
competition results in the fact that the public support in Poland does not
increase this risk. It is shown by the dominant share of the horizontal aid
(excluding the support for restructuring) and of the regional aid. However,
the percentage of the large enterprises being the beneficiaries of the support
is too high. In 2009, it was 54%, which is not beneficial. In spite of this, the
significant dispersion of the values of the support results in the fact that the
state aid granted to entrepreneurs in Poland is assessed as not distorting the
competition.
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Abstract:

The aim of the article is to overview measures relating to climate change
mitigation policy in the Walloon Region. The first part discusses Belgian’s
commitments under the Kyoto Protocol to reduce greenhouse gas (GHG)
emissions and internal burden-sharing agreement between the three Belgian
regions. The author also presents the most important strategic documents
adopted in the Walloon Region and actions recommended in these documents
aimed at limiting GHG emissions. The last part of the article presents some
of the instruments used in the region for addressing climate change.

Introduction

The Walloon Region is one of the three regions in the federal state of
Belgium. It is located in the south of the country. The other two regions are
the Flemish Region and the Brussels-Capital Region.

Environmental and climate change policy in Belgium is implemented on the
federal and regional level. Harmonization and synergy between those policies is
provided by cooperation agreements between the federal government and all
the three regions, coordination bodies (especially the National Climate
Commission) and documents (National Climate Plans) [1, 7].

Greenhouse gas emissions in Belgium and in the Walloon Region

Under the Kyoto Protocol, Belgium has committed to cut its GHG emissions
from 2008 through 2012 by 7.5 percent from their 1990 level. An agreement
between the federal and regional governments specifies individual reduction
targets for each of the regions. Wallonia has the highest percentage reduction
target of 7.5 percent. Flanders has committed to reduce its GHG emissions by
5.2 percent below base year level. Emissions in the Brussels region can
increase by 3.5 percent. It should be noted that the national target would also
be achieved by flexibility mechanisms established under the Kyoto Protocol
[4, 34; 8,104].

In recent years GHG emissions in the Walloon Region have significantly
decreased [4, 40]. Main reasons for the reduction of emissions in Wallonia
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were [1, 41; 5, 21]: improvements in existing industrial processes, more
rational energy use, the shutdown of energy-intensive plants (iron and steel
furnaces), increased use of biomass in cement kilns, reduction of livestock
numbers, mild winters (reduction in heating-related emissions).

Documents relating to climate change policy in the Walloon region
Policies and measures to achieve the Kyoto targets for the Wallon region
have been adopted in the regional climate change action plan. The plan was
adopted by the Walloon Government in 2001. On 15 March 2007 the regional
government approved another action program called “Plan Air-Climat”. The
latter program contains about 100 measures and actions aimed to reduce air
and GHG emissions in the region. Measures affect all kinds of activities
(inter alia transports, energy production and provision, agriculture, forestry)
[5, 22]. Table 1lists some of the measures included in the document.

TAB. 1: Chosen actions and measures adopted in the “Plan Air-Climat”

Action .
Action
number
5 Consolidation of air quality monitoring system
54 Encouragement energy audits of public buildings
(providing information, education)
56 Support for energy-saving investments in public buildings
70 Education about global warming
80 Reduction of the energy consumption of public lighting
network
83 Modal shift to rail transport
g7 Integration environmental considerations into the vehicle
tax system (introduction of the bonus-malus scheme)

Source: [2]

In 2005 the Walloon government adopted the action plan for the Walloon
future called ,the Marshall Plan® [6, 93]. This economic recovery plan
covered the years 2006-2009 [7, 35]. A continuation of the Marshall Plan is
called The Marshall Plan 2.Green. This document provides that during the
years 2009-2014 1.6 billion euro will be invested on six priority areas [9].
The program lists specific actions and measures including investing in
research on renewable energy.

It is worth noting that other two Belgian regions have also developed their
objectives regarding the rational energy use (according to the division of
responsibilities in the field of environmental and energy policy in Belgium)
[4, 23].
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Chosen instruments addressing climate change

Climate change policy instruments in the Walloon Region include inter alia:
green certificates scheme, energy certificates for properties, the branch
agreements and the bonus-malus system for private vehicles.

The aim of green certificates (issued by the authorities to producers of
electricity from renewable sources) is to increase the proportion of electricity
from renewable sources. Such schemes exist in Belgium at the federal and
regional level (federal government certificates concern the high voltage grid
above 70 kV). Green certificates are bought by the final electricity suppliers
[8, 107-109, 131]. The green certificates scheme in Wallonia is managed by
the Walloon Commission for Energy (CWaPE).

The objective of the certificates is to reduce energy consumption and CO,
emissions. They describe the actual energy-performance situation of the
different components of a building. Calculation includes aspects such as
a carcass of a building (walls, roof), heating system, ventilation system, and
the renewable energy production system. The validity of the certificate is 10
years [3].

In the branch agreements main industrial sectors (branches) undertake to
improve efficiency of energy use. Agreements are based on energy audits,
precisely defined objectives and yearly reports. The companies which entered
into agreements obtain subsidies that cover part of the cost of the energy
audit [5, 25].

Despite an overall decline in the Wallon GHG emissions, emissions from
road transport are still rising’. The instrument to tackle emissions from
private vehicles is a bonus-malus system for car purchase (introduced in
2008) [1, 164]. The bonus system applies to vehicles that emit less than 91 g
COy/km. If a car emits more CO; than 155 g/km purchaser pays a penalty
(table 2) [10]. The ecobonus-ecomalus system in Wallonia applies not only
for the first purchase of a car but also for the replacement of an old car by a
new one (second hand cars) [10].

' Emissions from this sector doubled from 1990 [1, 41].
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TAB. 2: Bonus-malus system for new cars in the Walloon Region
(rates in euro, valid in the second half of the year 2011)

Enég:;?;f)(g Bonus/malus Enclgj;(l);f)(g Bonus/malus

0 -4500 176-185 +250
1-20 -4000 186-195 +375
21-50 -3000 196-205 +500
51-70 -1000 206-215 +600
71-80 -750 216-225 +700
81-90 -500 226-235 +1000
91-155 0 236-245 +1200
1221;__5, :1(7)2 246 and more +1500

Source: [10].

It is worth noting that fiscal incentives for reducing GHG and air emissions
from road transport are also used at the federal level. The instruments
include tax reductions on the purchase price of low CO, emission vehicles
(cars emitting less than 115 g CO,/km) [8, 112-113; 4, 59].

Summary

The analysis shows that climate change mitigation and adaptation policy in
the Walloon Region is based on strategic documents which contain a large
number of actions and measures designed to achieve the federal and regional
emission reduction targets. A particularly interesting measure is the car
registration bonus-malus system based on carbon dioxide emissions aimed
at improving the environmental performance of motor vehicles.

Instruments used at the regional level amplify and complement the climate
change mitigation policy tools implemented by the federal government. The
examples include not only ecobonus/ecomalus system but also green certificate
scheme aimed at promoting renewable energy sources.
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Abstract:

In the article the authors describe the measures aimed at the creation of
uniform regulations governing the corporate income taxation in the European
Union countries also in the context of international tax competition. They
discuss how taxation harmonization could affect the development of national
economies and the competitive potential of enterprises. The conclusion
is that any harmonization of direct taxation, especially done through
harmonization of tax rates, might bring significant negative outcomes if it
gave rise to increased taxation in the countries which joined the European
Union only recently.

1. Introduction

The recurrent topic of public discussions is harmonization of tax policies
within the European Union. Harmonization of tax regulations with regard to
profits earned by the companies operating within the European Union has
been on the agenda - either in the foreground or in the background - since
the early 1960s, cf. the Neumark Report [5] and the van den Tempel Report
[27], [28]. The activities proposed for this area of economic activity focus
mainly on working out some common rules for the application of income tax
to the businesses operating within the EU countries. However, the opinions
voiced by the researchers and the politicians affluent in the shaping of
Communities regulations start diverging when the discussion goes down to
the proposed methods of such tax harmonization, see, e.g., [3], [4], [11].

The question still seeking its answer is whether, or how, the introduction of
tax harmonization would affect the future economic development of
individual EU countries and their competitive abilities in the global
economy, as well as how deep unification is possible or advisable.

Tax policy set to reduce tax rates seems a very reasonable one, provided that
it leads to the overall diminishing of tax burdens, made up of not only rates
but also other elements of the tax system structure. Douglas Holtz-Eakin and
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Harvey S. Rosen demonstrated that raising the tax rates results in a slow-
down in business activity as companies accumulate less capital and create
fewer jobs [16, 24]. Their study covered the years 1985-1988 and thus
managed to embrace the outcomes of Ronald Regan’s tax reform. Healthy
competition leads to streamlining the fiscal policies of competing countries
and to the creation of a business-friendly atmosphere. The competition for
investment capital is not a zero-sum game which must have its winners and
losers, especially in long-term perspective. The competing parties behave
rationally in their efforts to secure the optimum environment for economic
entities, increasing the efficiency of their public finance systems on the way.
This should translate into improved living conditions of the population.

However, we must remember that the income taxation level is not the most
significant in making a national economy competitive. Countries which
enjoy high-quality infrastructure, stable and transparent legal and tax
systems and a large proportion of highly-qualified labour need not fear that
investors will seek greener pastures and can keep their taxation relatively
high. Conversely, the countries which are at a relatively lower level of
development and have less capital offer lower taxation in compensation for
their infrastructural shortcomings to remain at least moderately attractive
for investors.

This article tries to offer a plausible answer to the question of what style of
such harmonization could offer new opportunities to the economies under
transformation and if any such style could prove unfavourable to their need
for dynamic socio-economic growth and for enhancing their competitive
potential in the globalising world of today.

2. The nature of tax harmonization

The European Union has no uniform tax system in place for all the 27
member countries, which means that each nation runs its own tax policies.
Importantly, after the common currency was adopted by some EU members,
taxation became one of the last economic instruments in the hands of the
local and national governments for stimulating the domestic and foreign
investments and setting tracks for economic developments within their
territory. The aforementioned factors must be considered in the context of
the economic situation of the countries which underwent an economic
transformation and joined the EU in 2004 or 2007. This leaves us with the
still pending question what style of tax harmonization would offer those
countries developmental opportunities and what would pose a threat - if our
primary concern is the need for socio-economic development and competitive
advantage in the globalising world of economy.
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Harmonization of fiscal policies is a consequence of a larger process - the
progressive economic integration of the European Union member countries.
The original objective was to coordinate the fiscal policies of individual EU
countries. This involved bilateral and multilateral consultations between
them and the execution of agreements on tax cooperation and on the
taxation types and levels to be applied. According to Jan Gluchowski, tax
harmonization ‘.. constitutes a compromise between the low level of
coordination and the ideal level of standardisation (the same tax system,
very similar tax base and rates)’ [2, 15]. Lekoadia Org¢ziak echoes him in
claiming that tax harmonization may be defined as .. a mid-way solution
between a loose, non-binding coordination of national taxation rules and
their unification in all the member countries’[25, 141]. Tax harmonization
is usually interpreted as the process of unifying separate tax systems to
eliminate the fiscal barriers which may distort the free movement of goods,
services and factors of production within a uniform market [17, 2].

While with such indirect taxes as value-added tax (VAT) or excise we can
already speak about an advanced harmonization process, despite the still
existing differences between individual countries in the construction of
these taxes, with direct taxation the harmonization process is nowhere that
advanced and still in its cradle. There are fundamental differences e.g. in
defining the tax base through different accounting rules, in the approaches
to capital gains, in different definitions of depreciation or - last but not least
- in the tax rates. All those differences sum up to make the effective tax
burden on corporate income much different.

3. Harmonization of corporate income taxes

Business activity is profit-oriented by nature, and every tax burden means
a reduction in the present or future capital assets of taxpayers. With regard
to the corporate income tax, direct taxation reduces the scale of either
consumption or business expenditure. Therefore the natural taxpayers’
response is avoidance of such consequences of taxation or the drive to at
least minimise its negative impact. The taxpayers’ responsive behaviour may
involve tax optimisation within the limits allowed by law, i.e. making use of
the tax structure flexibility, or tax-driven migration, frequently referred to as
relocation [20, 44-60], i.e. moving the operations to another country.
Relocation is a relatively new form of business adaptation to a changing
environment, see [24], [10, 191-219]. The relocation process is manifest in
the transborder flows of foreign direct investment. The actual scale of this
phenomenon is hardly measurable, the difficulty lying inter alia in the fact
that relocation functions alongside offshoring and outsourcing. Due to the
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disparity between the economies of the EU Member States, and between that
of the EU as a whole and those of Asian countries, there are certain factors
that encourage company relocations: cheaper supply, tax advantages and
potential access to new markets, technology and lower labour costs.

Countries with relatively inefficient tax systems can experience significant
welfare losses if, as a byproduct of financial integration, they find themselves
competing over capital income taxes against countries with relatively
efficient tax systems [23, 163-204]. All in all, the relocation process should
be beneficial for the whole global economy. Firstly, it makes the highly
developed countries get rid of the less advanced sectors of economy and
utilize their highly skilled labour more efficiently in the high-tech industries
- the use of comparative advantages will facilitate their sustainable economic
growth and welfare. Secondly, the host countries gain not only new jobs, but
also an increased inflow of FDIs and know-how, thus securing their own
economic growth.

The independent decisions taken by individual OECD and EU countries
during the recent decades brought about a general trend towards reducing
the corporate income tax rates, which reflects the urge to achieve or
maintain their competitive advantage in the globalising world. During the
1995-2010 period, the EU-wide average rate of corporate income tax went
down by 12.3 percentage points (i.e. by almost 35%) - and it was in just 15
years! Apart from Finland and Malta, all the EU countries reduced their CIT
rates, with the most significant reductions applied in Bulgaria (-30 pp),
Ireland (-27.5 pp) and Germany (-27.4 pp). The most conservative countries
in this respect were Hungary (-0.6 pp), Sweden (-1.7 pp) and France (-3.4
pp) (cf. Table 1). However, when we look only at the recent period of 2008-
2010, the change in EU-average CIT rate was only -0.6 percentage points,
with most countries showing no change during these years. Hungary makes
a special case here: after the CIT rate went up from the initial 19.6% in 2007,
it got reduced to 16% in 2009 only to rise again in 2010 to reach 19%. This
was mostly the effect of Hungary’s problems with implementing the national
fiscal policy.
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TAB. 1: Corporate Income Tax Rates in EU countries (selected years)

CIT Rates
Country Change Change
1995{2000{2005|2008|2009|2010 1995-2010 | 2008-2010

Austria 34 | 34 | 25| 25| 25| 25 -9 0
Belgium 40.2140.2| 34 | 34 | 34 | 34 -6.2 0
Bulgaria 40 |32.5| 15 | 10 | 10 | 10 -30 0
Cyprus 25129 (10|10 | 10 | 10 -15 0
Czech Rep. 41 | 31 | 26 | 21 | 20| 19 -22 -2
Denmark 34 | 32|28 |25 | 25| 25 -9 0
Estonia® 26 | 26 [ 24 | 21 | 21 | 21 -5 0
Finland 25 [ 29 | 26 | 26 | 26 | 26 1 0
France’ 36.7(36.7| 35 |34.4(33.3|33.3 -3.4 -1.1
Germany” 56.8|51.638.3|29.8|29.4|29.4 -27.4 -0.4
Greece 40 | 40 | 32 | 25 | 25 | 24 -16 -1
Hungary 19.619.6 (17.5|21.3| 16 | 19 -0.6 -2.3
[reland 40 | 24 |12.5(12.5|12.5|12.5 -27.5 0
[taly® 52.2141.3|37.3|31.4|31.4|31.4 -20.8 0
Latvia 25|25 (15|15 | 15 | 15 -10 0
Lithuania 29 [ 25 (19 | 15 | 20 | 15 -14 0
Luxembourg 40.9|137.5(30.4(29.6(28.6(28.6 -12.3 -1
Malta 35 135|3 |3 |35 35 0 0
Netherlands 35 | 35 |31.5|25.5(25.5|25.5 -9.5 0
Poland 40 | 30 | 19 [ 19 | 19 | 19 -21

Portugal 39.6(37.4(27.5|26.5| 25 | 25 -14.6 -1.5
Romania 38 | 25|16 | 16 | 16 | 16 -22

Slovakia 40 {29 |19 | 19 | 19 | 19 -21 0
Slovenia 25 | 25 (25| 22| 21| 20 -5 -2
Spain 35135 |35 |30 (30| 30 -5 0
Sweden 28 | 28 | 28 | 28 [26.3(26.3 -1.7 -1.7
United Kingdom | 33 | 30 | 30 | 30 | 28 | 28 -5 -2
Average EU-27 35.3(32.0(25.6(23.6(23.2|23.0 -12.3 -0.6

*In Estonia, the tax rate on retained gains is O per cent. ® The tax rate also includes a local
tax on business.

Source: [18]

It should be emphasized, however, that a straightforward comparison of
nominal CIT rates is merely a starting point for any comparative analysis of
national tax systems and does not offer a complete picture of their actual
arduousness to companies. This is so because individual countries calculate
the tax base in different ways. There are many sources of such differences:
the range of costs qualifying as business expenses, the depreciation method
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applied, the method of reserves creation and accounting for losses, the
applicable tax reliefs and credits and so on. Therefore, getting a complete
picture requires the use of effective rather than nominal tax rate for
comparison. It is only the more favourable effective tax rate that may induce
businesses to move their operations as foreign direct investment into
countries offering less burdensome taxation.

It is a fact that such a diversification of tax systems, especially with regard to
corporate income, requires companies to apply a significant range of
knowledge and know-how to be able to function amidst the several tax
systems operated within the European Union, which for smaller companies
means huge extra costs and frequently undeserved losses. According to the
calculations presented by Karel Lannoo and Mattias Levin of the Centre for
European Policy Studies (CEPS), the corporate cost of compliance with
individual countries' tax regulations may be as much as 2 to 4% of total tax
revenues, or between 4 and 8.6 billion euro EU-wide [19]. On top of that,
there is the cost of time spent on searching for available tax reliefs, tax
havens and tax bonuses - the time that might be as well spent on working
out truly innovative approaches and methods of production or services.

So far the common approach to direct tax harmonization worked out
between the member countries has been reflected in a few EEC directives.
One of them is the Merger Directive (90/434/EEC) setting forth a common
system of taxation applicable to mergers, divisions, transfers of assets and
exchanges of shares concerning companies of different member states [6].
Its overall objective is to eliminate taxation-related obstacles in the process
of restructuring and rationalization of the activities of companies. Another
example is the Parent-Subsidiary Directive (90/435/EEC) on the common
system of taxation applicable in the case of parent companies and subsidiaries
of different member states, especially when the distribution of dividends and
avoidance of double taxation is involved [7]. Apart from these, there are also
directives dealing with the coverage of subsidiaries’ losses as well as a
common system of taxation of the interest and licence fees earned [9]. Upon
meeting a set of criteria, the method of tax exemption or tax credit is applied
in such cases.

A matter of special importance is also elimination of double taxation
through adjustment of related companies’ profits, covering also the negative
phenomenon of transfer pricing. This problem is tackled by the EU
Arbitration Convention (90/436/EEC) which establishes a procedure to
resolve disputes where double taxation occurs between enterprises of
different member states as a result of transfer pricing entailing an upward
adjustment of profits of associated enterprises [8].
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A road map for harmonization of direct taxation was set by the Ruding
Committee Report of March 1992 [26]. The Report exposed huge differences
in taxation of corporate profits between individual countries and their
distortive effects for the operation of the Communities internal market and
competition, as they were factored in while deciding investment locations.

The subsequent EU activities towards stronger harmonization of member
countries’ corporate taxation policies was development of the Code of
Conduct for Business Taxation, adopted by the Council of Economics and
Finance Ministers (ECOFIN) on 1 December 1997. The Code is a collection of
guidelines meant to limit the harmful tax competition and especially tax
avoidance and tax frauds.

The outcomes of the discussion initiated by the Ruding Committee Report
are the solution proposals, successively put forward since March 2001.

First of all, the solution proposed for the SMEs operating transnationally in
Europe consisted in the application of the home state’s method of
calculating the tax base (HST - Home State Taxation) for the sum total of
their internationally earned income. The HST concept was first proposed by
Sven-Olof Lodin and Malcolm Gammie [21, 286-294; 22].

Another solution proposed was to determine a common consolidated corporate
tax base (CCCTB), see [12; 1]. The EU multinational corporations would have
an option of profits consolidation. If operations in one country bring profits
and those in another one do not, the profits would be set off with the losses
and tax would be levied on the net gains. Should the CCCTB concept be
adopted EU-wide, tax rates would become the primary and transparent
criterion for the investors to assess the attractiveness of any given territory.
It should be noted, however, that there is much emphasis on applying
a relatively wide tax base with simultaneous reduction of preferential
taxation [13; 14]. Besides, a uniform tax base would bring huge changes in
the taxation of multinationals. Today taxes are levied by the corporations’
home countries. With the application of the CCCTB concept, tax revenues
would be split among the countries where such a corporation runs its
business while the general tax amounts paid by multinationals would
decrease. His new system would also have a significant impact on CIT
revenues earned by individual countries - there would be both winners and
losers.

The simulations presented in the report prepared by Ernst&Young in
February 2011 (the report was ordered by the Irish Department of Finance to
assess the potential impact of CCCTB introduction on GDP, employment and
business activity) lead to the conclusion that the largest loss of tax revenues
would be faced by Denmark (8.3%), the Netherlands (7.5%) and Ireland
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(5.5%). For Poland, tax harmonization based on the CCCTB concept would
mean just a minimum loss of tax revenues. The largest increase in budget
income would be enjoyed by France (+6.0%), Greece (4.0%) and Latvia
(3.8%). In accordance with the report, the new system would bring about
numerous relocations, resulting in significant job losses. In this respect,
the biggest losers would be Ireland (rise in unemployment by 1.2%),
Luxembourg (1.1%) and Poland (1%, i.e. about 160,000 jobs). The winners
would be France (rise in employment by 0.4%), Spain (0.1%) and Belgium
(0.1%) [15, 4].

Another step made on the way to the EU-wide introduction of CCCTB is the
provisions of the Euro Plus Pact, adopted on 25 March 2011 at the European
Summit. The Pact assumes the convergence of macroeconomic policies of EU
member countries, especially in the areas of competition, innovation,
employment public finances stability as well as - significantly - taxation
coordination.

The conclusions relating to tax policy states that developing a common
corporate tax base could be a revenue neutral way forward to ensure
consistency among national tax systems while respecting national tax
strategies, and to contribute to fiscal sustainability and the competitiveness
of European businesses.

4. Conclusions

Creation of a stable framework for business activity and supporting the
investment and developmental projects become more and more important
today as globalisation of economic processes eliminates those who cannot
keep up with their competitors and gain a sustainable competitive advantage.

The new EU members are generally at a lower level of economic development
and can offer fewer incentives to the potential investors than the EU-15. Any
attempt at harmonization of tax policies done in an arbitrary way, contrary
to the freedom of economic activity, and consisting in harmonizing income
tax rates through setting up a minimum rate or rate brackets would be
harmful to those economies and might pose a real threat to their economic
development.

The flexibility and freedom of deciding their own income tax rates, enjoyed
under the present legislation by the EU member countries guarantees a healthy
environment for economic activity and fair competition between individual
countries. This competition may be beneficial to all the market actors,
provided that they make use of their opportunities.

The proposals in the field of harmonizing the corporate income taxation
which involve defining a common consolidated corporate tax base (the CCCTB
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concept) may raise some fears and are even contested in some EU countries,
but they seem more acceptable than the approaches based on a uniform
tax rate.

For the economies of Poland and other countries that joined the EU in 2004
or 2007, what is important today is speeding up the economic growth as
much as possible. The key actors there will be the enterprises for whom the
government must create an environment that would favour expanding their
business activity. The necessary environmental conditions are definitely
a low tax burden, low cost of labour, efficient administration and transparent,
uncomplicated legal regulations, especially those governing the tax system.
The low tax and tax-like burden, stable legislation and well-developed
infrastructure are at the same time the incentives to attract foreign direct
investments.
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Abstract:

In the article, there are shortly described games and simulators that are
aimed at investment in the capital or currency market in the Czech Republic.
We can divide them into two groups. In the first one there are presented
games and simulators that can be played for the whole year. Those
simulators are mostly demo versions of the real investment environments.
The second one concludes the competition Stock Market Challenge - Euro
Campus. For competition it is typical that it is possible to use only in the
special periods of time, when the competition is running. It should be
disadvantage for somebody.

Introduction

The investment games and simulators should be very important for students,
trainers. Students can try the investment theories and they should get the
competitive advantage for the next time. It can be great for their economic
and personal development. They can apply maths and business know-how
from their studies and try investment without losing money in the case of the
bad investment decisions. On the other side they will not get the profit from
their trades.

In the next parts there will be described five games and simulators that can
support better decision making in the sphere of investment making.

The whole year games and simulators

Investment Game Plus500

Web page http://www.plus500.cz/ contains both, the topical trading on
financial markets and also the possibility of a demo version for trading on
financial markets, which is available free of charge to the general public
without time limits. In this article we will address in particular the
description of the demo version of the program for trading where the players
have a fictitious entry of amount 244,000 CZK. With this amount players
may invest in stocks and bonds. At the beginning you need to install the
program the Plus500 demo and then just enter the user name and password.
The installation is really fast and it takes a few minutes.
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This environment looks solid at a glance. It is possible to choose versions in
the Czech or English Language. Environment looks like complex. It includes
more areas - Forex, commodities, indexes and shares.

o Forex - it is possible to trade currencies. They monitor changes after
five minutes on the market. It is divided into three parts according to
the rates.

» The purchase of commodities - trading in gold, oil, natural gas, silver,
platinum, com, fuel oil and other commodities.

» Shares traded - trading both with European and US shares.

» Indexes - stock market index is a basic statistical indicator describing
the development of the entire stock market. For investors the basic
indicator that tells them how the market evolves over time whether it
growths, falls or remains stable.

The trading is easy and clear for investors. For example, when we buy the
stocks it is necessary to click on paper which we are interested in and we can
see immediately how its course evolves. This course and in particular its
graph is shown below the offer of stocks and securities. This is a well
structured environment and trade. In the left down corner there is
automatically updated any gain or loss. On weekdays, it is traded from ten
o’clock to half past six. On Fridays, the stock market closes at twenty
minutes past six and it opens on Monday at nine o’clock.

Citfin

The investment game Citfin focuses on currency trading which speculates on
the development rate of a currency. The game is played online on web pages
http://www.citfin.cz/cz/homepage.html. There is therefore no need of special
software and so the game can be played from any computer, immediately
after login.

The initial deposit that we have available at the beginning is 200,000 CZK.
The players can see their gains or losses on the account, the status,
profitability, return per annum, the rank total and rank in the group. Players
have given indicative limits for trade. On the left side there is the Exchange
list - select EUR, USD, GBP with the option to view the entire Exchange list.
There is the development of the course where you can scroll the menu to
select the currency and display a graph of the development of the course.
You can also choose the interval (day, week, month, 14 days). In the middle
of the bottom there are the exchange rates (EUR, USD, CHF, GBP, JPY100)
that may be used for the investment between different currencies.

Conditions for trading are clearly explained at the beginning. The game is
based on the so-called leveraged buy-outs. This means that for the coverage
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of trade you can use only a 5% fraction of its value. If you buy dollars in the
value of 100,000 CZK you need to deposit only 5,000 CZK, which covers the
potential loss. If you do not have 5% of the amount you cannot make the
transaction. You can also close some open positions in order to make the
transaction. When you get into red numbers, your access is closed.

The demo version lasts 30 days. It is possible to make professional investment
on www.citfin.cz and the demo version looks the same as the professional.
The game is available only in the Czech language.

FIO e-Broker

The game deals with the buying and selling of the stocks and bonds. It is an
online version. Students don’t need any special program. They need only the
registration on the web pages https://www.fio.cz/akcie-investice/interne
tove-obchodovani/demo-e-broker. In the demo version you can safely try out
almost all the functions with the exception of real submission instructions,
purchase and sales with various parameters. Work in the environment is
complex. Demo application works quickly and reliably. It is possible to set
various advanced features in the investment decisions. The players can buy
and sell shares in the Czech environment and by one click all changes into
English. It can be a competitive advantage. Players can learn new terminology
and examine their language knowledge.

Figure 1 contains the demonstration about development shares of CEZ
company in 30 days in the simulator e-Broker from Fio.

FIG. 1: Information about shares in environment Fio e-Broker
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The demo version is limited to 30 days. There are some restrictions in the
demo version in comparison with the official investment environment by
investing into stock papers and other investments. In the environment there
are clear and transparent tables and graphs that present the changes in the
rates. On the other hand, at the beginning it is hard to orientate in doing the
business because of the rules and knowledge necessary for trading. There
could be more pieces of advice for beginners concerning the necessary steps
in the process of buying and selling of shares on the market (how many
shares it is possible to buy, what price is good, etc.).

FIO StudentBroker

RM-SYSTEM, the Czech stock market securities and Fio Bank, the largest
domestic on-line broker, prepared in cooperation with Czech universities as
study interactive program through which students can simply use the new
knowledge and experience in the field of capital market. The application is
running from the web pages http://www.studentbroker.cz. This simulator is
used for training at Czech universities. Students can sign into the system as
a part of lectures and seminars.

The competition

Stock Market Challenge - Euro Campus

The last described game is Stock Market Challenge - Euro Campus. It
transforms trading on the financial markets into an accessible and enjoyable
collaborative learning experience. It is an effective tool for trainers and also
for teachers. In the competitive it is possible to apply maths and business
know-how. The game deals with the buying and selling of the stocks and
bonds. It is an online version. Students don’t need any special program. They
need only the registration on the web pages http://campuschallenge.stock
trak.com/home.aspx. The game contains the ranking of the top players.
Table of the top ten players very often, even several times a day, change. It is
not unusual that in one week there are on the first three places students with
up to 800% and the next week there are at the top people with only 70%
appreciation. It can be concluded that in the game no strategy is probably
worthwhile in the long term and if so, it does not work as well as at the
beginning. The game is spread at many universities, high schools and
elsewhere. The best three players are awarded at the end of the game. Players
trade for two month and at the beginning they have € 100,000.

It is not possible to work and invest in the environment for the whole year.
In 2011, the third year of the competition between the investors in the Czech
Republic was launched on 17th of October 2011. The game ended in December.
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The next game will start in next months. The given time may be for somebody
a disadvantage. The competition is in the Czech Republic under the
protection of the Patria Direct company.

Summary of the Investment Games

The presented article is devoted to the educational research of the simulators
and games that are used for simulating of the trading with stocks, bonds,
currency or commodities. Those simulators can support better economic and
investment decision making of involved people. In the comparison there
were selected simulators which deal with different areas of the investment.
The next possibility was to select simulators which can be used throughout
the year or vice versa. In the Czech environment there are the products of
companies that regularly organize comparative competitions for students.
Each simulator that was presented in this work is different in the offered
options.

Investment game Plus500 should be mentioned as the most comprehensive
game. Players may trade with currencies, commodities, equities and indexes.
The investment game which provides Citfin deals only with the currency
trading. The next of the described games e-Broker from the Fio focuses on
trading in shares and StudentBroker trade with shares, and with derivatives.
Stock Market Challenge is a regular competition in which stocks and options
are traded.
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Abstract:

The identification of comparative advantage of sector is very important.
The main purposes of the study are: (1) analysis of employment, sold
production in low-technology manufacturing industries in Opole Voivodship,
(2) identification of growth patterns in 2008-2010 period in the context of
trends observed in Poland. The study uses data from the Central Statistic
Office. Best-developed low-technology industry in Opole Voivodship is
manufacture of food products.

1. Introduction

In the context of economic globalization, technology is a key factor in
enhancing growth and competitiveness in business. The viability of the non-
research-intensive industrial sector in Poland cannot be ignored. This study
uses Eurostat aggregation of the manufacturing industry (Eurostat uses the
aggregation of the manufacturing industry according to technological
intensity) [2, 1-2].

The spatial distribution of economic activity is one of the most research
topics. Szewczyk, Ttuczak and Ruszczak compared activity at the regional
level (voivodship) to the national level [3, 82-104; 3, 105-119]. Szewczyk, A.
Zygmunt and J. Zygmunt examined financial condition of companies in
Opole Voivodship in a development prediction context [5; 8, 93-98].
Collaboration and networking between companies of different industries at
regional level are important determinants of the competitiveness of individual
companies and regional (or local) development [6, 120-138; 7, 139-173].
The sub-sectors in Opole Voivodship in which the development of clusters
are the most likely are: agriculture, food industry, chemical industry, wood
industry, power generation as well as tourism, accommodation and catering
[7,139-173].

The main purposes of the study are: (1) analysis of employment, sold
production in low-technology manufacturing industries in Opole Voivodship,
(2) identification of growth patterns in 2008-2010 period in the context of
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trends observed in Poland. The study uses data from the Central Statistic
Office [1].

2. Data and method

The data by kinds of activity are presented in accordance with the Polish
Classification of Activity (PKD 2007). Polish Classification of Activities PKD
2007 was compiled on the basis of Statistical Classification of Economic
Activities in the European Community - NACE Rev. 2. PKD 2007 was
introduced on 1st January 2008 by the decree of Council of Ministers to
replace the formerly applied PKD 2004. This study uses data from the
Central Statistics Office of Poland for the empirical analysis of sectors in
Opole Voivodship. The data are taken of the free on-line data base of the
Central Statistics Office of Poland [1].

This study uses Eurostat aggregation of the manufacturing industry [2, 1-2].
Eurostat uses the aggregation of the manufacturing industry according to
technological intensity and based on NACE Rev. 2 at 2-digit level for
compiling aggregates related to high-technology, medium high-technology,
medium low-technology and low-technology (Eurostat, 2011). The following
divisions are classified as low-technology: Manufacture of food products (10),
Manufacture of beverages (11), Manufacture of tobacco products (12),
Manufacture of textiles (13), Manufacture of wearing apparel (14),
Manufacture of leather and related products (15), Manufacture of wood and
of products of wood (16),

Manufacture of paper and paper products (17), Manufacture of printing and
reproduction of recorded media (18), Manufacture of furniture (31), Other
manufacturing (32) [1, 1-2].

3. Empirical results

There were 4,459 companies in low-tech industries in Opole Voivodship in
2010 (table 1). It can be useful to place Opole Voivodship’s manufacturing
sector in the context of trends observed in Poland (tables 1-2). Employment
in the Polish manufacturing sector has declined slightly over the last 3 years.
Table 2 shows the composition of manufacturing employment in Poland and
Opole Voivodship for the period 2008-2010.
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TAB 1: Low-tech manufacturing industry, 2009-2010

Specification Opole Voivodship Poland
P 2009 2010 2009 2010
Number of low-tech entities 4,288 4,459 | 189,231 | 197,268
.Shares of low-tech e.ntltles 597 £33 616 615
in total manufacturing

Source: own calculations based on Central Statistical Office data.

TAB 2: Average paid employment in low-tech manufacturing industry
in thous., 2008-2010.

- Poland Opole Voivodship
Specification Low-tech # | Manufacturing | Low-tech# | Manufacturing
(10-18, 31) industry (10, 16-18, 31) industry
2008 908 2,173 15.2 55.0
2009 853 2,027 14.7 51.4
2010 842 2,013 14.9 49.5

# - some of the data may not be published due to the necessity of maintaining
statistical confidentiality in accordance with the Law on Public Statistics
(concerns: 32 - in Poland, 11-15 and 32 in Opole Voivodship).

Source: own calculations based on Central Statistical Office data.

Low-tech industry plays a very important role in employment in Poland.
Referring to data from Poland low-tech industry accounts for over 40 percent
of employment in the whole manufacturing sector whereas the share of high-
tech industries is 4 percent. In the short run, the sector shows a stability
share of the employment in manufacturing.

TAB 3: Sold production of industry in million PLN, 2008-2010

o Poland Opole Voivodship
Specification |y v rech # Manufacturing | Low-tech# | Manufacturing
(10-18, 31) industry (10, 16-18, 31) industry
2008 123,938 769,679 3,873 18,949
2009 123,078 741,741 3,840 16,716
2010 132,550 843,433 4,186 15,150

# - some of the data may not be published due to the necessity of maintaining
statistical confidentiality in accordance with the Law on Public Statistics (concerns:
32 - in Poland, 11-15 and 32 in Opole Voivodship).

Source: own calculations based on Central Statistical Office data.

There has been a tendency for the employment in the manufacturing sector
in Poland and Opole Voivodship to decline during the period 2008-2010.
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A similar trend can be observed regarding the sold production of
manufacturing in Opole Voivodship. The low-tech sector continues to evince
remarkable stability and a high share of employment and sold production.

There are three large manufacturing sub-sectors, together accounting for
about 40% of employment in Opole Voivodship. These are: (1) manufacture
of food products (low-tech industry), (2) manufacture of metal products
(medium-low-tech industry), and (3) manufacture of motor vehicles, trailers
and semi-trailersipment (medium-high-tech industry). Each of these sectors
contributes over 10% of manufacturing employment.

Manufacturing sold production in Opole Voivodship has increased (table 3).
There are three large manufacturing sub-sectors in Opole Voivodship,
together accounting for 50% of sold production. These are: (1) manufacture
of food products (low-tech industry), (2) manufacture of chemicals and
chemical products (medium-high-tech industry), and (3) manufacture of
other non-methalics products (medium-low-tech industry). Each of these
sectors contributes over 10% of manufacturing sold production.

Food manufacturing sector contributed 15% of employment and 19% of sold
production of manufacturing in Opole Voivodship in 2010. There are now
over 900 entities in manufacture of food products. The competitive
advantage for Opole Voivodship food manufacturing lies in the following
areas: tradition, capability to produce world class products, and foreign
capital flow into the sector, strong presence by large multinationals selling
food around the world (Cadbury, Nutricia, Zott).

5. Conclusions

The viability of the low-tech manufacturing industry sector in Opole Voivodship
cannot be ignored. There were 4,500 companies in low-tech industry in
Opole Voivodship in 2010 (over 58 percent of entities).

There are the findings:

1. Low-tech industry plays a very important role in employment and sold
production in Opole Voivodship.

2. Specialization has long been understood to be an important source of
productivity growth. The manufacture of food products (low-tech industry)
is very important for Opole Voivodship (15% of employment and 18% of
sold production of manufacturing in 2010).

3. In relation to the year 2008 and 2009, in 2010 in Opole Voivodship,
there was a slight change in sectors’ composition. In the short run, low-
technology manufacturing industry show a stability share of the
employment and sold production of manufacturing. It seems to be
necessary to carry out a comparative research for the consecutive years.

201



References:

[1] Central Statistical Office, 2011, [online] http://www.stat.gov.pl

[2] Eurostat aggregation of the manufacturing industry, 2011, [online]
http://epp.eurostat.ec.europa.eu/cache/ITY_SDDS/Annexes/htec_esms
_an3.pdf

[3] SZEWCZYK, M., TLUCZAK, A., RUSZCZAK, B. Analiza koncentracji,
[in:] W. Duczmal, W. Potwora (Eds.), Projekcja rozwoju inicjatyw
klastrowych w wojewdédztwie opolskim. Opole: Wydawnictwo Instytut
Slaski Sp. z 0.0., 2011, p. 82-104. ISBN 978-83-62683-09-3

[4] SZEWCZYK, M., TLUCZAK, A., RUSZCZAK B. Potencjal wojewédztwa
opolskiego wkontekscie analizy zmian udziatléw branz, [in:] W.
Duczmal, W. Potwora (Eds.), Projekcja rozwoju inicjatyw klastrowych
w wojewddztwie opolskim. Opole: Wydawnictwo Instytut Slaski Sp.
Z 0.0., 2011, p. 105-119. ISBN 978-83-62683-09-3;
ISBN 978-83-62105-77-9

[5] SZEWCZYK, M., ZYGMUNT, M. Opolskie Voivodshp: prospects for
manufacture of food products sector, 2011 - in printing

[6] TLUCZAK, A., SZEWCZYK, M., RUSZCZAK, B. Analiza wynikow
Dpierwszej rundy badania delfickiego, [in:] W. Duczmal, W. Potwora
(Eds.), Projekcja rozwoju inicjatyw klastrowych w wojewodztwie
opolskim. Opole: Wydawnictwo Instytut Slaski Sp. z 0.0., 2011,
p. 120-138. ISBN 978-83-62683-09-3; ISBN 978-83-62105-77-9

[7] TLUCZAK, A., SZEWCZYK, M., RUSZCZAK, B. Analiza wynikow drugiej
rundy badania delfickiego, [in:] W. Duczmal, W. Potwora (Eds.),
Projekcja rozwoju inicjatyw klastrowych w wojewodztwie opolskim.
Opole: Wydawnictwo Instytut Slaski Sp. z o.0., 2011, p. 139-173.
ISBN 978-83-62683-09-3; ISBN 978-83-62105-77-9

[8] ZYGMUNT, A., ZYGMUNT, J. Istota i znaczenie dzialalnosci
inwestycyjnej opolskich przedsigbiorstw w kreowaniu rozwoju regionu,
[in:] Programowanie rozwoju regionu. £ad ekonomiczny
I$rodowiskowo -przestrzenny, Heffner K. (Ed), Opole: Wydawnictwo
Instytutu Slaskiego, 2007, p. 93-98. ISBN 978-83-7511-053-1.

202



PRACTICALLY VERIFIED CONCEPTION OF LOCAL DEVELOPMENT
STRATEGY CONSTRUCTION PROCEDURE

Andrzej Sztando
Wroclaw University of Economics
andrzej@sztando.com

Key words:
development strategy — strategic planning - territorial self-government unit

Abstract:

The article is devoted to strategic planning issues in communes and districts.
The author presents his own model procedure for the construction of terri-
torial self-government unit development strategy. It was constructed based
on self-government experiences, professional literature, as well as research
and implementation studies conducted in a few dozens of European self-
government units. The main body describes nineteen stages of territorial
self-government unit development strategy construction.

Introduction

Planning of activities to be carried out by local self-governments takes place
everywhere such authorities function. It is indispensable in order to execute
numerous functions for which they were appointed. One of such plans has
special significance since it covers the most extensive spectrum of the above
activities, its time span is usually the longest and the role regarding all the
other plans is superior. It is obviously the strategy of development. A single
universal procedure of strategic planning does not exist. Theoretical studies
quote many recommendations in this domain. What is more, in real life prac-
tice the recommended procedures are almost always modified later, supple-
mented by additional stages, or used only partially. Therefore, the author
decided to take up the challenge of constructing a model standard for the
procedure of establishing territorial self-government unit development strat-
egy based on both contemporary professional literature and his personal ex-
perience. The result of the above research and conceptual activities was prac-
tically verified in the period of 2009-2010 in the dozens of Polish communes
and brought about highly positive effects.

Attributes of a correct strategy

Strategic planning procedure, in a territorial self-government unit, repre-
sents the set of activities which are aimed at establishing its correct strategy.
Strategy prepared in a correct way is the one which meets numerous condi-
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tions. It is not possible to present them all in the hereby study, therefore
only the crucial ones are discussed. The first condition to meet by an exem-
plary strategy is to prepare it for properly identified area as well as active and
potential external factors which are influencing or could influence the evolu-
tion of the given area attributes. Another condition is the application of stra-
tegic analysis adjusted to features characteristic for a given territorial self-
government unit. Next condition to be met by a correctly prepared strategy is
the coverage of not just the self-government’s own tasks, but also optional
ones, i.e. extending the scope of obligations imposed by due Acts. Addition-
ally, it cannot miss an implementation system consisting of entities respon-
sible for strategy realization. It is also equally important to monitor progress
in accomplishing the defined objectives.

The stages of strategy construction

Stage one - the decision to join strategic planning. Such decision is most
frequently taken by the territorial self-government decisive body in the form
of resolution. But it may be taken by an territorial self-government executive
body, after informing decisive body about it. Stage two — an entity is chosen
which is responsible for strategy draft preparation. The first available solu-
tion is to carry out all due work by the self-government only, i.e. without ex-
ternal experts participating. The second solution consists in entrusting all
planning work to them. Practice, however, shows that the most frequently
accepted solutions are these in between of such extremes, based on close co-
operation of local authorities representatives and self-government admini-
stration with workers of a selected consulting company.

Stage three of the strategy construction - prospective diagnosis. It consists
in collecting and analyzing correctly all data describing the past, present and
substantially predictable future of territorial self-government unit attributes.
One of the key requirements to face is the credible description of a broad
spectrum of properties characteristic for a given territorial self-government
unit and factors influencing it. Stage four — public opinion diagnosis. The
best way to perform it is by means of opinion surveys conducted among
natural persons inhabiting a given territorial self-government unit, and
owners or top executives of economic entities conducting business activity in
its territory. The purpose of such diagnosis is to identify aspirations, expec-
tations, concerns and ideas of respondents related to self-government unit,
as well as its broadly understood economy, community and natural environ-
ment. Key factors helpful in obtaining success by means of surveys applica-
tion are as follows: correctly prepared questions and optional answers,
proper choice of survey sample, full involvement of respondents and skilful
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analysis of results. Stage five and six should be implemented together with
stage three and four. Fifth stage consists in appointing the team of leaders.
The team of leaders in a self-government unit, is the group of local commu-
nity representatives. It includes members of the self-government unit deci-
sive body, managers of major enterprises, political organizations and trade
union leaders, management of NGOs, management of local centralized and
non-centralized administration units, municipal units management, and also
self-government authorities of higher and parallel levels. The goal behind
appointing such team is its participation in the process of strategy construc-
tion, which is supposed to result in its high quality.

Stage six carried out parallel to stage five represents social consultancy con-
ducted most often in the form of strategic workshops together with the al-
ready discussed team of leaders. The objective of workshops is to exchange
ideas among participants regarding: properties of a territorial self-government
unit, strategic and operational objectives, projects to be carried out in order
to accomplish the above goals, and their own role in strategy implementa-
tion.

Stage seven - strategic analysis. It is the next step of diagnostic activities.
It consists in such processing of information collected in previous stages
(from 3 to 6) which will allow for their selection by applying substantiality
and occurrence probability criteria. Strategic analysis becomes therefore
fundamental and substantial for the results of further planning, including
mainly the vision for strategy object development, as well as goals and priori-
ties of strategy subject activities. One of the most often applied strategic
analyses is SWOT analysis. But there are new concepts, that better adjusted
to self-governments requirements, e.g. a SWOT Plus method. It divides a given
self-government profile, and factors which influence it, into 8 groups:
strengths, weaknesses, internal opportunities, internal threads, stimulating
agents, destimulating agents, external opportunities, external threats [1,
113-159].

The following, eighth stage deals in the construction of mission and vision of
a territorial self-government unit. The mission means answering a question:
“Why do you exist?”. According to the author, the reason for territorial self-
government units existence is defined by performing certain public tasks
specified by due Acts. Therefore each unit’s mission is to serve the communi-
ty inhabiting its area. However, such role is frequently specified in more de-
tail. In such situation the mission constitutes an explanation of reasons un-
derlying the preparation of such development strategy. On the other hand,
unit’s vision constitutes the descriptions of its future state, which is sup-
posed to be created by a given entity as the result of this strategy implemen-
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tation. It is also the starting point to create further strategy components such
as objectives, priorities and tasks. Next constructing of objectives and defin-
ing priorities (stage nine) should take place. Fulfilling self-government’s
mission in order to obtain the state described in the vision requires under-
taking mutually coordinated activities. The first key phase of such coordina-
tion is defining objectives which the strategy subject intends to accomplish.
They have to be clear and transparent, leaving no doubts that they stay in
line with the mission. Among such objectives the most important, strategic
ones are distinguished, as well as subordinate, intermediary (partial) ones,
called operational objectives. There should be just few strategic objectives
and refer to economic, social and environmental sphere of territorial unit
development. Operational objectives represent an intermediary link between
strategic objectives and the third structural component, namely strategic
tasks. Apart from strategic and operational objectives also priorities are dis-
tinguished. They represent elements of operational goals, accomplishing
which is most important for the unit development and should take place as
soon as possible.

After specifying objectives it is time to define strategic tasks (stage ten), i.e.
organization, modernization, investment, information, diagnostic, law-
making and restructuring oriented activities, implementation of which con-
stitutes the condition for meeting operational objectives and indirectly stra-
tegic ones. Strategy incurs choice. It is not possible to meet, in a few years or
even a few decades, all needs expressed by inhabitants of any territorial self-
government unit and economic entities functioning in its territory, as well as
different institutions or organizations. In such situation it would turn out
irrational to construct an extensive list of strategic tasks responsible for all
present and future expectations of all territorial unit users. Therefore it is
necessary to choose what is the most important or, in other words, strategic.
It must be based on the results of strategic analysis described in the previous
chapter, as well as on the review of particular tasks significance for the de-
velopment of economic, social and environmental sphere of a territorial unit.
Therefore many factors have to be considered such as e.g.: spatial range,
time and expenditure of implementation, financing sources, type, value,
scope of implementation results and length of their functioning.

Stage eleven is the verification of horizontal and vertical compliance. Each
self-government functions in a broadly understood environment. Relations
with this environment are characterized by a few features, important for ter-
ritorial unit development. Firstly they refer to an almost full spectrum of
economic, social and environmental problems. Secondly, the system of enti-
ties which enter into relations with self-government units is also very rich.
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And thirdly, the power of such relations influence on a self-government unit
changes in time. It results, on one hand, form changing attributes of men-
tioned earlier entities and, on the other, from changing importance of par-
ticular components characteristic for a self-government unit and factors of
its development. The constructive reaction of authorities to such conditions
is providing compliance of their activities and these performed by the most
important entities of the presented environment. It also refers to strategy
content, which is prepared considering individual strategies, plans and pro-
grammes of these entities. Such compliance is of dual nature. Its variants are
referred to as vertical and horizontal compliance. Vertical compliance means
the compliance with strategic planning documents of state government or
higher level self-governments and lower level self-governments. It extends
opportunities for cooperation development with these entities and increases
chances for obtaining external means. Horizontal compliance refers to strat-
egy compliance with planning documents of neighbouring self-governments
at the same level. Fundamental reason behind attempting horizontal compli-
ance is the development of cooperation in solving the same, local or sub-
regional problems.

Stage twelve is devoted to referring tasks to financing sources. This stage
consists in estimating realization costs of planned strategic tasks and search-
ing for such sources of financing them which are highly likely in providing
due financing. Refraining form carrying out this stage of strategic planning
procedure results, almost always, in drastic reduction of probability that
planned goals and tasks will be implemented, making the strategy more a list
of wishes rather than a useful and most important plan of self-government
activities.

Having analyzed financial matters the next step is the construction of im-
plementation system, including monitoring subsystems and corrections
(stage thirteen). Strategy implementation refers not only to meeting its de-
fined targets, but also to observing and modifying both, implementation
procedure and the strategy itself. A derivative concept of strategy implemen-
tation is the procedure of implementation. It is expressed by an algorithm of
activities constituting implementation activities. Having considered the
above strategy implementation objectives, it seems correct to state that it is
a changeable, auto-adaptation algorithm open to interference by an entity or
entities using it. Together with them, i.e. decisive and executive bodies of
a territorial self-government, its organization units and companies, as well
as possible strategic cooperation partners, such as: other self-government
units, economic entities or non-governmental organizations, it constitutes
strategy implementation system.
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Within the framework of planning activities the guidelines for projects to be
executed also have to be defined (stage fifteen). Many of the described above
strategic tasks require implementation projects to be prepared for them.
It refers not only to investment tasks which, owing to their nature, require
adequate architectural design and construction documents to be prepared.
Other projects also require legal, organizational and financial documenta-
tion to be done. At this stage such requirements are defined. It is necessary
to guarantee their compliance with the due strategy, as the document which
is superior for them.

The strategy is crucial for both, the authorities and local community. The
process of implementing it should be a public one and not just at the level of
self-government, but also in its closer and more distant environment. Infor-
mation action in this matter represents one of provisions for its effective im-
plementation. In this way the community of a given unit can control meeting
deadlines of goals accomplishment and tasks implementation. Promotional
strategy planning is therefore initiated already at the stage of creating it
(stage sixteen). Work on the strategy text starts almost at the first stage.
However, full version of its draft, including the results of all presented above
stages, may not be prepared until this moment. Strategy draft preparation is
the seventeenth stage of the process. Once strategy draft is prepared it has to
be verified. This stage (eighteenth) consists in presenting strategy draft for
verification of the self-government decisive body commissions which, having
analyzed its content, express their remarks and prepare recommendations
for the decisive body regarding strategy approval for implementation. In case
of crucial remarks work procedure returns to this stage regarding the results
of which no remarks were made. Obtaining positive opinions results in pre-
senting strategy (stage nineteen) to be approved for realization. In self-
government practice development strategies are most often approved in the
form a resolution passed by the decisive body. Just like in case of other reso-
lutions its execution is the responsibility of due executing body.

Conclusion

The above presentation of work stages over a strategy does not discuss all
issues referring to the problem of the described above planning procedure.
There also occur inter-stage activities, i.e. activities conducted while per-
forming works typical for the majority of stages. However, the author hopes
that presented information constitute a cohesive picture of the presented
planning procedure model, and that they will undergo further practical veri-
fication.
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Abstract:

The causality Granger test was used to assess the causal links between the
prices of milk in selected European Union countries. The Granger test is
based on the vector autoregression models - VAR. The conducted research
allowed to identify causal relationships between the prices of milk in the
following countries: Poland, the Czech Republic and Slovakia.

Introduction

The accession to the European Union has created the opportunity to develop
the milk market in the form of access of the products to the markets of EU
countries. The milk’s market and milk’s product market in the EU is
supported and regulated market. Regulating system of the EU milk market
has an impact on the price of milk in individual member countries. The
relations between the prices of milk in some countries seem to be inevitable.

The aim of this paper is to examine the empirical causal relationships in the
milk market. The prices of milk in selected EU countries (Poland, the Czech
Republic, Slovakia) were taken into consideration.

Empirical material

In this study, the average monthly prices of milk in euro per 100 kg from
May 2004 to September 2011 as the empirical material were used, which is
the 89 observations in the following countries: Poland and the Czech
Republic. Data were obtained from the Integrated Agricultural Market
Information System'.

In this study, the following symbols were used:

v; — average monthly prices of milk in Poland in Euro per 100 kg,

v, — average monthly prices of milk in Slovakia in Euro per 100 kg,

v3 — average monthly prices of milk in Czech Republic in Euro per 100 kg

" http://www.minrol.gov.pl/pol/Rynki-rolne/Zintegrowany-System-Rolniczej-Informacji-
Rynkowej/ Biuletyny-Informacyjne/Rynek-mleka.
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Basic characteristics of the individual time series are presented in Table 1.
The lowest average price in the period was recorded in Poland -26.61
euro/100kg. The prices of mil in Czech Republic show the highest
differentiation - the variation coefficient was 16%. Comparing the prices of
crops in all analyzed countries it can be concluded that crop prices are
characterized by variability on a similar average level of about 15%.

TAB 1: The basic characteristic of the individual time series

Mean | Standard deviation | Variation coefficient | Minimum | Maximum
vy | 26,61 3,68 14% 16,9 36,7
va| 26,7 4,16 16% 17,67 35,61
v3| 28,15 3,88 14% 21,12 37,65

Source: author’s own calculations.

Methodology

To verify the hypothesis about the causality between variables, the Granger*
test was used constructed on VAR models [8].

VAR models are presented in econometric literature, therefore in this paper
the general characteristics of this model are presented [4].

The variables, which will be used in Granger test, should be stationary,
therefore the rank of integration should be known [10]. Then the two-
dimensional VAR model was estimated, which is presented by the formula:

p
Zt = ZAZ

Where: Z: - is an observation vector, A; - matrix of parameters standing for
the delayed variable vector Z..i, & — is a disturbance term.
The Schwarz criterion was used to identify the rank of delay [7]. The use of
VAR models requires a normal distribution and the lack of autocorrelation
from the disturbance term [1], [2]. The procedure of the Granger causality
test begins with the estimation of model parameters [9]:

Yo S0+ 1Yyt FApYp + & )
Ve S0t Yq t et A Y T Xt BoXp Tt ByX, T, (2)

Where: x; - empirical value of the variable X; y; - empirical value of the
variable Y;

* Granger Causality: x is simply granger causal to y if and only if the application of an

)< (
lt <o yt+1

predicted better, i.e. with a smaller forecast error variance, if current and past values of x
are used. Compare: M. Osinska, Ekonometria finansowa.

- 7(1); i.e. if future values of y can be

optimal linear function leads to Uz(ym
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p - rank of delay of the variable, ¢,, .- disturbance term of the models.
The Granger test verifies the hypotheses: H, :0%(s,) = 0%(n,); H,:0%(e,) 2 a2(n,)
and the test statistic is presented by the formula:

_n [(52 (&)-5"(m, ))

s°(&,)

(3)
The F statistic has chi-square distribution - *(q).

The results of the research

Examination of causal relationships between variables started from testing
stationarity. The hypotheses of stationarity of variables were rejected on the
basis of the ADF test. The correct specification of the VAR model requires
stationarity of the variables. Therefore the first differences of the variables
were taken under consideration Av;, i=1,...,3 The decision was made that the
first differences are stationary (TAB. 2).

TAB 2: The results of ADF test for variables v;, i=1,...3>

Variable ADF p-value | Variable | ADF p-value
Vi -2,83266 | 0,05372 Avy -3,56685 | 0,03997
\p) -2,5609 | 0,1013 Av; -3,64034 | 0,00506
V3 -2,45497 | 0,1268 Avs -3,21806 | 0,01900

Source: author’s own calculations.

The next step was to estimate the ranks of delays for the VAR models which
was made by means of estimating eight models:

Model 1 describes the relationship between first differences in milk prices in
Poland and the first differences in milk prices in Czech Republic

Model 2 describes the relationship between first differences in milk prices in
Poland and the first differences in milk prices in Slovakia

Model 3 describes the relationship between first differences in milk prices in
Czech Republic and the first differences in milk prices in Poland

Model 4 describes the relationship between first differences in milk prices in
Czech Republic and the first differences in milk prices in Slovakia

Model 5 describes the relationship between first differences in milk prices in
Slovakia and the first differences in milk prices in Poland

Model 6 describes the relationship between first differences in milk prices in
Slovakia and the first differences in milk prices in Czech Republic

The rank of delays were chosen on the basis of the Schwarz criterion.
Optimal rank of delay was chosen when the BIC statistic was the lowest
(TAB. 3).

3 The calculation was made in the program GRETL, http://www.kufel.torun.pl/.
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TAB. 3: The values of BIC statistics for chosen rank of delay models

Model 1 2 3 4 5 6
Rank of delay (q) 1 1 2 2 1 1
BIC 2,189872,4436|2,40436|2,75218 |2,0674|2,10143

Source: author’s own calculations.

The study of disturbance term properties allowed to adopt the hypotheses of
normality and lack of autocorrelation. Next parameters of models (1) and (2)
were estimated, which allowed to use the Granger test. The following
conclusions have been drawn on the basis of the Granger test results
(TAB.4):

— Avjis acause of Avy,

- Avyis acause of Avy,

TAB.4: The values of Granger test statistic and critical value of >

Av; is Av; is AV, is Av, is Avs is Avs is
a cause of | a cause of | a cause of | a cause of | a cause of | a cause of
AVZ AV3 AVl AV3 AVl AVz
F 4,192775 | 2,727968 | 3,811965 | 1,794084 | 1,985283 | 1,863648
2
(a)i(gq(35) 3,949321 | 3,949321 | 3,100069 | 3,100069 | 3,949321 | 3,949321

Source: author’s own calculations.

The obtained results allowed to identify one-way causal relationships
between the analyzed variables. On the basis of the statistics F (tab.4) we can
conclude that the first increment of the average monthly prices of milk in
Poland in Euro per 100 kg is a cause of the first increment the average
monthly prices of milk in Slovakia in Euro per 100 kg, additionally the first
increment of the average monthly prices of milk in Slovakia in Euro per
100 kg is a cause of the first increment the average monthly prices of milk in
Poland in Euro per 100 kg.

Summary

VAR models are useful tools to investigate the causal links between economic
variables. In the present research the results of analysis of the relationships
between changes in milk prices in Poland, the Czech Republic and Slovakia
are presented. The research shows that milk prices in Poland depend on the
prices in Slovakia and vice versa. The identification of the causal
relationships in the sense of Granger test allows to forecast efficiently short-
and medium-term prices of milk.
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Abstract:

Many economists emphasize that economic growth is necessary to lift the
county out of poverty. This growth occurs when market forces are allowed to
determine the prices of different products on the market to stimulate
productivity and innovation. Markets allow free entry and exit of economic
agents. This facilitates market forces of supply and demand to determine
prices. At this stage, resources are redistributed in society by an ‘invisible
hand’ to meet the needs of the population. Even though, market is a best
allocator of resources, government intervention is also important to regulate
the economy. The government should have market friendly approach which
stimulates economic growth and thereby reducing poverty and inequality.

Introduction

Generally, economic agents (consumers and produces) are motivated and
solely preoccupied with maximizing utility. In other words, consumers try to
maximize their utility; producers strive to maximize their profit. Finally,
market comes to equilibrium in which both consumers and producers are
satisfied in an economy. Liberal economists assume that when the market is
left to itself then its inherent self-direction will govern its operations
efficiently and produce efficient outcomes. This implies that when self
interested individuals enter the market and pursue their own goals of
maximizing utility, then somehow an ‘invisible hand’ will ensure that their
combined efforts work to the general benefit of everyone. Many economists
emphasize that economic growth is necessary to lift the county out of
poverty. This growth occurs when market forces are allowed to determine
the prices of different products on the market to stimulate productivity and
innovation. In theoretical perspective, poverty and inequality will decease
due to the rapid increase in economic growth determined by self functioning
of demand and supply in a market. There was big debate with regard to
efficiency and effectiveness of two broad mechanisms in the world till 1990.
Proponents of free market economists contended that markets is best
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solution for all economic issues because it allowed to operate freely and can
lead towards the promotion of equity and optimum allocation of resources.
Opponents believed that socialism is best option to solve all issues that
economy was undergoing. They argued that markets on their own cannot
bring about a just and equitable society and optimum allocation of resources
and thereby reducing poverty. The basic ideology of market is that the state
is an inefficient and ineffective allocator of scarce resources and thereby
there is result of unemployment, sluggish growth, wide disparities and
poverty. But, the market is seen as a better instrument to solve problems
arising from an economy.

Theoretical background in market and price determination

The basic thesis of neoliberal economic policies is that the state is an
inefficient and ineffective allocator of scarce resources. The market is seen as
a better instrument. Markets allow free entry and exit of economic agents
(4,230-237). This facilitates market forces of supply and demand to determine
prices. Economic agents respond to prices by exchanging goods and services
leading to optimal efficiency. At this stage, resources are redistributed in
society by an ‘invisible hand’ to meet the needs of the population (4, 79).
Neoliberal economic policies derived from neoclassical economic theory
state that growth in Gross Domestic Product (GDP) translates into poverty
reduction (2, 37). The market forces make a signal to consumers that price
of particular commodity will be increasing following the increase in demand
of that commodity and vice versa. Conversely, the price of particular
commodity will decline following the increase in supply of that commodity
and vice versa. In fact, markets are promoted as the best instrument in
allocating resources efficiently and effectively. This follows Adam Smith’s
comment that the ‘hidden hand’ of the market converts individual interests
into the wealth of the nations (4,231). It is frequently stated that getting
‘prices right’ is the pathway to growth and prosperity.

Poverty status in Sri Lanka

In past, poverty was viewed primarily as a problem of economic insufficiency,
but its meaning has now been broadened to encompass material deprivation,
human deprivation, including low achievements in education and health,
vulnerability, voiceless, powerlessness and exposure to risk. Thus, in
attempting to solve the problem of poverty in its totality, one has to consider
not only economic dimension but also the social, cultural and political
dimension (6, 67). Poverty in Sri Lanka is basically rural phenomenon (2,
45). This is general conclusion of various studies conducted so far (2, 78).
The table 1 given below clearly shows the trend of poverty in Sri Lanka.
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TAB.1: Poverty head count index. Source: Department of Census and

Statistics.
1990/91 | 1995/96 | 2002 | 2006/07
Sri Lanka 26.1 28.8 22.7 15.2
Urban 16.3 14.4 7.9 6.2
Rural 29.4 30.4 24.7 15.7
Estate 20.5 38.4 30.9 32.0

There is no doubt that incidence of poverty and deprivation is higher in rural
areas than urban area and rural poor account for the vast majority of all
those found in poverty ridden conditions. In estate sector, poverty status is
worst. The fact remains that although the outlay of the government on health
and education has remarkably improved the human development index yet,
it has not gone long way in reducing poverty level. Sri Lanka is on the track
to achieve Millennium Development Goals of most of the health and education
indicators. But, improvements in the MDG indicators to equity in education
and health do not show similar improvements (1,112). In consonance with
tablel, the incidence of poverty in Sri Lanka was 30.9 in 1985/86 and 19.9 in
1990/91. This reveals that poverty declined significantly 1985/86 to 1990/91,
but then rose sharply in the rural and estate sectors in 1995/96 period. The
main reason attributed for the rise in poverty in the mid 1990s is the drought
that prevailed during that year. The drought led to an increase rise in food
prices. As most poor are casual and seasonal wage employee, restricted
wages but increasing food prices is likely to have reduced consumption in
this period. Since poverty line is based on consumption basket, reduction in
consumption increases poverty incidence.

Measures of Inequality

It can be argued that poverty is essentially a relative phenomenon (6,123).
Several researchers have opted for relative definition of poverty. Bettly(1974)
has stated that both absolute and relative poverty are closely aligned to
inequality in income distribution. Sen (1990) points out that poverty as
a concept is closely related to inequality given the average income level,
a higher level of inequalities will be associated with high level of poverty.
Gini, is used to measure income inequality. According to the Gini statistics of
Sri Lanka, co efficient of Gini is 0.32 in 1990/91, 0.32 in 1995/96. It is 0.4
and 0.41 in 2000 and 2006/07 respectively. Thus, inequality in Sri Lanka has
increased from 1990 to 2007.Compared to urban sector where dynamic and
manufacturing industries are concentrated, Estate and rural people are under
severe poverty ridden condition and vulnerable due to the any economic
shocks. Mrs. Margaret Thatcher, former Prime Minister in England used to
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say that ‘...the point is not to cut the cake more equally but to bake a bigger
cake...implying that there was no need to attend to inequalities rather the
solution was to generate more wealth. Neoliberal economic policies derived
from neoclassical economic theory hypothesize that establishing markets
and providing a laissez faire environment leads to increased productivity.
This increase will yield increased incomes and raise the standard of living for
all concerned.

Economic growth

After introducing open economic and fully market oriented policy, economic
growth of Sri Lanka has dramatically increased to 8.2 in 1978 instead of 3.0
in 1976 and 2.8 in 1975. Further, table 2 shows that growth rate in 1979 is
6.7percent. Sri Lanka had not reached and underwent steady growth till
2009. Particularly, Sri Lanka experienced negative growth rate of -1.5 in
2001. What is remarkable fact is that after1995/96, poverty incidence has
been continuously decreasing trend indicating somewhat improvement of
living standard of poor in Sri Lanka. In this context, I assert that if there had
not been civil war and youth unrest, the GDP growth rate could have been
above average 9 percent during the period of 1980 to 2008 under market
mechanism with little government intervention.

TAB. 2: Economic growth from 1973-2008: Source: Department of
Census Statistics.

Economic Economic
Year Year
growth growth

1973 3.7 1980 5.8
1974 3.2 1990 6.1
1975 2.8 2000 6.0
1976 3.0 2001 1.5
1978 8.2 2007 6.7
1979 6.7 2008 5.9

In rural level, market does not effectively work in the sale of agricultural
products. Normally, famers are able to obtain fewer prices for their
commodities compared to actual market price. Intermediate agents those
who are inter mediator in purchasing and selling such agricultural goods
prevent the effective mechanism of supply and demand. Because, poor
agricultural peasant has lack of education and awareness is regard to market
(6,115). As a result, poor become poor in rural sector. The market
mechanism itself has experienced some challenges, notably the East Asia
crisis in the late 1990s and more recently the Global Economic Crisis of
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2008. Both events have raised questions about the efficacy of markets to
deliver on development thereby reduce poverty and eliminate inequalities
(1,171-172). This has brought to the debate between the supporters of the
market who regard the market as the best tool to allocate scarce resources
and those who oppose them. Generally most of the economists contend that
markets are necessary to promote growth but not sufficient to eliminate
inequalities and eradicate poverty. These markets allow free entry and exit of
economic agents into the market. This facilitates market forces to play the
role of determining prices and consequently allocating resource. But, in real
world, every economy is undergoing market failure. Neoclassical economic
theory fails to take into account the fact that markets can experience failures.
In this context, there is experience of under production or overproduction
which leads to misallocation of resources. Thus, in this backdrop,
government should play crucial role to solve the problem of market failure.

Conclusions

Sri Lanka left political party followed central planned economic system in
which government took all decision in regard to economy. At the time, there
were high level of poverty, inequality and low level economic growth. But
after 1978, economy was liberalized and market system has been in good
position than before. As a result, Sri Lanka achieved highest economic growth
in 1978. Unfortunate, civil war had affected the whole economy. Thus; it was
difficult for country to obtain full benefits of market mechanism. The
production of some semi luxury and luxury products are motivated by market
during the last 10 years because of increase in conspicuous consumption of
middle class families. In this context, resources were converted in to such
goods. As a result, there is lack of adequate resources to produce necessary
goods. Another important fact is that while producing goods under market
system, there is issues of pollution. The poor people are more affected by
pollution than upper middle class and rich families. The poor are highly
undergoing negative impact of such issue in addition to lack of basic needs.
Even though, market is a best allocator of resources, government
intervention is also important to regulate. Thus, government should have
market friendly approach which stimulates economic growth and thereby
reducing poverty and inequality.
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Abstract:

The purpose of this paper is to examine certain aspects of the relationship
between personal cultural orientation and consumer ethnocentrism (CE) in
the context of young educated customers in Sri Lanka. The sample was
drawn from university students who are usually buying FMCG product
categories. Self administrated questionnaire was distributed among 80
randomly selected respondents including both male and female. The
reliability of all scales was found to be acceptable since Cronbach’s Alpha
values were higher than 0.6. The findings revealed that collectivism,
masculinity and uncertainty avoidance display positive correlation with CE.
Power distance and long term orientation have negative correlation with CE.
However there is no significant difference between male and females in
terms of CE and Local brand biasness.

1. Introduction

Culture plays a big role in the consumer buying decisions and brand
development in global context. As a result of homogenization and
globalization of world markets, wider range of international brands available
in domestic markets [3, 146]. However foreign brand make harmful impact
to local economy. Therefore governments as well as local firms make some
actions to mitigate that detrimental effect [2, 579]. Even though government
authorities impose tariff and non tariff barriers to control imported brands,
domestic marketers address this issue by promoting ethnocentric brand
appeals. [1, 204]. William G. Sumner initially introduced the term
ethnocentrism and many researchers have defined this concept in different
perspectives. Previous authors have conceptualized ethnocentrism as “ethnic
centeredness” and the rigidity in accepting the culturally “alike” while
rejecting the culturally “unlike”. In consumer perspective it is known as
‘consumer ethnocentrism’. Today, consumer ethnocentrism was become very
popular phenomenon of marketing and consumer behavior.

Generally consumer ethnocentricity translates into consumer preferences for
domestically made products [6, 327]. Further it has been shown that
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ethnocentric tendencies generate negative attitudes towards foreign brands
and reduce consumers’ intentions to purchase foreign goods [6,328].
Therefore so many researchers have attempted to identify the antecedents of
consumer ethnocentrism. Shankarmahesh [3, 161] has summarized the
antecedents of consumer ethnocentrism under four broader categories:
socio-psychological, economic, political, and demographic. However most of
the previous researchers have paid their attention on socio-psychological
antecedents such as cultural openness, internationalism, Patriotism,
Conservatism etc. [5, 407] than other categories of antecedents. Except few
studies most of the previous researchers did not pay considerable attention
on the relationship between all the elements of Individual Cultural
Orientation (ICO) and CE and the moderating effect of gender between CE
and Local Brand Biasness (LBB). Therefore the purpose of this study is to
empirically investigate the relationship between ICO and CE with the
moderating effect of gender to the LBB in the context of developing
countries. The 03 FMCG product categories such as food items, soft drink,
and detergent were chosen to examine the relationship among aforesaid
constructs.

2. Research Design and Hypotheses

According to [7, 12] consumer ethnocentrism is a product of cultural
orientation and they have argued the cultural orientation can be
operatinalised into individual level with using Hofstede’s five dimensions of
cultural orientation. Therefore collectivism, masculinity, uncertainty
avoidance, power distance and long term orientation have been taken as the
independent variables of the first model of the present study. In the second
part, the relationship between CE and LBB has been taken into
consideration. Gender has been considered as moderating variable between
CE and LBB. The path diagram for the study framework is given in the figure
01. After extensive literature review on cultural dimensions, CE and impact
of gender on those concepts, the researchers have developed seven hypotheses
to emphasize the relationship among each construct of the conceptual
framework. H1 to H5 emphasis positive correlation between five cultural
dimensions: collectivism, masculinity, uncertainty avoidance, power distance
and long term orientation and CE. H6 and H7 argued whether female
customers are more CE and LBB than male customers.
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FIG. 01: Conceptual Framework

Collectivism (COL)

Masculinity (MAS)
Uncertainty Consumer »| Local Brand
Avoidance (UV) » Ethnocentric Biasness
tendency
A
Power Distance (PD)
Long term Gender

Orientation (LO)

3. Methodology

The respondents of this study were students of the University of Kelaniya in
Sri Lanka. It is one of the leading state Universities in the country.
80 students were selected randomly and distributed self administration
questionnaire for data collection. Three uncompleted questionnaires were
rejected and 77 questionnaires taken for the analysis. Accordingly, the
sample consisted of a higher proportion of female respondents (56.3 percent)
than male respondents (43.7 percent). In addition, students were represented
10 districts in the country and all respondents were aged between 20 - 25
years.

Based on previous studies the present study’s survey instruments were
developed. The questionnaire consisted of the seven constructs and two
demographic questions. Consumer ethnocentrism was measured using the
consumer ethnocentric tendency scale (CETSCALE) developed by Shimp and
Sharma in 1987. It consisted of 17 questions and made small changes to
match with Sri Lankan context. CETSCALE has been validated in different
cultures and context by previous researchers. Five dimensions of personal
cultural orientation were measured by using constructs developed by Yoo
and Donthu’s in 2002 to measure Hofstede’s dimensions. It consisted of five
items for PD, five items for UA, six items for COL, four items for MAS and six
items for LO. LBB was tested by using two items self develop constructs. All the
scales were scored on a five point likert scale ranging from 1 (strongly
disagree) to 5 (strongly agree).

4. Finding and Discussion

The inter correlations among each construct, reliability statistics and
descriptive statistics are given in table O1.
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TAB. 01: The inter — item correlation matrix and Descriptive statistics

COL __ MAS _ UN PD  LTO CET  LBB
COL 1.000

MAS 698  1.000

UN 196 -215  1.000

PD 2261 -020  .256  1.000

LTO 818  -363  -244 319  1.000

CET 838 516 .037  -551  -641  1.000

LBB 809 521 .000 -522 -576  .992  1.000
No. of Items 06 04 05 05 06 17 02
Cronbach’s Alpha  0.812 0792  0.675 0.698 0712 0.816 0.722
Mean 35792  2.9519 3.4597 3.2635 2.9013 3.5182 3.3325
Standard 79841 62715 51048 .33942 .44084 .65247 .63669
Deviation

According to the descriptive statistics, COL (M = 3.57, SD = 0.798) and UA
(M = 3.45, SD = 0.510) become prominent characters of the ICO in Sri
Lanka. Further the respondents display significance degree of CET (M =
= 3.518, SD = 0.652) and LBB (M = 3.332, SD = 0.636). According to the
correlation analysis, both COL and MAS has strong positive correlation with
CET. UA has positive correlation but value is relatively low. PD and LTO have
negative correlation with CET. Therefore first three hypotheses were
supported by the findings. However H3 and H4 were rejected based on
empirical results. Most interesting finding is COL recorded highest mean
value and it has strong positive correlation with (r = 0.812) CET. It is implied
that Sri Lankan educated younger generation is more collective in nature and
display high degree of ethnocentricity and LBB.

In H6 and H7, the researchers argued that female customers are more
ethnocentric than male customers and they have high intention to buy local
brands. In order to compare those three variables independent t- test was
conducted by dividing total sample into male and female. Outcomes of the
analysis are summarized into table 2 and 3.

TAB. 02: Group Statistics

Gender N Mean Desltaquon Stdlv..[eEarl’Iior

Male 32 | 35344 | .68326 12078
U bemale | 45 | 35067 | 63725 .09500

Male 32 | 33719 | 65117 11511
“P pemale | 45 | 33044 | 63208 109422

224



TAB. 03: Independent Samples Test

Levene's Test for

Equality of t-test for Equality of Means
Variances
F Sig. ¢ af Sig. Mean Std. Error

(2-tailed) | Difference | Difference

CET Equal variances .389 535 | .182 |75 .856 .02771 15185
assumed

LBB Equal variances 010 921 | .456 | 75 650 .06743 .14800
assumed

According to the independent t- test group statistics given in Table 2, both
CET (M = 3.534 SD = 0.683) and LBI (M = 3.371 SD = 0.651) of male are
slightly higher than female. However sample t test output revealed that the
difference of the mean values is not significant. Levene's Test P value of CET
is .535 (P <.05) and LBB is .921(P < .05). Therefore findings did not support
to H6 and H7. Therefore the findings revealed that young educated male
customers are slightly higher in CET and LBB than female customers in same
social group but the difference is not significant.

Conclusion

Present study has been mainly focused on relationship between CET and ICO
with the moderating effect of gender for LBB among young educated
customers in Sri Lanka. The findings reveled that respondents have high
degree of COL and MAS. And also, COL, MAS and PD have positive
relationship with CET. However PD and LTO displayed negative correlation.
Further gender does not made significant impact on both CET and LBB. This
study was characterized by several limitations that restrict the reliability to
generalize the findings. Mainly, the study was restricted to the young
university students in Sri Lanka. Therefore further studies are needed in
different context and cultures for the elaborating this concept
comprehensively.
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Abstract:

Keeping an accurate information policy, which is recommended by the
principles of corporate governance, contributes to improving the efficiency
of capital rising. Thus, it creates a positive image of the company in the
capital market. This is an element taken into consideration by approximately
73-76% of investors. When investing their capital, they want to be convinced
of the honesty of the company's management. As well as, they want a guarantee
that their rights will be respected, including their access to information
about the company's strategy and its results.

Introduction

Company's information policy takes an important role in the shaping the
image on the capital market. This aspect was noticed in the corporate
governance rules, which recommend leading open and transparent policies
that clearly define the principles of responsibility for the company's
supervisors and authorities.

The author of this article tries to identify the importance of transparent
company's information policy, taking into consideration the recommended
principles of corporate governance. In addition, to distinguish the benefits
of maintaining current contacts with investors.

The importance of corporate governance in company structure building
The phenomenon of corporate governance concerns supervision exercised
by invested by shareholders over the company funds, which are invested by
them. Principles of corporate governance are reflected in international
standards, which indicate “the existence of relationships of networks
between managers of companies, their management-supervisory, management
authorities, shareholders and other stakeholders, i.e. stakeholders concerned
in the company’s activities”. [8, 11] Corporate governance also provides the
structure which through the company’s goals are set, the means to achieve
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these goals and means to look after the company’s results. [8, 11] A similar
point of view can be seen in the definition of K. Zalega, who defines
corporate governance as “a system including various legal and economic
institutions, whose essence is to ensure consistency and balance between the
interests of all stakeholders involved in the functioning of the corporation in
a manner that increases the value of the company and its development.” [15, 9]

A. Berle and G. Means see in corporate governance an integrated set of
external and internal mechanisms to mitigate conflicts of interest between
managers and owners, resulting from the separation of ownership from
control. [2, 72] C. Mayer explains the phenomenon as solving the problems
associated with monitoring the management activities, which through the
company represents and serves the interests of investors, where the control
and ownership are separated. [6, 31] H. Bear and Ch. Gray recognize
corporate governance as the necessary tools of monitoring and control,
which allow access to information needed for making investment decisions
and motivating managers to act in the interests of capital owners.

The diversity in defining the phenomenon distinguishes different aspects of
corporate governance, still all of these definitions touch upon the problem of
effective implementation of company policy. The policy should be based on
respect for the interests of all stakeholder groups involved in the company’s
activities, providing them with the necessary information that allow for an
objective assessment of risks associated with investing capital in the
company.

Agency theory as an axiological basis for corporate governance

Basis of corporate governance phenomenon are derived from agency theory,
which analyzes the relationships between the sovereign and his agent,
including particular costs of resolving conflicts that can arise during
business settlements. [7, 43 - 45] The source of conflicts might be the
differences in goals each party wants to achieve. The necessary condition of
the relationship is honesty and openness on both sides, as well as the free
flow of information between them. The need for effective information policy
is important in determining management's goals and directions of investment.
Lack of communication may lead to differences between the priorities of
management and that of investors, consequently it may expose them to the
reduction or loss of income from invested capital or the company at
a substantial outflow of funds.

Incomplete or insufficient information flow between the company's
management and the investors may lead to doubt as to the honesty and
effectiveness of the management's policy and activity, in addition to the
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quality of supervising the investor's capital. [6, 57 - 73] This uncertainty is
caused by the situation in which one party is empowered to make decisions
that cause repercussions for the property interests of the other party.
Making manager's salaries dependent on company's performance, or paying
them in remuneration such as stock options are methods of leveling the
above mentioned concerns. Investors expect the managers to respect the
principles of corporate governance or to clearly determine which rules had
been rejected along with reasons justifying their position, according to the
principle "comply or explain.”

Information asymmetry as a symptom of negative information policy
The phenomenon of inefficient information policies of the company
described as "information asymmetry”. It is a kind of advantage that
“...managers have in an access to information about matters of the company
and shareholders in a limited ability to verify the reports drawn up by
managers and to evaluate their activities." [9, 17] Due to high costs, lack of
experience or inadequate qualifications, they are not able to verify the
validity of the policy. Voluntary resignation from the exercise of active
supervision is known as "rational apathy”. [5, 402]

As a result of information asymmetry, there are two types of shareholders
actions: "strategy of voice" or "exit strategy”. "Strategy of voice" takes active
steps to remove the irregularities. These actions result from the legal impact
and decision-making influence processes in a company, where they are
members in. The basis of "exit strategy”, otherwise known as "Wall-Street
walk" is the passive attitude of the shareholder, who withdraws their capital
from structures of the company as a result of dissatisfaction with the policy.

The occurrence of information asymmetry and a sense of lack of information
and as a result of above the investor concern from fraud can be a blockade of
the capital raising by the company. In order to prevent such situations and
increase the investors' sense of security, there are taken initiatives
reinforcing the transparency of company’s information policy that provides
equal access to information to all market participants as much as possible.

Transparency of the companies according to the standards of

corporate governance

Transparency, eliminating the phenomenon of "information asymmetry”,
"free rider problem" or "Wall-Street walk" are goals of corporate governance
codes. The demand for transparency in the information policy of companies
has also included among the principles of good practices. "These
recommendations are intended to keep by the company the transparent and
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wide open information policy, which clarifies the standards for the extent
and frequency of information publication by companies is an important
element determining the shape of corporate governance in the country." [3,
340] Openness and transparency of information is recognized as a key of
effective corporate governance.

Guidelines of corporate governance principles, based on a document developed
by the OECD, postulate to provide the capital market transparency.
Openness and transparency of policy, supervisory authority responsibility
are helpful in solving and preventing conflicts of interest of groups involved.
According to K. Zalega "... the main procedural solutions that provide
objective and independent assessment of the enterprise, a clear division of
responsibilities at all levels of performance and transparency access to
information should be a direct result of the adapted and used good corporate
governance practices in the company.” [10, 9] This is the most important
rule which provides the effectiveness of company’s supervision mechanisms.

Open and transparent policy and maintaining the company's current contact
with investors improve the company image as a loyal and reliable business
partner, which for strengthens to the lenders’ trust.

Companies’ benefits from the respect of corporate governance

and transparent policy

Respecting the standards and best practices of corporate governance helps
companies to create the image of a fair and honest business partner.
Providing investors with a sense of security and respect their rights improves
the efficiency of raising capital, as well as making its capital cheaper. In
exchange for reliable information of the facts and the position of the
company, investors are more loyal to company and they are willing to endure
even a negative period, if the strategy to improve the situation be presented.

Conducted research also indicate that investors are willing to pay a bonus
from 18 - 28 % to the company which provides clear policy to allow
supervising its activities. Respecting the principles of corporate governance
gives to companies beneficial effects in the long term. They record higher
profits and higher returns on investment for its shareholders, in comparison
to companies having negligent importance of corporate governance rules
and not respecting its rules. The aspect of effective corporate governance,
including effective information system is taken into consideration by 73 - 76
% investors in developed markets, as well as developing. [1, 18 - 19]

Corporate governance is an informal initiative and codes of good practice,
whether at international, national, or institutional are devoid of legal force.
They fill a specific gap between legal regulation and market mechanism.
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These codes “on one hand do not leave shaping of good practice to the
market itself but on the other hand they do not have any legal force” [4, 45],
which prevents the analyzed phenomenon from bureaucratization. Respecting
the existing rules is the responsibility of companies. The ones who verify the
effectiveness and efficiency of respecting the principles of corporate
governance and transparent information policy are the investors who entrust
their capital to companies.

Conclusion

Lack of a reliable company’s information policy may expose investors to the
adverse effect of information asymmetry, and thus the actual deprivation of
important information or having incomplete data about the company's state,
which as a result may undermine investor's trust. In this case, there is a risk
of withdrawal of invested capital and transferring it to other companies.
Corporate governance principles are trying to prevent such situations,
recommending among the codes of good practice open and transparent
information policy in companies. This aspect is also highly rated by the
investors who are entrusting their capital and want to be sure about
company management's honesty and loyalty, as well as they a guarantee that
their rights will be respected. In return they are ready to invest their capital
and even offer an extra bonus.
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Abstract:

Innovation can play a crucial role in economic growth. It not only allows to
accelerate the process of socio-economic convergence in countries such as
Poland, aspiring to catch up with the most developed economies but also
determines the future prosperity of nations. In the light of the major
challenges facing contemporary global society such as demographic and
climate changes, innovation became one of the key priorities. To better
understand the factors and mechanism that underlie innovation processes, it
is necessary to discuss the basic trends in innovation activity.

This paper undertakes an issue of the growing importance of the intersectoral
cooperation which seems to be especially desired in the field of innovation
activity. The main aim of the paper is the analysis of the intersectoral
cooperation quality and its influence on innovation performances in Polish
economy.

The specificity of modern innovation processes

The concept of innovation is broadly discussed in economic literature. One
of the most famous interpretation was made by Schumpeter at the beginning
of XXth century who understood innovation as the commercial or industrial
application of something new - a new product, process or method of
production; a new market or sources of supply, a new form of commercial
business or financial organization. He distinguished invention, innovation
and diffusion. The first is related to the generation of new scientific and
technological ideas, while the second is referred to the development of
marketable novelties. Finally, the diffusion means the distribution over time
and space new solutions or in other words, the adoption of innovation. It can
be said that a brave entrepreneur takes part in a heroic act of creativity which
causes innovation. Schumpeter attributed the particularly important role to
the innovation defining it as “creative destruction” that leads to a new
general equilibrium. The process of creative destruction revolutionizing the
economic structure seems to be the essence of capitalism [1, 746]. What is
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more, this vision was additionally expressed in origin by linear model in
which there is a one-way sequence of different phases of the type Science-
Technology-Production. From this perspective the scientific activity acts as
an exogenous and neutral “deus ex machina” responsible for the success in
innovation processes.

However, it is commonly known that innovation currently covers a wide
range of activities to improve firm performance, including the
implementation of new or significantly improved product or process, a new
marketing and organizational method in business practice, external
relations, etc. All forms of these activities may be a result of interaction
between different entities representing both the demand and supply side of
the market. For this reason, in the literature we can meet at least five
generations of innovation models. First one is technology push, second need
push, third coupling model, fourth integrated model and the fifth is systems
integration and extensive networking model characterized by flexible and
customized response and available for continuous innovation. In order to
fully understand the true nature of modern innovation processes it is worth
stressing that innovation since 90s stopped being a simple linear
combination of component factors or limited within the boundaries of firms.
These processes are rather characterized by complex qualitative changes in
relation between producers, scientists, sellers, users, etc. Innovation can be
seen as a social event which engaged many stakeholders and requires
building a special institutional framework which supports almost every
symptom of knowledge creation. Taking into consideration that innovation
is complex, nonlinear and risky process, the outputs are difficult to predict.
It is argued that innovation is something that adds value and means in
general the knowledge commercialization which is an effect of learning
process. The necessary condition for innovation to occur is not only
individual creativity but also collective creativity. Learning and discovery,
whether internal to a firm or external in networks or with partners, focused
on the generation and acquisition of knowledge and skills, is a first stage of
innovation process. Many findings additionally suggest that innovation as
interactive and multidisciplinary process depends on support of institutions
functioning in business, science and administration sectors. The specialized
entities enable cooperation and integration in such kind of activities as:
research and development, promotion and entering into new markets,
leveraging funds or development of production network [7, 31]. Because
innovation is located in a specific space, disposable tangible and intangible
resources, including historical and cultural heritage also decide on the
success in this field.
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The Triple Helix model as a key to understand innovation processes
Innovation mechanisms are described in the literature by different
theoretical models. One of them, called the triple helix of university-
industry-government interactions, introduced by Leydesdorff and Etzkowitz
in 1996 provides a framework of analysis for the knowledge transfer and
interactive learning between different types of knowledge producers and
users.

FIG. 1: The triple Helix Model

Tri-lateral networks and
hybrid organizations

Academia A
N
ate '

Source: [10, 701].

The triple Helix model attempts to capture the changes in roles and
relationships among the emerging primary institutional triad of university-
industry-government. These interactions are perceived to be the key to
innovation and economic growth. In a laissez faire one triple helix regime,
industry is seen as the key driving force, with the other two spirals as
ancillary supporting structures. This kind of model presents the highest way
of possible cooperation and can be found in countries with stable economic
and political environment, foreign trade liberalization and business
internationalization. It allows to resolve many problems typical for knowledge
commercialization thanks to implementation of efficient adaptation
mechanism in the institutional arrangements [2, 325]. In turn, the statistic
model seems to be the completely opposite to the above discussed model
where government plays a crucial role, controlling university and industry.
The model in which authorities are the only element ensuring relation
between the other sectors was characteristic of the former republics of the
Soviet Union and some Latin America countries. In spite of different
configuration that may exist within triple helix model, it should be added
that spirals are rarely equal and one usually serves as a motive force or
innovation organizer around which the others rotate. Moreover, the institution
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that acts as the main spiral, changes over time as one spiral replaces the
other as the driving force in a triple helix configuration.

Conducting further discussion on the triple helix model, it is worth paying
attention to the radical change in traditional roles of entities engaged in
innovation processes which take place in knowledge-based society. The
university and knowledge producing institutions seem to be a driving force
or, in other words, a core spiral that in some circumstances replaces industry
and government in the leading role as innovation organizer [5, 8]. It allows
to note at the same time that university is losing its traditional role and
independence as it becomes more closely involved and presumably
subordinate to industry and government. Co-evolutions between technological
developments and their cognitive and institutional environment changed
totally the knowledge infrastructure. As a result, new research agendas are
constructed as cooperative research centers, on the Internet or in virtual
research institutes. It means that the triple helix is used as a platform for
“institution formation”, leading to the creation of new organizational
formats that support innovation processes, such as the incubators, science
parks and the venture capital firms.

Government, similarly to university, which is the second key entity in the
triple helix model, plays an important role in supporting, directly and
indirectly, trilateral networks and hybrid organizations, to foster economic
and social development. It is said that government should support
innovation processes in market economies both at the national and local
level providing not only legislation incentives for universities and
entrepreneurs but also raising funds for research and development. What is
more, it is worth stressing that the main purpose of innovation policy is to
facilitate the creation, acquisition, accumulation and utilization of
knowledge grounded in social relationships. It is possible thanks to efficient
institutional framework and promotion of cultural norms such as openness
to learning, trust and cooperation between actors involved in innovation
processes. In the light of considerations on the triple helix model it can be
said that without friendly environment and active intersectoral cooperation
the rise in innovation performance is difficult to achieve.

A poor intersectoral cooperation within triple helix in Poland as

the basic hindrance to knowledge creation and commercialization

It is commonly known that the triple helix model is seen as the fifth
generation innovation and it places a greater emphasis on extra-
organizational linkages and the structures of the public and private sector
organizations, which provide the context for effective learning and innovation.
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The activity link which involves technical, administrative, commercial and
other activities, is responsible for the outcome and performance of the
network. That is why it is worth analyzing how the intersectoral cooperation
affects the level of innovativeness in Polish economy.

Many researchers say about the fundamental weaknesses of Polish social
capital, namely the high degree of distrust among the population and low
efficiency of inter-sector cooperation. It should be emphasized that such
cooperation is quite rare and its value for the Polish economy is rather
negligible. The relatively low share of scientists in business sector at the level
of 8% and still poor knowledge of entrepreneurs about possible forms of
cooperation are one of the basic hindrances to efficient knowledge creation
in Poland. According to the research made by The Ministry of Science and
Higher Education in year 2006 almost 56% of entrepreneurs did not notice
the necessity of cooperation between entities interested in commercialization
of their researches [8, 216]. What is worse, the mutual aversion in
connection with low efficiency of government administrative entities in
stipulating innovation activities negatively determines the performances in
this field. Looking at the number of enterprises engaged in cooperation for
innovation in years 2007-2009, it can be said that the propensity to
cooperate within innovation activity was the most noticeable in case of
enterprises employing over 249 employees and more popular in public than
private sector. In general, the active cooperation within innovation activity
was declared by 59,5% industrial enterprises and 50,7% service enterprises
[4, 29].

Certainly, cooperation is one of the necessary but not sufficient prerequisite
for efficiency growth in innovation processes. It is interesting that countries
with the highest shares of innovation enterprises, such as Germany, Belgium
and Ireland, recorded comparatively low shares of innovation cooperation,
with 16,7%; 35% and 27% respectively, while in Polish economy it was
48,2% in the analyzed period [9, 4]. However, it can not be disregarded
especially in the context of the growing importance of different forms of
collaboration between triple helix partners. Without any doubt, countries
such as Finland or Sweden where intersectoral cooperation between business
and science is very strong, belong to the innovation leaders in the EU-27.

Many findings suggest that little participation in international R&D networks
is also the next consequence of low ability to cooperation in Poland. Taking
into account the international differences in the process of internalization of
higher education it is worth pointing out that Poland still belongs to the
group of countries which are lagging behind and its engagement in the
process of creation and knowledge diffusion at the international level does
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not seem to be satisfying. A relatively low mobility of Polish scientists and
students under the Erasmus Program constitutes a proof of that [3, 107-114].

Finally, from the analysis of innovation and education policies in Poland, it
turns out that in spite of different undertakings, which were introduced by
government in order to increase private investments in R&D, improve the
environment for research and innovation - including the protection of
intellectual property and facilitate cooperation between business and
science, it did not manage to significantly increase innovativeness of Polish
economy. It should be additionally stressed that the intersectoral cooperation
within the triple helix is relatively poor and unfortunately, the particular
elements of the system- enterprises, public administration, R&D institutions,
innovation centers, etc. seem to act separately. Lack of coordination and
information exchange about their offers and mutual needs are the symptoms
of insufficient entities consolidation and in a consequence it affects the
innovation performances negatively [6, 29].

Conclusions

Innovation processes are significantly and increasingly influenced by
different forms of networks where both external and inter-organizational
relationships are equally important. Research on innovation within the triple
helix in Poland revealed that cooperation between the main actors such as
government, university and industry leaves much to be desired.

Firstly, in spite of the system changes which affected the science sector and
especially the higher education, the entrepreneurship of Polish universities
is still not satisfactory. Researches, the close cooperation with economy,
diffusion and knowledge commercialization remain the key priorities, but
their implementation is very difficult and the results that have been obtained
so far seem to be relatively poor. Secondly, innovation policy in Poland
which focuses on building linkages with the enterprise sector, improving
intellectual property rights, mobilizing private capital to create and develop
innovative companies and building the infrastructure for innovation, does
not bring the expected advantages. In connection with that, the government
policy should be characterized by more comprehensive and coherent public
activities which allow increasing the innovation potential and will be better
adjusted to the needs of firms, consumers and R&D sector. Thirdly, the
process of building effective linkages requires the radical change in the
attitudes and social awareness of entrepreneurs because their distrust and
unwillingness to cooperation or simply underestimation of the importance
of innovation are perceived to be one of the basic hindrances which impede
innovation growth.
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To sum up, analyzing the innovation processes from the triple helix
perspective in Poland it can be said that the integration and mutual
cooperation between the three spheres government-university-industry must
be necessarily improved and adjusted to the global market requirements. It is
thought that the development of intersectoral cooperation will affect the
innovation outcomes positively and can be recognized as the key to
economic growth in the long-term.
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Abstract:

The countries of Central and Eastern Europe had similar experiences on
their way to economic and political transformation. All of them had to
reform their economies as a consequence of the economic and political
transformation. Their transition from the centralised to free-market economy
entailed various social tensions and economic costs. This paper presents
results of an analysis of the choice and efficiency of the fiscal instruments
applied in the Central and Eastern Europe countries in reaching the primary
objective of any fiscal policy, which is to facilitate sustainable economic
growth.

Introduction

The countries of Central and Eastern Europe, despite similarities in their
routes towards market economy and the EU membership, often differed in
their choices regarding fiscal policy and the fiscal instruments to be applied
while trying to attain their social and economic goals. At the same time, the
social and economic effects of the fiscal measures applied sometimes
deviated from the intended ones. Some of the new post-communist members
of the European Union have already joined - and others aspire to join - the
Eurozone, whose stability depends on compliance with the adopted fiscal
criteria. All those developments give rise to questions about the most
efficient fiscal solutions available to the national economies in the process of
attaining the assumed economic goals. Another question well worth
considering is whether in the perspective of further economic integration
the nations of the former Eastern Block are capable of continuously meeting
the fiscal criteria of such an integration. The recent developments in Greece
have demonstrated that even the “old” EU members may have some problems
there, and that such problems affect other members of the European
Community. This paper presents results of an analysis of the choice and
efficiency of the fiscal instruments applied in the Central and Eastern Europe
countries in reaching the primary objective of any fiscal policy, which is to
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facilitate sustainable economic growth. The analysis also covers selected
components of individual fiscal strategies and their capacity to secure
unfailing compliance with the fiscal criteria of Eurozone admission. In terms
of time, the analysis covers the 2001-2008 period, while in terms of
geographical scope - the economies of Bulgaria, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia. The
survey made use of descriptive and statistical methods. The selection of
national economies was based on geographical and historical criteria. All the
analysed countries underwent the transition to market economy at about the
same time and they brought similar historical experiences into the European
Union. In all of them the economic transformation entailed similar social
tensions that the fiscal policy was expected to ease.

In those EU countries which adopted the common currency, the monetary
policy is centralised, while the fiscal policies both inside and outside the
Eurozone are decentralised and freely shaped by the national governments.
The monetary policies of Eurozone countries are adapted to the economic
conditions prevailing across the Eurozone and not in individual countries.
This is important especially in the situation of an economic crisis having
different impacts on different members of the European Monetary Union
(EMU). In such a situation, the response under the common monetary policy
may be different from the one that could be expected if the member
countries had independent monetary policies. This in turn means that the
role of fiscal policy in arriving at a sustainable economic growth is gaining
significance both within the EMU and in the economies that aspire to join.

The stabilizing effect of a fiscal policy may materialize in two ways - through
the operation of automatic stabilizers and/or through discretionary measures
applied by a government intending to stimulate demand.

Another significant implication which affects the fiscal choices of the EU
member countries in Central and Eastern Europe is the potential impact of
national fiscal policy on the situation of the other EU members. The external
effects of economic policies are not limited to the monetary union member
countries only - they are felt to a greater or lesser extent in any situation of
two or more countries linked by economic relations. It should be noted,
however, that the EMU is a special case here. Firstly, because the direct
macroeconomic effects are stronger due to stronger ties between the monetary
union members. Secondly, as Antonio Fatas and Ilian Mihov [1] point out,
there is a specific type of external effects which occur solely in monetary
unions and are related to the credibility of common monetary policy and the
risk that a country with unsound fiscal policy may require support from
other member countries or from the common central bank. With regard to
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the above, members of a monetary union may show an inclination for an
unsound fiscal policy just because its cost would be split among the union
member countries. On the other hand, in such a situation the member
countries are vitally interested in none of their number running such an
unsound policy. Those relations provide a motivation to introduce within a
monetary union such fiscal rules as would prevent the member countries
from incurring an excessive debt [2].

To sum up, it can be stated that for the new EU member countries of Central
and Eastern Europe their membership in the economic and monetary union
may result in a strong dependence of their own fiscal policies on those of
other member countries. However, the same can work in the opposite
direction - an unsound fiscal policy from one of the new member countries
would significantly affect the economic situation of other members. The
example of Greece shows how strong an impact of a member’s erroneous
fiscal policy on the other monetary union members can be.

In order to assess the fiscal policy of any country, it is necessary to select
proper criteria first. The first criterion discussed here is the public spending-
to-GDP ratio. The average 2001-2008 spending rate for the EU countries was
46% GDP [3]. At the same time, the concept of an adverse impact of high
public spending on economy prevails in literature. This results first of all
from the widespread belief in the low efficiency of public sector in delivering
public services and in its inherent bias for excessive bureaucracy. Another
significant argument is that a high level of public spending inevitably leads
to high taxes. This, in turn, prevents the economy from competing effectively
and may lead to a fall in investments which are crucial especially for the
emerging economies. The concept of an adverse impact of high public
spending on economic growth is also confirmed by the results obtained by
Schuknecht and Tanzi in their mid-1990s survey covering 24 countries [4].

The analysed economies demonstrated diverse rates of economic growth.
The average rate of GDP increase during the 2001-2003 period was 5.56%. It
should be stressed here that during that time the annual average economic
growth in the ten countries in question was much faster than the EU average
of a mere 1.99%.

TAB. 1: Growth rate of GDP volume - percentage change on previous year

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Bulgaria 4.1 4.5 5.0 6.6 6.2 6.3 6.2 6.0
Czech Republic| 2.5 1.9 3.6 4.5 6.3 6.8 6.1 2.5
Estonia 7.5 7.9 7.6 7.2 9.4 10.0 7.2 -3.6
Latvia 8.0 6.5 7.2 8.7 10.6 12.2 10.0 -4.6
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Lithuania 6.7 6.9 10.2 7.4 7.8 7.8 9.8 2.8
Hungary 4.1 4.4 4.3 4.9 3.5 4.0 1.0 0.6
Poland 1.2 1.4 3.9 5.3 3.6 6.2 6.8 5.0
Romania 5.7 5.1 5.2 8.5 4.2 7.9 6.3 7.3
Slovenia 2.8 4.0 2.8 4.3 4.5 5.8 6.8 3.5
Slovakia 3.5 4.6 4.8 5.0 6.7 8.5 10.6 6.2

Source: own work, based on Eurostat data:

Both the highest and the lowest annual growth rates were recorded in Latvia
- +12.2% in 2006 and -4.6% in 2008. However, the lowest overall average
growth rate for the period was 3.35%, recorded by Hungary. Conversely, the
highest overall average growth rate for the period was recorded by Lithuania
and amounted to 7.43%. Latvia was not much worse with the average growth
rate of 7.33%. The average rates of annual economic growth recorded by
other countries amounted respectively to: for Estonia - 6.65%, Romania -
6.28%, Slovakia - 6.24%, Slovenia - 5.64, Bulgaria - 5.61%), Czech Republic
- 4.28% and Poland - 4.18%. The above data justify the statement that
within the analysed group there were huge differences in the rate of
economic growth. The annual growth rate for Hungary was only 46% of the
Lithuanian one.

For the ten economies analysed, the average rate of public spending during
the 2001-2008 period was 40.26% of GDP. This is a lower ratio than the EU-
27 average, which reached 46.59% of GDP.

TAB. 2: Total general government expenditure - General

government (% of GDP)

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Bulgaria 40,3 40,3 40,3 39,7 39,3 36,5 41,5 37,3
Czech Republic| 44,4 46,3 47,3 45,1 45,0 43,7 42,5 42,9
Estonia 34,8 35,8 34,8 34,0 33,6 34,0 34,8 39,9
Latvia 34,6 35,6 34,8 35,8 35,6 38,2 35,9 38,8
Lithuania 36,8 34,7 33,2 33,3 33,3 33,6 34,8 37,4
Hungary 47,3 51,2 49,4 48,7 50,1 52,0 49,8 49,2
Poland 43,8 44,2 44,6 42,6 43,4 43,9 42,2 43,3
Romania 36,0 35,0 33,5 33,5 33,5 35,3 36,0 38,4
Slovenia 47,6 46,3 46,4 45,8 45,2 44,5 42,4 44,2
Slovakia 44,5 45,0 40,1 37,6 38,0 36,9 34,4 34,8

Source: own work, based on Eurostat data:

Among the economies analysed, the rate of public spending was kept lowest
by Lithuania - at 34.64% of GDP. The highest spending-to-GDP ratio
occurred in Hungary, where it amounted to 49.71% on average. During the
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same period, low values of public spending-to-GDP ratio were also maintained
by: Romania - 35.15%, Estonia - 35.21%, Latvia - 36.16%, Slovakia -
38.91% and Bulgaria - 39.4%. Even the economies with highest spending
rates in the group, namely Poland with 43.5% of GDP, Czech Republic with
44.65% of GDP and Slovenia with 45.3% of GDP, did not reach the EU
average. The post-communist economies which accessed the European
Union generally keep their public expenditures low. The countries with the
lowest spending-to-GDP ratios at the same time present the highest rate of
economic growth. On the other side, the Hungarian economy with the
highest spending-to-GDP ratio in the group at the same time presents the
lowest rate of economic growth. The same refers to Poland and the Czech
Republic.

TAB. 3: Total general government revenue

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Bulgaria 40.9 | 39.5 | 40.0 | 41.3 41.2 39.5 41.5 39.1
Czech Republic| 38.7 39.5 | 40.7 | 42.2 41.4 41.1 41.9 40.9
Estonia 347 | 36.0 | 36.5 | 35.6 | 352 | 36.3 | 37.4 37.1
Latvia 32,5 | 334 | 33.2 | 34.7 35.1 37.7 | 35.5 | 34.6
Lithuania 33.2 | 32.9 31.9 31.8 32.8 33.1 33.8 | 34.2
Hungary 43.2 | 42.3 | 42.2 | 423 | 42.2 | 42.6 | 44.8 | 455
Poland 38.6 | 39.2 | 384 | 369 | 39.4 | 40.2 | 40.3 | 39.6
Romania 32,5 | 33.0 | 32.0 | 32.3 | 323 33.1 33.5 | 32.8
Slovenia 43.6 | 43.9 | 43.7 | 43.6 | 43.8 | 43.2 | 424 | 424
Slovakia 38.0 | 36.8 | 374 | 353 | 35.2 | 33,5 | 32.5 | 325

Source: own work, based on Eurostat data:

In the economies analysed, the expenditure rate seems to be closely related
to the public sector revenues, which during the period in question averaged
37.82% of GDP. Across the EU-27, the average value of government revenue-
to-GDP ratio was 44.49% for the same period. Therefore it may be concluded
that not only the expenditures but also the revenues of the new EU member
countries of the former Eastern Block are below the EU average. However,
within the group there are visible differences in fiscal decisions referring to
the government revenues. The lowest revenue-to-GDP ratio was recorded by
Romania where the annual average for the period was 32.69%. A similarly
low value was recorded by Lithuania - 32.96% on average. Slightly higher
levels were found in Latvia -34.59% of GDP, Slovakia - 35.15% of GDP and
Estonia - 36.1% of GDP. Within the group, the countries with relatively high
annual average government revenue levels were Poland - 39.08% of GDP,
Bulgaria - 40.38% of GDP and Czech republic - 40.8% of GDP. During the
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period in question, the highest average revenue levels can be boasted by
Hungary (43.44% of GDP) and Slovenia (43.33% of GDP).

Consideration of the relation between public sector revenues and economic
growth also leads to the conclusion that countries with low revenue levels -
and consequently small fiscal burdens - recorded higher rates of economic
growth. At the same time, the Hungarian economy where public sector
revenues make the highest percentage of GDP recorded the lowest rate of
economic growth.

TAB. 4: Net borrowing/lending of consolidated general government
sector as a percentage of GDP

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Bulgaria 0,6 -0,8 -0,3 1,6 1,9 3,0 0,1 1,8
Czech Republic| -5,6 -6,8 -6,6 -3,0 -3,6 -2,6 -0,7 -2,1
Estonia -0,1 0,3 1,7 1,6 1,6 2,3 2,6 -2,7
Latvia -2,1 -2,3 -1,6 -1,0 -0,4 -0,5 -0,3 -4,1
Lithuania -3,6 -1,9 -1,3 -1,5 -0,5 -0,4 -1,0 -3,2
Hungary -4,0 -8,9 -7,2 -6,4 -7,9 -9,3 -5,0 -3,8
Poland -5,1 -5,0 -6,3 -5,7 -4,1 -3,6 -1,9 -3,6
Romania -3,5 -2,0 -1,5 -1,2 -1,2 -2,2 -2,5 -5,5
Slovenia -4,0 -2,5 -2,7 -2,2 -1,4 -1,3 0,0 -1,8
Slovakia -6,5 -8,2 -2,8 -2,4 -2,8 -3,5 -1,9 -2,3

Source: own work, based on Eurostat data:

During the 2001-2008 period, for the countries in question the average rate
of budget deficit as compared to GDP was 2.44%. This value exceeds the EU-
27 average deficit of 2.1%. This relationship seems to confirm the hypothesis
of the new EU members having deficits naturally exceeding the European
average. However, the differences are not large, and the average deficit level
does not exceed the Maastricht criterion of 3%. On the other hand, an
analysis of individual years within the period shows that some countries at
times exceeded this reference value. The only countries that never exceeded
the 3% cap during the period were Bulgaria and Estonia. The highest annual
budget deficit was reported by Hungary in 2006 when it amounted to 9.3%.
The highest annual budget surplus (2.6%) was reported by Estonia in 2007.
With reference to the average value of budget deficit-to-GDP ratio throughout
the period analysed, again the country having the highest average deficit was
Hungary with its ratio of 6.56%. Also in Poland the average deficit was high,
at 4.41%. The average rates of budget deficits reported by other countries
amounted respectively to: for the Czech Republic - 3.87%, Slovakia - 3.8%,
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Romania - 2.45%, Slovenia - 2%, Lithuania - 1.68%, and Latvia - 1.54%.
The only countries who managed to average a positive budget balance
throughout the period analysed were Estonia (0.91%) and Bulgaria (1%).
The above values allow the conclusion of an adverse impact of a high budget
deficit on economic growth. The countries who had low budget deficit or
even a surplus registered a higher rate of economic growth than those with
high budget deficit levels. This is contrary to the claim that the new EU
member countries use their high budget deficit levels to improve their
capacities for EU funding absorption and increase the rates of economic
growth. It seems that the high budget deficit levels are rather symptomatic of
delays in economy transformations and public finance reforms. This
hypothesis finds its confirmation in the data referring to the public debt-to-
GDP ratio.

TAB. 5: General government consolidated gross debt as

a percentage of GDP

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Bulgaria 67.3 53.6 45.9 37.9 29.2 22.7 18.2 14.1
Czech Republic| 24.9 28.2 29.8 30.1 29.7 29.4 29.0 30.0
Estonia 4.8 5.7 5.6 5.0 4.6 4.5 3.8 4.6
Latvia 14.0 13.5 14.6 14.9 12.4 10.7 9.0 19.5
Lithuania 23.1 22.3 21.1 19.4 18.4 18.0 16.9 15.6
Hungary 52.0 55.6 58.4 59.1 61.8 65.6 65.9 72.9
Poland 37.6 42.2 47.1 45.7 47.1 47.7 45.0 47.2
Romania 25.7 249 21.5 18.7 15.8 12.4 12.6 13.6
Slovenia 26.8 28.0 27.5 27.2 27.0 26.7 23.3 22.5
Slovakia 48.9 43.4 | 424 41.5 34.2 30.5 29.3 27.7

Source: own work, based on Eurostat data:

Throughout the period analysed, only two of the countries in question ever
exceeded the 60% cap on the proportion of public debt to GDP: Bulgaria (for
one year) and Hungary (for four consecutive years). The situation of
Hungary is the more dangerous that during the 2001-2008 period its public
debt grew steadily from 52% to 72.9%. And the debt kept growing despite
the fact that since 2006 Hungary has been gradually reducing its budget
deficit. During the 2001-2008 period, the average value of debt-to-GDP ratio
for the economies in question was 28.15%, which is definitely lower than the
EU-27 average of 61.2% for the same period. However, the differences in
public debt levels between individual countries were large indeed. Next to
Hungary, where public debt averaged 61.41%, this group encompasses
Estonia with debt at 4.82% of GDP. Poland also registered a relatively high
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average debt of 44.95%. In other countries, the average value of debt-to-GDP
ratio for the period was rather low: in Bulgaria - 36.11%, Czech Republic -
28.88%, Slovenia - 26.12%, Lithuania - 19.35%, Romania - 19.15%, and
Latvia - 13.57%.

Conclusions

Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland,
Romania, Slovakia and Slovenia are all countries in Central and Eastern
Europe who had similar experiences on their way to economic and political
transformation. All of them had to reform their economies as a consequence
of the economic and political transformation. Their transition from the
centralised to free-market economy entailed various social tensions and
economic costs. However, they did not choose the same fiscal solutions to
attain their economic goals. Each of the countries decided to apply its
specific set of fiscal instruments to arrive at economic growth.

Another similarity between the countries discussed here is the fact that their
accession to the European Union as well as commencement of their
preparation for the monetary union accession took place at nearly the same
time. This made them hook their fiscal policies on the criteria set forth in the
Maastricht Treaty and the Stability and Growth Pact. The criteria are related
to the growing significance of fiscal policy in the face of a voluntary waiver of
independent monetary policy. The fiscal criteria imposed by the
aforementioned official documents were intended to protect the common
currency from the adverse impact of an unsound fiscal policy of any member
country. Those of the countries analysed who have already adopted euro and
those who aspire to do so are closely monitored for their ability to run sound
fiscal policies and to reform their public finances. The current fiscal
situation of Greece only confirms the necessity of observing the agreed fiscal
standards.

The analysis of fiscal policies run by the Central and Eastern Europe
countries in question demonstrates a significant divergence in their
approach to individual aggregates, but also many regularities which all of
them share. It can be observed that all those countries are subject to a
competitive pressure with respect to the fiscal burdens imposed within their
economies. While competing for investment capital, the Central and Eastern
Europe countries reduce the fiscal burdens and that results - for all of them -
in the public revenue-to-GDP ratios below the European average. Therefore
it may be assumed that in this way those economies have been trying to
acquire the capital necessary to finance their long-term economic growth.
However, while the decisions to put their public sector revenues low are
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relatively easy, the decision to curb public expenditure is not necessarily so.
In this context, the position of Hungary seems particularly dangerous as its
public spending level has exceeded the European average and is coming
close to that of Scandinavian countries.

A very different approach to their budgets was adopted by Lithuania, Latvia
and Estonia. Those countries adjusted their public spending to low public
revenues and run a small-budget policy. In order to maintain the adopted
fiscal standards, those countries had to enforce unpopular reforms which
allowed to keep spending low. Obviously, it could be argued that The
Hungarian policy might be devised for a long-term success. The high public
spending levels might favour the absorption of EU funds. However, this
concept should be bringing high rate of economic growth, while the
situation in Hungary is just the opposite.

Most of the other countries tried to adjust their public spending to the
revenues earned, thus keeping the budget deficit at a safe level. It seems
that for a majority of the countries in question considered the risk of
uncontrolled deficit too high. They decided that a curb in public spending
and a reform of public finances present a better chance for sustainable
economic growth than solving the social problems or stimulating growth
through an increase in public spending. For the new EU member countries,
keeping the budget deficit below the reference value of 3% of GDP was also
a prerequisite of prospective accession to the monetary union. It should be
noted that the prerequisite has been met by a majority of the countries
analysed. Unfortunately, Poland has had problems with keeping the budget
deficit low that are secondary only to those suffered by Hungary. The
statistical data demonstrate that neither Poland nor Hungary is now capable
of regularly meeting the convergence criterion of budget balance. This is the
more obvious that a majority of the countries analysed are able to keep their
budget positions close to balance or even in surplus.

Running a fiscal policy oriented towards long-term goals will be related to
keeping the public debt below the reference value of 60 % of GDP. Most of
the countries in question keep this ratio at very low levels. Such a policy
allows reduction of the costs related to public debt servicing. However, it
may also reduce the capacity for stimulating economic growth with public
spending and for EU aid funds absorption.

The objective of the adopted approach to fiscal policy is attaining a high rate
of sustainable economic growth. The decisions related to public revenues
and spending, budget deficit and public debt are to foster this primary
objective notwithstanding the criteria set forth in the European treaties.
However, compliance with the fiscal criteria allows reaching a rate of
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economic growth that is definitely higher than the one obtained while
exceeding the deficit and/or debt reference values. The example of the EU
member countries of Central and Eastern Europe clearly demonstrates the
relationship between the high fiscal standards and the rate of economic
growth. The public revenue levels, budgeted below the European average due
to competing for investment capital, have enforced other measures related to
public spending, budget balance and - consequently — public debt. Running
a prudent fiscal policy required the countries of Central and Eastern Europe
to follow the socially controversial path of system transformation. However,
this brought about a high rate of economic growth. Therefore it may be
concluded that maintaining the low levels of public revenues and spending
as well as budget deficit and public debt ensure not only meeting the
convergence criteria but also a higher rate of economic growth than that
attained by the non-compliant countries.

The analysis has demonstrated the risks related to unsound selection of
fiscal policy instruments that are run by the countries of Central and Eastern
Europe. The core objective of fiscal policy is attaining a high rate of
sustainable economic growth. However, the emerging economies are often
tempted to achieve the short-term social objectives. The budget deficit may
be utilised to achieve such objectives e.g. to maintain a political consensus.
Still, a frequent side effect is an increased public debt. The Hungarian
economy makes an example of the adverse impact of unsound selection of
fiscal instruments to reach short-term objectives. The sluggish GDP is just an
outcome of such policies. Consequently, the next objective of Hungarian
government must be restoring the balance of public finances. It seems that
the Hungarian government suffers from a deficit - first voluntary and then
imposed - of instruments to create a long-term, sustainable economic
growth. It seems that the fiscal solutions applied by the Baltic states or
Romania are best-suited to the specifics of the emerging economies of
Central and Eastern Europe. Maintaining the discipline of public finances,
low budget deficit and consequently low public debt translate into high rates
of economic growth. In this case, the primary objective of fiscal policy
prevails over the short-term goals. Moreover, in an economy maintaining the
discipline of public finances, the fiscal instruments are easier to apply in a
situation of such a global economic downturn as the one we saw in the
second half of 2008. An analysis of the processes arising from the fiscal
policies adopted by Hungary or other countries discussed here seems to be
an exercise recommendable for Poland, which still runs the risk of applying
the fiscal instruments to short-term goals at the expense of long-term
economic growth.

249



References:

[1] Eurostat (20.02.2011),
http://epp.eurostat.ec.europa.eu/portal/page/portal/government_finan
ce_statistics/data/main_tables

[2] FATAS, A., MIHOV, 1. (2003), ,,On Constraining Fiscal Policy Discretion
in EMU”, Oxford Review of Economic Policy, 19:112-131

[3] OWSIAK, S. (2002), Finanse publiczne. Teoria i praktyka [ Theory and

Practice of Public Finances, in Polish], Warszawa: Wydawnictwo
Naukowe PWN.

[4] PIOTROWSKA, M. (2007),
http://mikro.univ.szczecin.pl/bp/pdf/41/10.pdf 16.02.2010.

250



THE CONCEPT OF TRANSACTION COSTS AND THE FUNCTIONING OF
THE ECONOMY IN SELECTED REGIONS OF THE WORLD

Marian Zalesko
University of Bialystok
mzalesko@uwb.edu.pl

Key words:
transaction costs - economic system - economic changes

Abstract:

The increasing complexity of economic processes generates increasing costs.
Transaction costs are becoming more and more important in the structure of
operating costs in the economy. Their size in modern market economies in
many countries exceeds 50% of the national income and increases during
the time. The article aims to present research on the economics of
transaction costs. This topic should become an area of interest for larger
group of economists.

Introduction

The increase in operating costs of the economy requires their identification.
Transaction costs have important role in this area. In the opinion of R.
Coase, a leading representative of the institutional economics, the concept of
transaction costs is crucial to understand the rules of the economic system
[4, 6]. Meanwhile, analysis of transaction costs is still hardly visible in the
modern economic thought.

This article aims to present the size of transaction costs in the economies of
selected countries. The study will pay attention to the problems associated
with defining transaction costs. It presents also some problems resulting
from the method for measuring them.

1. Outline of the economics of transaction costs

Issues relating to transaction costs are among the major directions of the
research in the new institutional economics. The foundations of the theory
of transaction costs were created by R. Coase. He noted that the transactions
to be concluded in the economy accompanied by a variety of costs, which
correspond to the "friction forces" in the physical system. He also
emphasized that little attention is paid to the transaction costs in the
developing of the economic models. As a result, the theory is often far from
the problems of the economy in practice [3, 386-405].
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In O. Williamson’s opinion the economics of the transaction costs is a valuable
direction of the research. It is characterized by comparative, institutional
approach to the study of economic organization in which transactions are
the basic unit of analysis. It has an interdisciplinary character as it takes into
account the economic, legal and organizational aspects. It has a relatively
wide range of interests and broad application. Practically all the relationships,
economic or others, in the form of a contract can be advantageously analyzed
and evaluated using the concepts of the economics of transaction costs. This
applies to most explicit and implicit contractual relations [13, 387].

2. Defining the transaction costs

It is assumed that the concept of transaction costs has been introduced into
the economics by R. Coase, and J. Hicks. Two prominent economists in their
work from the 30s The twentieth century [3, 386-405, 7, 1-19] have attempted
to replace the concept of friction in the economic system (the term used by
economists in the nineteenth century), with the cost category. But they did
not use the term of transaction cost not directly nor unambiguously. Coase
used the term of the cost of the functioning of the price mechanism. Hicks,
in turn, used the cost of transfer of assets. Formally, the term of transaction
cost (in truth, treated as a brokerage fee) was introduced to economics in the
mid-twentieth century, by J. Marschak [9, 71-100].

This raises the question: How to define a transaction cost? K. Arrow has
defined transaction costs as the "costs of running the Economic System" [1,
48]. J. Wallis and D. North, in turn, argue that “transaction costs are the
costs associated with making exchanges, the costs of performing the
transaction function” [12, 97]. In Polish economic literature interesting
definition of transaction costs was presented by W. Stankiewicz. In his
opinion, “transaction costs are part of the total costs of the socio-economic
systems, which includes expenditures on conclusion and implementation of
all types of transaction” [10, 170].

The economic literature usually distinguishes three types of transaction
costs. E. Furubotn and R. Richter divided them into: market transaction
costs, hierarchical transaction costs (costs of managing the enterprise) and
the political transaction costs. Market transaction costs are the costs of
spontaneous cooperation based on competition. Management costs in the
enterprise consist of costs of maintaining the company organizational
structure on the one hand and costs of decision-making in the company on
the other. Political transaction costs are expenses incurred by the state for
the organization and maintenance of wider structures of state administration
and the costs of creating and maintaining the shape of the constitution
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confers politico-economic system of the state [6, 43]. It should be noted that
transaction costs are endogenous in nature in relation to the direct costs of
production.

3. Measuring transaction costs and their size in selected economies
Attempts to measure transaction costs have not brought a uniform method
of calculating them. The most famous example in the economic literature to
measure transaction costs can be found in the work of J. Wallis and D.
North's' [12, 95-161] and it relates to the U.S. economy. In order to calculate
the size of transaction costs in the economy, researchers divided the
economy into production sector and the transactions sector. The first plays
the transformation function, a second transaction function. Then, they
spitted the transactions sector of the economy into the private and the public
sector. In the next step the private sector was divided into transactional
industry and non-trading industry. They assumed the amount of resources
that can be used to carry out the functions of the transaction in both forms of
the industry. Transaction costs in the transactional industry are understood
as a gross value of production created by the resources. Transaction costs in
the nontransaction industry are the labour costs of employed people in
accomplishing the transactional functions in various industries, such as
labor cost accountants, lawyers. The third type of costs, which appeared in
the study was defined as public transaction costs. Their measure is the scale
of expenditures incurred by the government to carry out the functions of the
transaction. North and Wallis use two ways of measuring such spending. In
the first method (I) they divide government’s activity into transaction and
non-transaction. Estimating the size of transaction costs is carried out here
on the basis of analogues to calculate them in the private sector transaction.
In the second case (II), the government is treated as a nontransaction
industry. Transaction costs are here the size of the wage bill. Table 1
presents results of the research.

"It is worth noting that the North and Wallis seem aware of the imperfections of the method
of measuring transaction costs, which they presented. They state unequivocally that "We
attempt to measure the level of transaction services provided in the economy, not the level
of total transaction costs" [12, 99].
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TAB. 1:
Percentage share of the transaction sector in the GNP in the U.S. (1870-1970)

. Public sector Total value
Year Private sector
I II | II
1870 22,49 3,6 1,7 26,09 24,19
1880 25,27 3,6 1,7 28,87 26,97
1890 29,12 3,6 1,7 32,72 30,82
1900 30,43 3,67 1,71 34,10 32,14
1910 31,51 3,66 1,93 35,17 33,44
1920 35,10 4,87 2,07 39,98 37,17
1930 38,19 8,17 2,62 46,35 40,81
1940 37,07 6,60 4,83 43,69 41,92
1950 40,30 10,95 4,33 51,25 44,63
1960 41,30 14,04 4,05 55,35 45,36
1970 40,80 13,90 5,86 54,71 46,66

Source: study based on [13, 121].

The data presented in Table 1 indicate the growing importance of the
transaction sector in the U.S. economy. The share of the resources involved
in the transaction sector in the GNP in the United States ranged from
approximately 26% in 1870 to nearly 55% in 1970 (according to first method
of calculations).

The increase in the resources consumed by the transactional sector in this
country was driven by the major structural changes in the economy. "These
have included the shift from rural to urban living, the shift in the
composition of output away from agricultural and manufacturing toward the
Extractive Industries, and then, more recently, the growth of services and the
growth of government, the changing size of Firms from the late Nineteenth
Century, he and the growing sophistication of Economic organization
"[12, 120]. Wallis and North said that "The growth of the transaction sector
is the growth of a function Necessary to the Coordination of the Tremendous
amount of resources have been committed That is the market over the last
hundred years" [12, 125].

One can find in literature the results of the size of transaction costs in other
countries. B. Dollery and Leong W. shows the size of transaction costs in the
GDP of Australia. In the years 1911-1991 their size increased from 35% to
60% [5, 207-231]. A similar trend was observed in Japan, Germany and
France. D. Eissrich shows the size of transaction costs in the GDP of these
countries for the years 1960-1990. In Japan, the share of transaction costs in
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the GDP increased from 40% in 1960 to 56% in 1990. In Germany increased,
respectively from 38% to 52% and in France from 34% to 63% [8, 329].

Attempts to estimate the transaction costs were also taken in transition
economies, like Poland and Bulgaria. The study of transaction costs in the
Polish economy was conducted by A. Sulejewicz and P. Graca-Gelert. The size
of transaction costs in 1996-2002 was estimated between the range of about
50% and over 67% [11, 227-262]. In Bulgaria, the scale of transaction costs
was estimated for the years 1997-2003 by G. Chobanov, H. Egbert and A.
Giuredzheklieva. Their calculations showed that during that period transaction
costs increased from 37.5% to 52.7% [2].

Transaction costs in modern market economies have increasingly larger
share in the total costs. Their size increases during the time. It is worth to
point out that the dynamics of transaction costs in developing countries, like
Poland and Bulgaria were clearly higher as compared to the trends observed
in developed market economies, in results from economic transformations
in the post-communist countries in the Europe.

Summary

Transaction costs are an important part of the costs of the functioning of the
economy. Their value increases from year to year. This trend is visible both
in highly developed countries (US, Japan, Germany) as well as in less developed
market economies (Poland, Bulgaria). The increase of the transaction costs
results from the growing complexity of the economic systems.
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