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Preface Hradec Krdlové, January 11, 2016

We are pleased to present the proceedings of the 14th international scientific conference
Hradec Economic Days 2016, held by the Department of Economics and the Department of
Management at the Faculty of Informatics and Management, University of Hradec Kralové
on Ferbruary 2 - 3, 2016.

Since its first year, the "Hradec Economic Days’ conference has undergone dynamic
development, and has been positively received by participants, as well as the Faculty and
University management, which has been very motivating for the organizers. A significant
achievement and a sign of recognition was the indexing of the Hradec Economic Days 2005 —
2011, 2013 conference proceedings in the CPCl (Conference Proceedings Citation Index)
database on the Web of Science. We are making every effort to ensure that the proceedings
from the following years are included in the database as well.

Apart from the increase in the number of participants, the hosting faculty also appreciates the
quality of submitted papers, as well as the fact that the speakers at the Hradec Economic Days
include leading professionals and researchers from universities and other types of institutions.

It has become a tradition to prepare the conference proceedings of reviewed papers, edited
by Ing. Pavel Jedlicka, CSc. They include the total of 182 papers, out of which 153 are written
in English, 17 in Czech, 2 in Slovak, and 10 in Polish. The authors of the papers come from the
Czech Republic (122), Slovakia (23), and Poland (37). In terms of home institutions, the
participants represent 25 Czech, 8 Slovak, 19 Polish universities or institutions.

The papers are divided into and discussed in eight sections:
I.  Latestissues in the financial markets

II.  Regional development macroeconomic context

Ill.  Business economics and management

IV.  Mathematical models in economics

V.  Modern trends in management

VI.  Ekonomia i zarzadzanie regiondw i przedsiebiorstw
VIl.  Ekonomika a fizeni firem a regiont

The HED conferences are organised with the aim to present the results of research in the fields
of economics, business economics, management, tourism and mathematical models, to
provide a platform for encounters of experts in related fields, to reinforce interdisciplinary
relations and research, to enable making contacts, which is essential for submission of
common research projects, and to provide space for presentation and publication activity of
junior educators. The 2016 HED conference aspires to meet all of these goals, too.

Our acknowledgements go to all the conference organisers.
Ing. Jaroslava Dittrichova, Ph.D.
Head of the Department of Economics

Faculty of Informatics and Management
University of Hradec Kralové
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SOCIAL MODELS OF FINANCIAL COMPENSATION

SOCIAL MODELS OF FINANCIAL COMPENSATION FOR A NON-QUALITY
OF CHOSEN POSTAL SERVICE
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University of Zilina
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Abstract:

Paper presents proposals of financial compensation for a non-quality of chosen postal
service in conditions of Slovakia. Slovenska posta, a. s. as the provider of universal
postal services must comply with quality standards defined for provided universal
services. One of them is the time limit of delivery (transit time) of any postal item
defined as “D+n”. Suggested social models of financial compensation, based on the
fundamental principles applied in the area of the international mails, point at a need to
compensate a non-quality, specifically the failure to meet stated delivery time criterion.
In the proposals, we assume inter alia that a customer usually senses a non-quality, but
he is not disposed to take any appropriate steps to solve the problem due to fact that the
price of service (and hence a potential amount of financial compensation) is negligible
in comparison to an effort expended in the official complaining process (under the
official Postal Conditions and Claims Procedure accepting STN EN 14012).

Introduction

The postal sector has been representing important part of dynamically evolving tertiary
sector of the national economy. The technical progress and implementation of new
technologies in the field of postal services foster to improve existing services, mainly
improvement and simplification of the process of submission and delivery of mails,
parcels and express services can be mentioned, or they help to develop new ones, such
as hybrid mail, electronic postal services or other e-commerce activities. All these
activities as well as by virtue of growing competitive pressures in the postal market are
tailored to customers’ requirements. Despite the efforts of providers to meet customers’
evolving needs there have been still deficiencies, which reduce quality of provided
services and customer’s satisfaction, in the postal sector.

When any mails is posting, the customer (individual or corporate) concludes an
agreement with a provider of postal services — so-called tacit agreement, in which the
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provider commits to deliver it under the proclaimed conditions in writing. In case of the
1% class letter (also known as “priority letter” or “letter of the fasted category”,
thereinafter 1CL), the provider guarantees customers to deliver such kind of letters on
time within the time limit D+1, which means that the letter will be delivered to the
addressee one working day after its posting.

To find whether the provider delivered the letter on time is relatively impossible, unless
the customer (sender of the letter), does not directly contact the addressee. If he finds
that the provider did not meet his commitment to deliver the letter within the defined
time limit, he has possibility to exercise his rights of complain. However, it is
questionable how the customer will be compensated if the provider of postal services
fails and the customer is not officially notified about the provider’s failure (Achimska,
2009).

This problem is discussed in the following text in more details together with proposals
of potential financial compensation in case of chosen postal services — the 1CL sent
within Slovakia up to weight 50 g. We would like to note that due to the unavailability
of some input data, in quantification of the compensation cover, we considered data
from 2012, but it does not interfere with the draft methodology.

1. Methods, literature overview and initial problem of the solving issue

Slovenskad posta, a.s. (Slovak Post, plc.; thereinafter “the Post”) is the national state-
owned postal operator and the most significant provider of universal postal services in
the Slovak postal market in terms of the Act No. 324/2011 Coll. on postal services and
on amendments and supplements to certain acts (in Slovak Zakon ¢. 324/2011 Z.z. 0
postovych sluzbach a o zmene a doplneni niektorych zakonov; thereinafter “the Act on
postal services”). The Post provides postal services under its Postal Conditions on the
basis of postal agreement (defined in the Section 1(5)) in accordance with the Act on
postal services.

As the provider of universal postal services must meet quality standards defined for all
products, which are provided within such kind of services, thus also in case of the 1CLs.
One of the basic quality standard adopted here is the time limit for delivery of priority
letters D+1. In Slovakia any customer, who wants to use this postal service, based on
actual pricelist of the Post, is required to pay more than for the letter of 2" class (known
as “standard letter” or “letter of the standard category”) with the delivery time limit
D+2. Therefore it is normal when the customer expects that the Post meet the time limit
for the delivery of the 1CL. The tracking of the letter is not always easy and the
customer is not always notified about failure to meet delivery time. If the customer
decides to make an official complaint due to delayed mail (due to non-compliance of the
Postal conditions) and if the complaint is justified, he has right to be compensated in
accordance with the Postal conditions and Postal claims procedures. Both official
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documents of the Post must be proved by the Regulatory Authority for Electronic
Communications and Postal Services (in Slovak Urad pre reguluciu elektronickej
komunikacii a postovych sluzieb; thereinafter “the Regulatory Authority”). The Post is
obliged to pay the compensation at the rate of complained service — in our case the 1CL
(at the present 0.65 €, in 2012 0.60 €). However, most of customers do not consider this
rate of compensation to high enough in comparison to other opportunity costs, which
refer to overall complaints procedures. For that reason many customer do not consider
to take any official steps. However, in such case the provider of postal service unjustly
enriches himself to the detriment of the whole society (it can be seen as the negative
externality of entrepreneurial activity) and profits from non-quality of provided
services.

With the phenomenon non-quality the costs of non-quality are logically associated.
Sorqvist (2001) defines them as “the costs which would be eliminated if a company’s
products and processes in its business were prefect.” Logically, if they are not, any
company may be exposed to the risk that will be forced to deal with costs of non-
quality. We know that high quality plays a critical role for sustaining competitive
advantage at the present. But in connection with our analysed problem the rule is — if
the customer does not take appropriate steps to solve his dissatisfaction, the provider
will not deal with services' non-quality and will benefit from given situation.

1.1. Current state of the solving issue

Currently, the Regulatory Authority supervises the provision and pricing of postal
services and postal payment services in Slovakia. Its competences and liabilities are
given by the existing national and international legislative. They include also
competences to set quality standards for postal universal services (as the minimal level
that should be reached). Based on the European norm EN 13850:2012 (Postal services.
Quality for Services). Measurement of the transit time of end-to-end services for single
piece priority mail and 1st class mail; in Slovakia issued as STN EN 13850) any
provider of universal postal services must perform the measurement of quality of
timeless of delivery of any mails, which are defined as universal postal services. The
measurement of on-time delivery of 1CLs is based on “End to End” method. The main
aim of quality measurement is to find out what share of the 1CLs the Post is able to
deliver in the set delivery time limit defined by the norm and approved by the
Regulatory Authority. In Slovakia, the measurement is performed by the independent
authority (at the request of the Post) — by the University of Zilina in Zilina quarterly.
The findings of the measurement must be available to the Regulatory Authority at its
request. The results also represent one of the quality indicators of the Post as the
national universal postal operator.

The quality standards and their minimal level are defined in the directive issued by the
Regulatory Authority “Requirements for the universal service” (in Slovak Poziadavky
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na kvalitu univerzalnej sluzby) in accordance with the Act on postal services Section 41.
Presently, the limit is 93%, which means that at least 93% of all letters of the 1st class
must be delivered 1 working day after posting them. If the limit is not meet, the
Regulatory Authority has the right to penalize the Post as the provider of universal
postal services. Information on yearly results of measurements are presented in the
following graph. The term “measurement” represents real measured data; the term
“standard” represents the limits defined by the directive for each year.

FIG. 1: Results of the delivery time measurement of the 1CLs in comparison to the
national norm
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Source: compiled by authors based on the Regulatory Authority for Electronic Communications and
Postal Services (2014) and Achimsky K., Achimska, Kajanek and Achimsky L. (2013)

2. Proposals of social models of financial compensation for a non-quality of
chosen postal service

2.1. Background for solving of the analysed issue

Currently functioning system of compensation in the international mails (cross-border
priority items) stands at the beginning of our idea dealing with the non-quality of the
1CLs and emerging problems of externalities of the national universal postal service
provider. In accordance to the international norms (Directive No. 97/67/EC amended by
the Directive No. 2002/39/EC and 2008/6/EC of the European Parliament and Council),
the quality standard for priority cross-border letters within the European Community is
set at 85% (85% of all priority letters must be delivered within the D+3 limit). However
in contrast to the Slovak directive, the norm defines the amount of funds that the
universal postal provider will be shorten if he not meet the quality standards. In such
away, the price of non-quality is practically calculated and each provider’s failure
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represents “a contribution” to the entrepreneurial loss. The final amount of financial
compensation that the provider must pay depends on a potential income from providing
of such kind services (cross-border priority letters) and the percentage is given by the
convention of the Universal Postal Union.

In case that we would like to create a truly social fair compensation system, based on
the model above, we could consider as satisfactory, if the provider delivers all mails on
time — it means to meet the time delivery conditions at 100% (no mail will be delayed).
This also represents our premise on which we have developed our social models of
financial compensation for a non-quality of the 1CLs applicable in the Slovak
conditions.

2.2. Initial state

Before creating a model, the limits of potential financial compensation for a non-quality
of the analysed product must be defined. A given margin of potential compensation
represents a space within which our social models of financial compensation of a non-
quality for the 1CLs range. The limits represent the extremes of financial compensation
— the first extreme would be the situation, if the non-quality in the area of the 1CLs was
not being compensated at all (current situation — when a customer does not make
official complaint that his priority letter was not delivered on-time; the provider
“retains” 100% of the price value of non-conforming letters), the second one would be
the situation of maximal social compensation that encompasses a repayment of the full
amount of the price value of non-confirming letters to the dedicated fund.

As it is apparent from the following figure, we consider three potential possibilities of
financial compensation with the different amounts (model B, model A and model of
maximal compensation). It is also clear that the analysis of current state does not make
sense, since there is no financial compensation for non-confirming priority letters
(letters not delivered on-time according to D+1). As well it must be clear that possible
application of suggested models of financial compensation into practise necessarily
requires establishing a compensation fund (from the point of view of legislation,
functional and organizational rules) into which the providers of universal postal services
will pay financial compensation cover as “penalties” for their failure to comply defined
quality standards.
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FIG. 2: Level of potential financial compensation for a non-quality of postal
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In calculating the amount of financial compensation for particular models, which should
a provider — in our case the Slovak Post as the single provider of universal services in
Slovakia — pay if the Post did not meet the quality standard of on-time delivery, we use
the data from the annual measurement of the on-time delivery of the CLs in 2012. The
measurement was performed continuously during the whole year by sending test letters
of the 1% class throughout the territory of Slovakia (the sender and the addressee were
situated in the Slovak Republic). The results of the measurement of on-time delivery of
the 1CLs are shown in the following figure. As readers can see, the value of quality
standard in 2012 was 96% and the Slovak Post met the delivery time limit of the 1CLs
at 96.1%. Furthermore it can be seen that the rest of testing letters were delivered not
later than in D+4 limit.

FIG. 3: Results of the delivery time measurement of the 1CLs in D+n limit for 2012

100 99,74 99,94 100,00 100,00 100,00
99
98

97 96,01

9 96,01
95

94
93
92
91 3,73/ 0,19 0,06 - -
90 —

D+1 D+2 D+3 D+4 D+5 D+6

O Delivered within D+n [%]
@ Cumulative numbers [%]

Source: compiled by authors based on Achimsky K., Achimskd, Kajanek and Achimsky L. (2013)
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As well the price paid for priority letters and the total number of posted priority letters
must be known and taken into account. In 2012 the single price for priority letters
without any additional services with the weight up to 50g including was 0.60 € and
approximately 12.6 million of them were sent in Slovakia.

3. Social models of financial compensation for a non-quality

3.1. Social model of maximal financial compensation

The maximal compensation cover, as we have noted above, represents one of the
extremes of the potential financial contribution to the compensation fund. If the
principles of this model were applied into practice, the Post would have to pay into the
compensation fund the full price (= 100%) of all priority letters, which were not
delivered on time. Now, if we consider the data from the quality measurement for 2012,
the share of the 1CLs not delivered within one working day after posting was 3.99% of
all sent priority letters that represents 502 740 pcs. in the absolute numbers. In the case
of maximal financial cover of non-conforming letters, the Post would have to pay to the
fund 301 644 € (the price of the priority letter in 2012 multiply by the number of non-
conforming letters), which is in total contradiction to the current solution — the Post
does not pay any money for non-quality of delivery of the 1CLs within the declared
time limit. Next two models can be seen as compromise solutions of the current state
and the social model of maximal financial compensation.

TAB. 1: Social model of maximal financial compensation

Value of sent

Delivery Measured Measured Non-  Costs of Non- Letters Compensation
term(D+n) Quality (%) quality (%) quality (€) (thousand pcs.) Cover (thousand €)
D+1 96,01 3,99 0,6 12 600 301644

Source: authors

3.2. The social model of partial financial compensation “A”

The social model of partial financial compensation version “A” would take into account
not only the 1CLs that were delivered on time within D+1 limit, but as well the 1CLs
that were delivered within 2 working days after posting — within D+2 limit (delayed by
1 day). The Slovak Post would not be obliged to pay into the compensation fund the full
price (= 100%) of all priority letters, which were not delivered on time. In contrast to
the previous model, the Post would have to pay just a partial financial compensation.
The contribution to the Fund we propose to quantify as follows.

As we have already mentioned, the total share of priority letters not delivered within
D+1 limit in 2012 was 3.99%, in the absolute numbers 502 740 pcs. Their real times of
delivery de facto correspond to the delivery conditions of cheaper postal service — the
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2" class letters. The price of such kind letters in 2012 was 0.40 € (standard letter
without any additional services) that was 0.20 € less than the price of the 1CLs that is
taken into account in the proposed model of partial compensation version “A”. In this
case, we suggest that the compensation cover paid to the Fund should be split into two
parts. The first part of compensation would represent the non-quality of the time
delivery of the 1CLs (D+1 limit) and its total amount would be given by the price
difference of the 1CLs and 2" class letters and by the total number of non-conforming
1CLs. The second part of the financial cover would also depend on the non-quality of
delivery, but within D+2 limit — it would take into account the number of non-
confirming letters, which were not delivered within two days after posting (the number
of letters delivered later than D+2 limit) — and the full price of the 1CLs 0.60 €. In such
case the Post would contribute to the Fund an amount 120 204 €. The calculations are
given in the table below.

TAB. 2: Social Model of Partial Financial Compensation “A”

Delivery Measured Measured Non-  Costs of Non- Numbli;:sf Sent Compensation
term(D+n) Quality (%) quality (%) quality (€) (thousand pcs.) Cover (thousand €)
D+1 96,01 3,99 0,2 12 600 100 548
D+2 99,74 0,26 0,6 19 656
Total - - - - 120 204

Source: authors

3.3. The social model of partial financial compensation “B”

This version of partial financial compensation due to failure to comply the delivery time
condition of the 1CLs is based on the assumption, that the customer should be
compensated in the amount of the profit margin of given postal service. It means that
the model takes into account the Post’s effort to meet all conditions of the tacit
agreement and thereby all costs relating to this service should not be a part of the
financial cover paid to the Fund. And the same way as the previous model of partial
compensation it admits the possibility that the total amount of compensation cover will
depend on the share of priority letters not delivered within the time limits D+1 and D+2.

Due to facilitating of the calculations, we will assume that the unit profit margin from
one priority letter and the 2" class letter is 10% (in 2012 it would be 0.06 € and 0.04 €
per piece). If the delivery terms D+1 and D+2 were not meet, in case of this model the
profit margin would represent unjust enrichment of the Post. The total financial
compensation for non-confirming priority letters within D+1 limit based on data from
2012 would be 30 164 € (the total percentage of priority letters not delivered on time
multiplies by the unit profit margin) and for non-conforming letters within D+2 limit
would be 1 310 € (the total percentage of priority letters not delivered within 2 days
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after posting multiplies by the unit profit margin). The complete calculations are given
in the following table.

TAB. 3: Social Model of Partial Financial Compensation “B”

Value of Sent

Delivery Measured Measured Non-  Costs of Non- Letters Compensation
term (D+n) Quality (%) quality (%) quality (€) (thousand pcs.) Cover (thousand €)
D+1 96,01 3,99 0,06 12 600 30 164
D+2 99,74 0,26 0,04 1310
Total - - - - 31474

Source: authors

We would like to note, that assumed profit margins are hypothetical and real profit
margins of postal providers are subjects of their business secrecy. Therefore this social
model of partial financial compensation version “B”, please regard as only as
illustrative. In any case, this model creates a space for determining the percentage of the
selling price of postal services as a financial cover that should serve as the social
compensation in case of poor quality of postal services.

Conclusion

The main aim of this paper was to introduce the proposals how the non-quality of
chosen universal postal service — the 1CLs could be possible solved from the point of
view of compensation of the society. Overall we have presented three potential models
of financial compensation — their methodology was adapted to the analysed universal
postal service in conditions of Slovakia and according to their methodologies the
potential financial cover paid to the Fund was quantified. However, it is needed to
realize that the quantified financial cover represents the compensation for a non-quality
just for one postal product from the whole total product portfolio of any provider of
universal postal services. In general, if the postal companies were penalized for the non-
quality of all provided universal postal services, alternatively for all postal services, the
total amount of financial compensation would be logically much higher. Also it is
important to emphasize that all suggested models do not take into account any financial
compensation from entitled complaints. If we incorporated this fact into one of the
presented models, it would be appropriate to reduce the final amount of financial
compensation paid to the Fund, for instance by the amount of compensation payable in
respect of recognized claims.

By creating the presented models of financial compensation for the non-quality of
postal services we would like to point out the possibility of improving the image of the
postal provider from the point of view of provider’s customers (existing as well
potential ones). However at the beginning of improved quality of postal services is to
make sure that the appropriate standards are set (Cremer, De Donder, Boldron, Joram &
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Roy, 2007). As well the models represent the possibility how to solve existing problems
of unjust enrichment of the postal service providers to the detriment of whole society, if
their customers do not make any official complaint. The providers” mandatory
contributions to the Fund, if they not meet the quality standards — in the meaning of the
delivery terms, should play a role of important incentives to improve the quality of
postal services and awareness of their social responsibility. In our opinion, the Fund
should be governed by an independent organization — the regulatory authority seems to
be the best. As well, the financial sources of the Fund themselves should also be used to
improve the quality of postal services, for instance through the financing of independent
measurements of the level of quality of selected postal services.
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Abstract:

This paper examines the relationship between the economic efficiency of regions and
significance of number of people with secondary and tertiary education. The portion of
adult population with secondary and tertiary education and the intensity of R&D
expenditures in gross domestic product emerge as the most effective factors enhancing
the growth of GDP measured in the regions belonging to EU countries. Nevertheless,
while the secondary and tertiary education as the variable is effective in the one region,
the impact is significant for all the regions and consequently for the whole country. The
remarkable disparities arise among the regions of country and must be examined with
using the econometric and statistical analysis. Further connections and influences are
researched as this paper is one of many partial research goals. The main result of the
paper is that all used variables showed to be substantial and almost in all cases also
statistically significant and econometrically verified determinants.

Introduction

Resources in human capital have an embodied STOCK of human capital — defined as
a knowledge, skills, competences and attributes that facilitate the creation of personal,
social and economic well-being — which is an essential input to innovation. Due to the
importance of human resources for innovation, the key objectives of human resource
policies have been to raise the level of knowledge and skills of the labour force.

1. Methods, literature overview

Economists have long believed that investments in education, or “human capital,” are an
important source of economic growth. Over the last 40 years output has grown about
3.5 percent a year and the productivity of labor has grown about 2.4 percent per year
(OECD, 2011). The contribution of education to labor productivity growth is estimated
to be between 13 and 30 percent of the total. Further, many people believe that
investments in human capital will become even more important in the future as we
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become a postindustrial, knowledge-based economy, and they worry we are giving
insufficient policy attention to the development of an educated workforce. (William, T.,
Dickens, W. T. and Sawhill, 1., Tebbs, J., 2006) Education has been long viewed as an
important determinant of economic success. The theoretical growth literature
emphasizes at least three mechanisms through which education may affect economic
growth. First, education can increase the human capital inherent in the labor force,
which increases labor productivity and thus transitional growth toward a higher
equilibrium level of output (as in augmented neoclassical growth theories Bissell,
(1994). Second, education can increase the innovative capacity of the economy, and the
new knowledge on new technologies, products, and processes promotes growth (as in
theories of endogenous growth). Third, education can simplify the diffusion and
transmission of knowledge required to understand and process new information and to
successfully implement new technologies devised by others, which again promotes
economic growth (Hanushek, E.A. and W6Bmann, L., 2010) New empirical results
show the importance of both, minimal and high level skills, the complementarity of
skills and the quality of economic institutions, and the robustness of the relationship
between skills and growth. International comparisons incorporating expanded data on
cognitive skills reveal much larger skill deficits in developing countries than generally
derived from just school enrolment and attainment. The magnitude of change needed
makes clear that closing the economic gap with developed countries will require major
structural changes in schooling institutions. (Hanushek, E.A. and W6B8mann, L., 2007)
Human capital is probably the result of education, innate abilities and family and social
environment. So if we want to measure human capital, we should consider all these
effects. But we can't evaluate innate abilities and family and social environment, so we
help ourselves by the assumption that human capital is primarily the result of education.
(OECD, 2013) Education should be systematic. It should be based on the needs of the
market itself. One of the key factors of education quality and more quality of student are
entrance examinations. The analysis in University of Economics Prague shows
declining number of points acquired while maintaining the unchanged difficulty of the
entrance examinations in mathematics (Beranek and Remes, 2012).The main goal of
this paper is to determine influence and to evaluate significance of number of people
with secondary and tertiary education on economic efficiency of a region measured in
constant prices of gross domestic product (GDP) in bil. CZK.

2. Results

PAs it was written in previous part, the main goal of this paper is to determine influence
and to evaluate significance of number of people with secondary and tertiary education
on economic efficiency of a region measured in constant prices of gross domestic
product (GDP) in bil. CZK, a regression and correlation analysis are used which can be
considered as standard methods of econometric modelling. The submitted work defines
several presumptions which it aims to confirm or disconfirm with minimally 95 %
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likelihood. It will use a linear regression model for that which will be applied in a
structural analysis of educational and economic aspects affecting the economy of all
regions of the Czech Republic. For calculation of particular models, data of the Czech
Statistical Office were used in time series in the period 1995 — 2012. They concern
basic macroeconomic and demographical factors which are considered, and by
modelling it was documented, as substantial explanatory variables. Among these
variables, an unemployment rate (UNE) in %, a number of university-educated (EUP)
and secondary educated (HEP) people in thousands of persons, and a number of
economically active inhabitants in thousands of persons in age of 15 — 64 years
(EAP_D) were included.

GDPt = ]/11 + yleNEt + leEPt + )/14,HEPtV14+ EAP_Dt + ult (1)
When uit ~ n.i.d. (0,62), for i=1,2...

The work will use estimation of linear functions which serve for expression of a
direction and an intensity of activity of predetermined variables from the absolute point
of view. Models witch selected variables will be tested to satisfy all presumptions about
a random component including a specification presumption of the whole linear-
regression model. After that it is possible to consider the estimations of structural
parameter as the best, unbiased, and consistent. The models will be estimated with use
of econometric software Gretl. So, in every equation tests of autocorrelation of residues
(Breuch - Godfrey test), tests of heteroedasticity of random components (White test),
tests of normality of distribution of random components (Jarque — Berra test), a correct
function norms (RESET test), and a stability of estimated parameters (Chow test) as
well as an absence of perfect and high multicolinearity among explanatory variables
(VIF test) will be carried out.

At the beginning of own work, these presumptions were set:

P1: unemployment will be a significant variable which affects inverse proportionally
efficiency of all monitored CR regions.

P2: numbers of tertiary educated people will positively influence GDP of CR regions

P3: numbers of secondary educated people will also positively influence GDP of CR
regions

P4: a number of economically active inhabitants will be unambiguously contribute to an
increase of economic results of the regions.
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TAB. 1: Results of estimations of econometric models — structural parameters and
statistics

Region (Czech d-
names) UNE |UEP |HEP |EAP D|R2adj. |statistics| VIF
Praha 24.8%%% | ]1.03%F | 22%*% |0.7%** 1097 |1.89 <10
Stiedoéesky -8.9%FF | 3 gFFF | 3 1%%% 1 0.04 097 |23 HEP 15.2
JihoCesky -1.4 L.1¥%%|.0.1 1.4%%% 1094 |1.52 <10
Plzensky -1.3 0.2 1.0*¥* 10.9** (094 |1.2 HEP 23.0
UEP 14.1
Karlovarsky -1.4%%% [ _0.3%% | 0.4%%%| (.1 076 |1.3 HEP 25.6
Ustecky -3.2%%% 0.3 0.7%%*%1 0.5 0.87 |2.0 <10
Liberecky -3.0%%F | 1.4%%%0,9%%%| 0.7 084 |14 <10
UEP 12.9
Kralovohradecky | -1.5 0.7 1.2%%%10.17 095 |1.33 HEP 17.5
Pardubicky -3.3%%% 1 0.6 1.5%** 1.0¥* 1093 |1.83 <10
Vysoéina S2.6FFE [ ] 3FFF 0 4%F | 1.2%F 1096 |1.81 <10
Jihomoravsky -3.6%% | 0.6%%F | 1.2%¥% (.1 096 |1.03 HEP 13.0
Olomoucky S2.5%% | ].0%** | 0.5%F%| 0.2 094 |2.25 <10
Zlinsky -3, 1FFF 1] 8FFF ) 0.6%F |04 098 |2.22 HEP 16.6
Moravsko UEP 24.5
Slezsky -5.9%%% 1 .0.3 1.6%**| 0.8 0.82 10.98 HEP 19.5

Source:own research

From the above mentioned results it is possible to confirm the presumption P1 that the
unemployment rate is a significant factor and decreases efficiency of economy. In all
regions except JihoCesky, Plzensky, and Kralovohradecky regions this parameter is
statistically significant and reduces GDP. It operates the most in Prague and in
Stfedoceskyregion which we can mark as drafters of Czech economy, to which only
Jihomoravsky and Moravskoslezsky region approach only.The presumption P2 is
unambiguously confirmed only in regions JihoCesky, Liberec, Vysoc¢ina and Olomouc.
These regions are illustrated by yellow colour in a map 1. From structural parameters
expressed absolutely it is possible to consider a positive influence of numbers of
persons with university degree on GDP of a region. Despite this fact, if we express
coefficients of elasticity and judge a relative influence of the variables UEP and HEP,
results speak in favour of secondarily educated people whose elasticity is, except
JihoCesky region, higher that the elasticity of tertiary educated people. In the
StiedoCesky and Zlinsky regions, for reason of occurrence of high multicolinearity in
the variable numbers of secondarily educated people it not possible to separate its
influence because it operates together just with the numbers of tertiary educated people.
This variable was excluded from the model and new estimations brought findings that in
this way estimated model has not only better characteristics and better satisfies the
presumptions about a linear regression model, but also the size of structural parameter

29



IMPACTS OF EDUCATION ON ECONOMIC GROWTH

increased from a value 1.8 to 2.3, same as the elasticity coefficient increased to a value
0.8 % in Zlinsky region. In Stfedocesky region the regression coefficient increased from
a value 3.6 to 6.25 with almost the same elasticity as in Zlinsky region. From the
mentioned it is possible to suppose that the influence of people tertiary educated on
economy of the region has more significant influence than numbers of secondarily
educated people.The presumption P3 is confirmed in other regions as it is illustrated in a
map of the Czech Republic No. 1 with orange colour. People with secondary education
have generally bigger influence than their inhabitants with university degree. Not only
that this presumption showed as unconfirmed, but also it was found out from a newly
estimated model that secondarily and tertiary educated people from Stfedocesky region
have almost triple influence on efficiency of the region Prague against secondarily and
tertiary educated inhabitants of Prague. Numbers of secondarily educated people from
Stfedoceskyregion have the biggest influence of all used determinants measured
relatively in a form of elasticity coefficients. This coefficient can be interpreted that
with increase in number of the secondarily educated by 1 % HDP will raise by 0.98 %.

FIG. 1: Illustration of influence of secondarily and tertiary educated people in CR

regions

Source: own research

Presumption P4 was not unambiguously proved in all regions. In Liberecky,
Olomoucky and Moravskoslezsky regions the structural parameters results negative
which shows a lack of job vacancies. However, these estimations didn’t pass tests of
statistical significance of parameters, therefore we cannot consider then verified. In
other regions the influence of number of economically active inhabitants is positive,
however, it not always statistically significant. Regarding better characteristics of the
model, in which this variable is included, we judge that it is dealt with a relevant
variable.
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3. Discussion

The paper aims to quantify influences of number of secondarily and tertiary educated
people together with factors unemployment rate and numbers of economically active
people at age of 16 — 64 years on gross domestic product of the given region in constant
process. All mentioned variables showed to be substantial and almost in all cases also
statistically significant and econometrically verified determinants. A bigger influence of
tertiary educated persons showed in six regions. It is dealt with the region Liberec
where the increase in number of people with university degree by 1000 would raise
GDP by 1.4 mil. CZK. Then Stfedocesky region when the increase in number of
undergraduates by 1000 persons would raise GDP by 3.6 bil. CZK. In Jihomoravsky
region this change would increase GDP by 1.1 bil. CZK, in the region Vysocina by 1.3
bil. CZK, in the region Olomoucky by 1 bil. CZK and in Zlinsky region by 1.8 bil.
CZK. In other regions the more dominant roles is played by people with secondary
education. The most significant influences of the number of secondary educated people
on HDP ranked ascending would show in the region Prague, Moravskoslezsky region,
Pardubicky region, Kralovohradecky region and Jihomoravsky region, in Plzeiisky,
Ustecky regions, and the least in the region Karlovarsky. An intensity of this factor is in
increase of the number of secondarily educated people by 1000 persons in an extent
from 2.2 — 0.4 bil. CZK of GDP increase in particular regions. From the mentioned
results it is possible to raise doubts about rightness of the European Union’s intention to
increase further percentage representation of people with university degree in the
population. Its intention should be above all to be about particular quality of education
not only students, but also university pedagogues. From the work it is also obvious that
in regions which have their specific problems, such as the region Ustecky, Karlovarsky,
Liberecky and Moravskoslezsky region secondarily educated people participate more
significantly in efficiency of economy. However, they are not able to exercise their
work efficiently without quality educated and able non-mandatory factor which should
be just the university graduates. However, their interest is to work in Prague or in
regional capitals which leads to still bigger deepening differences among regions.
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Abstract

The functioning of local government is influenced by diverse determinants constituting the
subject of interest for various scientific disciplines. The leading ones, in this respect, are legal
and political sciences, sociology and economy (including the science about an organization
and management). Unfortunately, in spite of their highly interdisciplinary nature, the majority
of research on local government is focused on the specific areas — not many of these studies,
however, present an interdisciplinary nature. The article discusses the dominating concepts of
local government at the background of legal and economic sciences. The focus was placed on
dichotomy, resulting from different paradigms followed in the particular disciplines, and also
the areas of potential closer cooperation were defined. It is aimed at making both economists
and administration law specialists aware of other determinants influencing the situation of
local government — taking them into consideration can result in better understanding of its
nature and the related, more accurate, explanations based on the conducted research.

Introduction

Public sector, in the local scale, is primarily represented by the local government. It can be
analysed as a legal entity, the instrument of political power, the community of citizens united
by means of social relationships or, finally, as an organization playing a distributive and
regulative function. Depending on the above-mentioned perspectives, local government can
represent the research domain for: legal and political sciences, sociology and economics.
Despite that local government rarely becomes the subject of interdisciplinary analyses
conducted simultaneously at the background of at least two scientific disciplines. Separate
classifications and concepts frequently make the discussions of researchers, representing
various sciences, difficult.

33



LOCAL GOVERNMENT - BETWEEN LAW AND ECONOMICS

The purpose of the hereby article is to present the review of the leading research trends
regarding local government, approached on the grounds of legal and economic sciences. The
analysis conducted in this way is supposed to encourage the representatives of the above
sciences to consider, in their interpretations, the determinants studies by other disciplines.

The article is of a review nature, mainly based on the analysis of source materials. The
conclusions result from literature studies, observations and experiences gained by the authors
in the course of a local government practical functioning.

1. Local government concepts

According to the functional concept, also referred to as the state concept, local government is
the form of decentralized state power. The sense of local government functioning, in the
opinion of this concept advocates, is limited to a more effective and efficient functioning of
the state. Therefore, also appointing it and providing with adequate laws and obligations is
done by the state.

The natural local government concept is a contradiction to the functional one, since it assumes
a spontaneous, grassroots type of initiative resulting from the essence of social life. The need
for local systems organization, in order to perform public services more effectively, results
from the natural course of events (Swianiewicz, 2004).

The research debate on local government values can be divided into two basic approaches
determined by the basics of political philosophy.

Communitarians emphasize the community based sources of civilized social life. In their
opinion the role of public authority, and thus also local government, comes down to skilful
considering and protecting these natural social relationships. Cultivating local and regional
communities is possible only in the conditions of the advanced decentralization.

Liberals, however, are of a different opinion, since for them and individual and his/her right to
freedom, remains in the centre of attention. A market and a competition are considered the
best mechanisms facilitating self-realisation of an individual. Decentralisation remains the
best solution because it extends the freedom of choice and enhances such market oriented
functioning of a society and economy (Swianiewicz, 2004).

2. Local government as a legal entity

In the classical perspective, the state under the rule of law perceives local government as a
part of its activities, which do not surrender easily to the criteria of economically understood
performance or efficiency. Following the concept of the discussed state local government
presents no other origin but the universally binding law. It does not serve achieving economic,
sociological or political goals, but executing public tasks, primarily defined by the
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constitution. Law and the institutionalized supervision of independent courts and tribunals
remain the basic paradigm underlying its functioning. Therefore, control is performed from
the legal perspective only, rather than that of economic or political concepts. The concepts
distant from the universally binding law can thus result in violating one of its basic rules - the
rule of law. The establishment of such radical rule was supposed to liberate administrative
activities from the features of freedom and discretion (Cane, 1996). This can be true, in the
opinion of many administration law specialists, if administration is perceived as a participant
in the game of interests, a market game or e.g. takes part in the process of political exchange
(Btas, Bo¢, Jezewski, 2007). In accordance with this trend local government cannot
experiment in public tasks and their execution methods, especially when there is a risk of
narrowing down or restricting significantly the constitutional public rights (Btas, 1998).
Freedom, independence, discretion, creativity, initiative, entrepreneurship, the creation of new
works, making some arrangements, creating new concepts, do not remain the characteristics
of administrative operations (Cane, 1996).

The concept of local government presenting a strictly defined executive nature against the law
raises, however, significant doubts. The main assumption here is the rule of “perfect law”
which should be executed unconsciously. Nothing more and nothing above that (Btas, Boc,
Jezewski, 2004). In the real life practice, however, law is not capable of predicting all possible
situations. All innovative and adjustment oriented activities, depending on the changing
circumstances, are also eliminated (McGrew, Lewis, 1992).

The indispensable nature of such changes seems obvious in the light of diversified and
changing social needs and the specificity of activities performed by e.g. local governments,
related to supply and determined by technology and organization of services provision,
whereas on the demand side — the nature of needs they are supposed to meet (Zalewski,
2007).

Therefore, within the domain of legal sciences, in the opposition to the classical trend, the
concepts of economic theory of law, or simply of Law & Economics, were developed. This
trend was initiated at the end of the 50s of the 20" century by Coase (1960), Calabresi (1961)
and later widely developed by e.g. Becker (1974), Posner (1998) and also Ehrlich (1996). The
representatives of Law & Economics postulate for the law to remain in line with the objective
principles applied in economics. It refers to the situation when the legislator cannot limit
economic laws in an unrestricted way, as well as to the fact that law should take into
consideration the needs of economic turnover efficiency (Stroinski, 2002). Even though this
trend is gaining an increasing popularity, it still gives way to the classical approach. In spite
of the above Law & Economics stands the chance of playing a bridging role between the
environment of economists and lawyers in the research on local government (Betdowski,
Menelska-Szaniawska, 2005).
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3. Local government as an economic entity

While legal and social sciences (especially including the political science) have been
functioning in this area for many years, economic sciences have only recently started
analysing these problems. Major economic research directions focus on the construction of
systems and models of administration structures, problems related to quality (management),
efficiency of public tasks’ performance (economics), or the efficiency of structures in a
territorial perspective (spatial economy). Therefore, only in the area of economic sciences the
diversification of trends and scales (micro and macro) can be observed, along with the
underlying specification of research methods. The major domain of their interest remains
within the aspects related to the efficiency of allocation, distribution, stabilization and
regulatory function of the local government (Bailey, 1999).

At the background of theoretical concepts the problems referring to local government are
present in e.g. the neoliberal theory postulates, in the rational choice theory, public choice
theory, in the economics of transactional costs, in new institutionalism, in the concept of
organizing public institutions in a network and in the systems theory. In the economic studies
on local government the dominating importance is assigned to the positive trend, close to
practical problems, based on information from the budget reporting system. Unfortunately,
fewer studies covering this sphere are conducted within the stream of normative economics,
which seems to be the decisive reason for the defensive role of economics in the creation of
the legislation in force. In practice the research on economic effects of the introduced rules of
law are encountered more frequently than the creation of legal constructions based on the
previously performed economic research.

Along with the analyses carried out by the researchers also the reforms of public
administration, inspired by them, were performed (Modzelewski, 2009). The 70s of the
previous century were abundant in many negative economic phenomena manifested by the
increasing difficulties in balancing public expenditure. These phenomena, and mainly
stagflation — i.e. stagnation combined with inflation — were not successfully explained at the
background of the dominating at that time Keynesianism, which resulted e.g. in the
development of neoliberal streams in the economic theory and economic policy. The concept
of New Public Management (NPM) was emerging under their influence, which was
identified, relatively quickly, as managerial revolution, the new paradigm for public sector
management (Bandarzewski, Kisiel, Chmielnicki, 2005), (Habuda, 2000), (Izdebski, Kulesza,
2004).

The efficiency oriented concepts and new models for public units’ management appeared in
Anglo-Saxon countries, and particularly in Great Britain, Canada, New Zealand and the USA.
The book by D. Osborne and T. Gaebler entitled “Reinventing Government — How the
Entrepreneurial Spirit is Transforming the Public Sector” became the source of inspiration,
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considered by many researchers as the beginning of general changes in exercising public
authority and the origins of the new NPM stream (Habuda, 2000).

The greatest emphasis on deregulation, the introduction of NPM rules and separating public
tasks from the state was observed in Anglo-Saxon countries. In the Scandinavian countries, on
the other hand, focus was placed on other NPM elements; the researchers analysing
administration problems define them as “regime of management focused on results”, which is
constructed using the instruments of competition and freedom of choice, as well as selective
decentralization and privatization oriented projects (Gorzelak, Szczepanski, Slgzak-Tazbir,
2009). The trend called Public Governance developed on this background, which emphasized
the joint participation of citizens in the creation of decisions about the local public spending.
Its substantive foundation was established by the publications by e.g. H. Cleveland (1972), J.
Kooiman (1993) and G.B. Peters (2000).

The disappointment with the effects of managerial reforms resulted in changing the
orientation from the perspective of correct performance of its, regulated by law, tasks into
meeting the needs of citizens, the application of diverse consultation techniques, with regard
to resources management, paying attention to management by results and the
professionalization of public service manifested by changing clerks’ competencies from legal
experts to managers. The concept of Neo-Weberian-State evolved in this way (Pollitt,
Bouckaert, 2011). Due to the fact that it combines the elements of classical bureaucracy with
the possibility of local government economization, it seems a good area for the development
of interdisciplinary cooperation between economists and lawyers.

Conclusions

Local government is not just a structure serving the adequate allocation of financial means,
representing the sphere of economic research interest. The economic discussion about the
efficiency of management should also consider other aspects of local administration
functioning.

As the author attempted to illustrate in the presented article, modern administration is mainly
influenced by legal regulations. The state following the rule of law provides that the
assessment of local government should be based exclusively on its functioning compliance
with the adequate legislation in force. Economists find it especially difficult to agree with
such an administrative dictum, however, local government has to be assessed following such
determinants. Single sided approach to local government reduces significantly an objective
picture of local government institutions’ functioning. The complexity of problems referring to
local government fully justifies the occurrence of numerous research approaches. It seems that
primarily the problem of local government modernization should be subject to
interdisciplinary analyses. Such perception is not ensured by means of approaching local
government based on classical, originating from the turn of the 19" and 20™ century, rules
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based on the primacy of law. Much more extensive and comprehensive approach is offered
e.g. by the new institutionalism (Calabresi, 1961).
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Abstract:

This paper focuses at the current government debt problem, which affects many
different countries. The emphasis is put on the structure of government debt and how
the debt was created. There are various ways of how the debt can increase, from
increasing government size to debt cause by time of war or even in times of peace by
poor implementation of government policies. For purpose of this paper | have analyzed
and compared annual data of two small open economies, Czech Republic and Slovakia,
from 1995 to 2014.

Introduction

This paper examines the current problem, which have almost every country in the world
— the debt. This paper is focusing at the chosen two countries of European Union. These
countries are both classified as small open economies and had common history
development but one is using as national currency euro and the other does not. These
are Czech Republic and Slovakia.

1. Literature overview

Rose of government debt was observed in the last decades. Commonly it goes hand in
hand with increase in size of government. As shown in Tanzi and Schuknecht (1997),
the average size of government for a group of thirteen industrial countries increased
from twelve percent of GDP in 1913 to forty-three percent of GDP in 1990. At the end
of the period, average public debt-to-GDP ratio was seventy-nine percent for the big
governments, sixty percent for medium-sized governments and fifty-three percent for
small governments.

In principle it also depends how the debt was accumulated. According to Cukierman
and Meltzer (1989), debt incurred during the time of war, has a much smaller impact on
future economic growth and inflation as a debt that arose in times of peace and relative
prosperity. The post war economic growth tends to be higher as a large part of the
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workforce and funds are shifting back into the civilian economy. Also high government
expenses related to the hostility that have contributed to the accumulation of debt tend
to lower when the conflict ends. On the other hand, the debt which arises in times of
peace and prosperity may be caused by some hidden political issues that have a habit to
persist for a long time.

Economic and financial crises are also likely to increase the size of government debt as
mentioned in paper of Reinhart and Rogoff (2009), which analysing severe post-World
War 2 crises.

Lejour, Lukkenzen and Veenendaal (2010) address the problems of debt sustainability
in the euro area in the selected countries after the financial crisis. Concretely, which
countries are at risk of not being able to maintain or procure their debt? The results of
their research shows that the most stable country is the Belgium and that was only in
cases which did not included the possibility of an aging population, so all of the
monitored countries are in need of convert protective measures until the end of decade.

After the recovery period of the impact of crisis, new works under the auspices of ECB
(European Central Bank) were released compared to the last decade, which examines
the relationship between government debt and economic growth. For example see:
Checherita and Rother (2010), Hartwig Lojsch, Rodriguez-Vives and Slavik (2011),
Nickel and Tudyka (2013), or Stracca (2013).

According to these problems governments needs to establish a strategy to manage their
government’s debt. As mentioned in Bado and Kominek (2015) every government
faces policy choices concerning debt management objectives, in particular its preferred
risk tolerance, the management of contingent liabilities and the establishment of
governance for public debt management.

1.1. Data and Methods

Some economic literature assumes that debt management should hold principles of
sound finance management. According to Matthews and Colander (2004) principles of
this theory could be understood as balanced budget approach. On the other hand,
Forstater (1999) and Aspromourgos (2014) rejects traditional doctrines of sound
finance. According to them the only reason to lower or even extinguish debt is to
achieve better rate of interest which result in increased investments and output. More on
this topic is explained in Bad’o and Kominek (2015).

In the following section will be compared the structure of debt on two similar small
open economies, concretely on the data of Czech Republic and Slovakia. Annual data
from 1995 till 2014 were used. Choice of this sample is based on the availability of high
quality data. Most of these data were obtained from the database of Eurostat. Rest of the
data were obtained from the Czech National Bank and from the National bank of

41



COMPARISON OF DEBT STRUCTURE OF TWO SMALL OPEN ECONOMIES

Slovakia. All of the figures have time on the x-axis and on the y-axis | measure various
debt components in millions of euro for better comparison.

2. Results

In this section is the comparison of chosen economies.

In the first figure (1) we can see the evolution of GDP of the chosen economies from
1995 till 2014. Until the end of 2008 we can observe a growing trend in GDPs of both
states. At the third quarter of year 2008 the financial crisis has afflict the states of
European Union. We can see it as decrease in this growing trend. Also we can notice
that GDP of Slovakia has suffered a lesser decrease than Czech Republic. Slovakia has
accepted euro as national currency from 1.1. 2009 and this could be the reason of
smaller impact of financial crisis on the economy. Moreover the Slovakian GDP has
returned to the steady growth rate compare to the Czech Republic.

FIG. 1: GDP in Millions of Euro
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In the following figure (2) we can look at the development of consolidated gross debt of
two economies. Gross debt of both Czech Republic and Slovakia is roughly fifty
percent of theirs GDPs. For the first 5 years of observations, there was very low
increase in the gross debt. From the year 2000 we noticed a large increase in growth of
Czech debt in comparison with Slovakia. Next large jump is at the end of year 2008,
when financial crisis has started to influence European economies. At the end of the
sample, we noticed that both economies have taken measures to stop the growing trend
of debt and additionally both economies has managed to even decrease their debt level.
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FIG. 2: Gross Debt in Millions of Euro
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At the next figure (3), we can look at distinguishing the short-term and long-term debt
securities. We can notice that short-term debt securities are significantly lower that the
long-term debt securities. Only noticeable increase in short-term securities is in Czech
Republic, in years which the country was affected by floods. These "floods" securities
had five year maturity and were mostly issued in 1997 and 2002. From the year 2002-
2003 we can also observe an increase in long-term debt securities in both countries. The
main reason for this increase is most likely the end of maturity of securities issued in
1990s and paying of interest from different sources. Also a large growth in long-term
debt securities is in the years, which were affected by the financial crisis. On the other
hand, in the year 2014, we can see a decrease in both short-term and long-term debt
securities.

FIG. 3: Short-term and Long-term Debt Securities in Millions of Euro
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Similar to the previous figure (3), in the next figure (4), we can see short-term and long-
term loans of Czech Republic and Slovakia. At the first look everyone can notice that
loans compose a much smaller part of debt than the debt securities. Besides that the
short-term loans are almost insignificant to the amount of the long-term loans, it is
obvious that the states are using mostly different economic instruments to cover
increased government spending, for example the debt securities.

FIG. 4: Short-term and Long-term Loans in Millions of Euro
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In the last figure (5), we can see debt holders divided to two main groups. Residents of
the observed states and non-residents. We can see that the most of the Czech debt is
held by the residents of the state. But year after the admission of Czech Republic to the
European Union we can see a permanent increase in non-resident holders. On the other
hand, in Slovakia, we can observe a steady increase in both categories for the whole
observed sample and after year 2013 more than fifty percent of the debt is held by non-
residents. According to the annual report of Ministry of Finance of Czech Republic,
more than eighty-eight percent of resident's debt is held by domestic banks.
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FIG. 5: Debt Holders in Millions of Euro
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3. Discussion

In comparison with other authors, previous result and own expectations, the results are
satisfactory. This paper followed a previous research and will work as a base for a
further research of debt structure and relationship with economic growth.

Conclusion

In this paper are discussed several main reasons for generating government debt. It is a
large difference if the debt was accumulated in time of war or the debt arose in time of
peace and prosperity. Also it is known that debt goes hand in hand with increasing size
of government. There are also several ways how the governments can manage their
debts.

As it can be seen at the comparison of the data of Czech Republic and Slovakia, both
countries has to overcome increased level of debt. Both countries have similar debt level
according to their GDPs, but Slovakia has suffered lesser impact from financial crisis
probably due to the adoption of euro. On the other hand, Czech Republic has an
advantage of national currency and less independent monetary policy.

After these results | want to continue with this research in greater scale. I am planning
to expend this research to include ten most indebted countries of European Union and to
investigate the relationship between government's debt and economic growth.

Acknowledgement:
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Abstract:

Organizational professionalism of non-profit sector has reflected in increasing
awareness for developing a high-quality mission as well as for its proper
communication towards strategic stakeholders in (board, employees, volunteers) and
out (donors, community, government, partners) the organization. The presented study
focuses on finding of qualitative and quantitative nature of missions communicated by
organisations on the Internet. The research sample (N=703) consists of organisations
with accessible web pages obtained by random selection from the official databases of
nonprofits representing all regular and legal forms of Czech non-profit organisations.
Internet mediated research, explicitly the content analysis of organisational websites,
was chosen as the main research tool. Specifically, the research deals with presence,
location, focus and length of missions.

Introduction

A mission is one of the basic statements of an organisation allowing long-term
successful development of any organisation. Wolf (2012) draws attention to the fact that
non-profit organisations are not owned by anyone, they are there only to fulfil their
mission. Also, in the case of termination of non-profit organisation activities, the
remaining assets are transferred to an organisation with a similar mission. A non-profit
organisation has set out the implementation of the mission as its implicit objective. A
mission plays an important role in the initial contact with potential donors and self-
justification of such a financial contribution from the perspective of both individuals
and companies (HlouSek, HlouSkova & Hanu$ 2012). In general, organisations that
publish their strategic Declaration, then considered more quality-driven and of course
more efficiency using the entrusted funds.

The presented study deals with identification of the nature of the mission in the new
environment of globally available internet. The internet is the platform enabling global
competition of non-profit activities and competing for limited funds. Websites and
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virtual communication channels become an increasingly common platform for
communication in the area of entertainment and business as well as for the life of non-
profit organisations: ,,For non-profit organisations the Internet represents an
unprecedented and highly cost-effective opportunity to build and enhance relationships
with supporters, volunteers, clients and the community they serve® (Hart 2002, p. 353).
Thus, as mission statement can enhance the positive perception of the public and
stakeholders regarding the organisation and is understood is an important management
and marketing tool, several aspects of mission was chosen to study: (1) presence and/or
availability, (2) location, (3) focus, (4) length.

1. Research questions and its formulation

Undoubtedly, the existence of mission statement belongs to proper strategic governance
of every organization. Various benefits of having clear and written mission statement
are presented in management literature. It is widely recognized by practitioners and
theorists as the initial point in strategic management as the mission is essential for
effective design of objectives and strategies (David, David, & David, 2014; Powers,
2012; Collins & Rukstad, 2008). In general, a company which possess its mission
statement is perceived better than an organisation without mission. Moreover, Bartkus,
Glassman, & McAffee (2000) or for Czech environment Sedivy & Medlikova (2011),
argue that if an organisation does not know its targets or does not follow them, it uses
its own resources sub-optimally. For these reasons, the first research question (RQ) is
formulated as follows: RQ 1: Do non-profit organisations publish their mission on the
websites?

Given the fact that a mission should be the basic idea of an organisation that basically
allows its existence, it can be assumed that the mission should be easy to find on their
websites. Griinig (2008) mentions that the mission statement takes precedence over all
other corporate documents, similarly McDonald (2007, p. 257) states: “The
organisation’s mission is serves as a long-term objective, the achievement of which is
the raison d’etre of the organisation”. The study in this case focuses on finding the easy
availability of a mission. RQ 2: Is the mission is available on the website on an easily
accessible placement?

The mission itself contains countless roles and functions, from which we will select
only three basic ones: (1) it justifies the meaning of existence, (2) it expresses the scope
of the organisation, and (3) it produces values and patterns of behaviour in relation to
employees and volunteers. The meaning of existence is vital for communication with
external stakeholders, from which the organisation either draws funds or improves its
public relations. It communicates the organisation’s identity to stakeholders (Bartkus &
Glassman 2008; Leutheusser & Kohli 1997). In addition to this, the mission defines the
boundaries of what the organisation carries out, i.e. the scope of the organisation (e.g.
Bartkus, Glassman & McAffee 2000). The values and patterns of behaviour of an
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organisation’s members are underlined for example by Bart et al. (2001) who found that
mission statements could positively affect employee behaviour when the organisation
displayed commitment and established internal policies/programs that supported the
statement. Positive changes in employee behaviour had a direct effect on an
organisation’s financial performance. For these reasons, the third research question was
examined. RQ3: What is the content of communicated mission?

Top Non-profits Organisation (2013) analysed missions of the world's most successful
non-profits on the Internet using metrics such as number of followers on Facebook and
Twitter, search engine optimisation, Google PageRank, evaluating their transparency
and accountability. The study showed that the average length of a mission in the fifty
best rated organisations is only 15.3 words, for the best 20 organisations then the length
of the mission is only 9.5 words. In connection with this finding was formulated RQ4:
What is the scope of communicated mission?

2. Research methodology

2.1. The method

This study uses a form of internet-mediated research, i.e. a content analysis of the
information and documents stored on the website. This kind of analysis is similar to
some forms of observation, but the records are placed on the World Wide Web already
with a specific purpose. A similar way of exploring in the Czech environment is chosen
by Rohrbacher (2007) for example. Content analysis is commonly applied in the testing
of any part of written text or recorded communication, in a large number of areas from
marketing and media studies, through literature and rhetoric, ethnography and cultural
studies, gender and age issues, sociology and political science, psychology and
cognitive science and many other fields of investigation. The research sample

The research sample was obtained on the basis of previous research focused on the
transparency of non-profit organisations made by one of the authors (Bachmann, 2012),
where the sample composed of 2,000 civic associations, 100 public benefit
organisations, 100 foundations, 100 endowment funds and 100 church organizations
obtained by random selection from official Czech data bases. Taking the same sample,
the organisations with functional websites (n=703) were selected for the purpose of this
study for further investigation of mission statements. The sample design according to
legal forms is illustrated by Table 1.

For later interpretation of the obtained data, it is significant to point out the overall low
availability of websites (29.3 %), because it then affects the total availability of a
mission statement. Regards to availability according to legal forms, the surveyed
organisations can be divided into three groups: a group with high availability of web
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pages (church institutions), medium availability (public benefit organisations,
foundations and endowment funds) and low availability.

TAB. 1: Proportions of organisations with websites according to legal forms

Organisations with Web Interval estimates!
Legal form Sample -

Abs. Rel. Lower Higher

Civic Association 2,000 469 23.5% 0.21593 0.25307
Public benefit organisations 100 52 52.0 % 0.42208 0.61792
Foundations 100 55 55.0 % 0.45249 0.64751
Endowment fund 100 42 42.0 % 0.32326 0.51674
Church organisations 100 85 85.0 % 0.78002 0.91999
Total 2,400 703 29.3% - -

! For the level of significance a=0.05
Source: Bachmann, 2012

2.2. Data collection

Data collection was conducted over two time periods. The first phase dated in the period
from June to August 2013, when the availability of missions and their placement was
detected. The second phase took place in March 2014 and we identified the content,
length and clarity of missions. The method of data collection, including relation to the
research questions is detailed in Table 2.

TAB. 2: Information obtained from the website documenting the professionalism
of management, divided by areas of research and research questions

Research questions

Method of data collection and analysis

1: Do nonprofit organisations
publish their missions on a
website?

Determining the availability of a mission in existing web
presentations. Acquisition of missions explicitly marked like that,
as well as text which corresponded to a mission by its nature.
Documents stored on websites were also searched through.

2: Is the mission in an easily
accessible place available on the
web?

Determining the placement of a mission on a website.
Categorisation according to the number of clicks leading to
finding the mission.

3: What is the content of the
communicated mission?

Rating of qualitative dimension of a mission by its focus on the
purpose, activity or value. For the purposes of the research, 150
organisations with an available mission were selected.

4: What is the scope of the
communicated mission?

Counting the words in the mission. For the purposes of
interpretation it was divided into four groups according to the
number of words on the basis of the median size.

Source: Authors

Naturally, the research sample in investigation of second question was limited only to
organizations with available mission i.e. 342 nonprofit organizations. Similarly, for the
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third, fourth and fifth question, the sample was reduced to 150 organisations due to
request of equal number of organizations in individual legal forms.

3. Main Findings

3.1. Do nonprofit organisations publish their missions on the website? (RQ 1)

The results indicate that less than half (48.6%) of the examined organisations has
available mission statement. The worst situation exists for civil society groups (only
30.3% of the organisations has a mission), who at the same time due to their high
frequency in the sample, negatively affect the overall result. Approximately two-thirds
(69.2%) availability of mission was detected in public benefit organisations. Higher
availability (85.9%) was recorded in church organisations. A strategic statement was
mostly mentioned by foundations: foundations (94.5%) and endowment funds (92.9%).
The situation in foundations and endowment funds may be resulting from the fact that
these entities at their establishment must clearly declare the purpose of their existence.
Detailed results of the availability of a mission are contained in Table 3.

TAB. 3: Availability of mission on the website according to legal forms

Legal form Available mission | Available mission (rel. Total
(abs. frequency) frequency in %)
Civic association 142 30.3 469
Public benefit organisation 36 69.2 52
Foundation 52 945 55
Endowment fund 39 92.9 42
Church institutions 73 85.9 85
Total 342 48.6 703

Source: Authors

In addition to these results, it was found that nonprofit organisations often do not
understand the difference between mission and vision. Moreover, nonprofits work more
with the term of mission rather than with vision.

3.2. Is the mission available in an easily accessible place on the website? (RQ 2)

If nonprofit organisations publish their strategic statement, then it is most often
available on the home page (46.9%). Two other placement options, i.e. by one click or
by two or more clicks, are available in around a quarter of organisations. Strategic
statement most often occurs on the home page - in less than a quarter of the cases
(22.8%). Statement available by one click was in approximately a tenth of organisations
(12.5%). A slightly higher proportion (13.4%) then was taken up by the organisations
with a statement placed by two or more clicks or in the organisational documents
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accessible on the web. In terms of legal forms, the examined missions are more readily
available in foundations, endowment funds and ecclesiastical, the worst availability is in
the most common legal form of nonprofit organisations - civic associations. Summary
of results is available in Table 4.

TAB. 4: Placement analysis of missions by legal forms

Legal form Home page One click Two or more clicks
Abs. Rel. Abs. Rel. Abs. Rel.

Civic association 62 43.67% 27 19.01% 53 37.32%
Public benefit organisations 12 33.33% 14 38.89% 10 27.78%
Foundations 29 55.77% 14 26.92% 9 17.31%
Endowment fund 28 71.79% 4 10.26% 7 17.95%
Church institutions 29 39.73% 29 39.73% 15 18.99%
Total 160 46.78% 88 25.73% 94 27.49%

Source: Authors

3.3. What is the content of the communicated mission? (RQ 3)

Nonprofit organisations communicate primarily within their mission the activities of an
organisation (44.80%), followed by the purpose of existence (40.60%), and least often
the values (14.60%). Within the analytical breakdown by legal forms, it was found that
the most complex missions in terms of content elements that have been subjected to
observation, are provided by church charity organisations to their stakeholders. The
mission in this case took into account all three observed aspects in more than a third of
the organisations (36.67%). Also, interesting is the position of the foundations, which is
the only legal form that communicated their purpose of existence more often than their
actual activity. Detailed results are provided in Table 5.

TAB. 5: The content of a communicated mission by legal forms

Legal forms Characteristics of a mission Total
purpose activity values

Civic association 21 22 5 48
Public benefit organisations 20 26 7 53
Foundations 22 25 4 51
Endowment fund 17 23 2 42
Church institutions 26 21 20 67
Total 106 117 38 261

40.6% 44.8% 14.6% 100.0%

Source: Authors

In addition, the content analysis also detected the presence of selected keywords that are
commonly used to formulate the mission of the organisation. Most often, of course, it
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was represented the keyword “mission” — 51 times. Within the investigated missions the
word “objective” was available: 49 times. Then the words aimed at defining the scope
of the organisation followed, i.e. activity was there 56 times. Another frequently
occurring word in the text of the examined statement was “purpose” which was used by
the organisations on 33 occasions. On the other hand, less frequently found were found
terms regarding the apparently shorter-term segment, i.e. the words like “role” or
“task”: only 3 times. The frequency of use of keywords in different legal forms of an
organisation is showed in Table 6.

TAB. 6: The occurrence of keywords in the mission, broken down by legal forms

Legal form Mission Target Business Activity Purpose
Civic association 4 12 12 2

Public benefit organisations 7 8 6 5

Foundations 12 14 8 4

Endowment fund 6 11 4 8 12
Church institutions 10 2 2 0 1

Source: Authors

3.4. What is the scope of the communicated mission? (RQ 4)

The fourth research question focused on the length of the communicated mission
measured by the number of words in this statement. The results showed that the average
length of a mission is 66 words (x = 65.84). Median (= 51.5) of the research sample
however suggests that there is more than one organisation with the mission of shorter
than average length of the mission. Most often a mission occurred in a length of 25
words (Mod (x) = 25). Other descriptive statistics are as follows: error of the mean =
3.94 and standard deviation = 48.27. Due to the median value the research set was
divided into four parts as it is presented in Table 7.

TAB. 7: The mission of an organisation analysed according to its length, divided
into size intervals

Interval Abs. frequency Rel. frequency Accumulation %
Mission of up to 25 words 21 14.00% 14.00%
Mission of up to 26-50 words 51 34.00% 48.00%
Mission of up to 51-75 words 33 22.00% 70.00%
Mission longer than 75 words 45 30.00% 100.00%

Source: Authors

Discussion and Conclusion

The present study provides new insights of empirical research mapping the availability,
placement, content, size and clarity of a mission published on the Internet by Czech
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nonprofit organisations. Interestingly, less than half of missions’ availability did not
confirm the importance emphasised by theorists that should be specifically attributed to
a mission within the nonprofit sector. It also showed that the availability within the
Czech context is strongly dependent on the legal form of an organisation, as the
examined level of the available missions varied from 30% for civil associations to 95%
for foundations. The placement of disclosing missions within the websites is mostly on
the home page, almost in half the cases of the organisations with missions available.
Two other placement options, i.e. by one or by two or more clicks are same in about a
quarter of organisations. Differences between nonprofit legal forms in this case are not
very significant. In terms of content focus of a mission, the nonprofit organisations
communicate mostly the activities (44%) and the purpose (40%) of the organisation.
Surprisingly, less often the missions focus on values and behaviour patterns (only 14%),
which is contrary to a number of previous studies dealing with the role of the mission in
an organisation. The values were emphasised only by church organisations. The extent
of missions varied frequently in the range from 25 to 75 words, more than half of
examined organisations possessed a mission of up to 50 words.

Naturally, the presented study has its own limits: the age of organisation not taken into
account, keyword selection and content focus of a mission based on a selection of
authors, or possible errors in case of manual data retrieval from individual web pages.
Therefore, the methods removing these limits, such as linguistic math as well as factors
of organisational demography should be the subjects of consequent research in the area.
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Abstract:

The current process of globalisation has the fundamental impact on the functioning of
international economic relations, international business and national economies of
states. Under the influence of globalisation the new forms of transnational business are
being established. We will demonstrate on the concrete cases that the globalisation has
the impact on the business activities in Slovakia, since there is quite large number of
companies from France and other states performing their business activities, which
contribute considerably in increasing the economic growth, in creating new jobs and in
economic development of regions. The aim of this contribution is to evaluate the impact
of globalisation on the business activities of foreign persons in Slovakia with the focus
on French asset entities.

Introduction

The globalisation represents the process of increasing of international interconnections
in all areas causing the whole range of political, economic and social changes. It reduces
the local traditions and regional differences and creates the homogenous world culture.
(Stachova & Paskrtova, 2014, p. 17)

At international level not only the globalisation of economy, but also the globalisation
of politics, culture and law is being formed. There are many definitions of economic
globalisation in the expert literature, bellow are some of them.

According to the Stanford Encyclopedia of Philosophy the opinions on globalisation in
the current social theory can be summarized as follows: (Standford, 2015)

First, contemporary analysts associate globalization with deterritorialization, according
to which a growing variety of social activities takes place irrespective of the
geographical location of participants.

Second, recent theorists conceive of globalization as linked to the growth of social
interconnectedness across existing geographical and political boundaries.
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Third, globalization must also include reference to the speed or velocity of social
activity. The conceptual forerunners to the present-day debate on globalization, the
proliferation of high-speed transportation, communication, and information
technologies.

Fourth, even though analysts disagree about the causal forces that generate
globalization, most agree that globalization should be conceived as a relatively long-
term process.

Fifth, globalization should be understood as a multi-pronged process, since
deterritorialization, social interconnectedness, and acceleration manifest themselves in
many different (economic, political, and cultural) arenas of social activity. Although
each facet of globalization is linked to the core components of globalization described
above, each consists of a complex and relatively autonomous series of empirical
developments, requiring careful examination in order to disclose the causal mechanisms
specific to it.

The globalisation is understood as the ability to tackle the world as one market, while
tackling it paradoxically as with many cultural different businessmen. (Pucik & Tichy &
Barnett, 1993) Barney and Griffin characterise the internationalisation and globalisation
as the moving of entity towards genuine global (world) entity. (Barney & Griffin, 1993)
According to Pearce and Robinson the globalisation means the strategy of entering into
the world markets with the standardized products. Such markets are most often being
created by the final consumers, who prefer cheaper standardized products before more
expensive ones, which are adapted to the clients and global companies using their
global activities for gaining the competitiveness at the local markets. In the globalised
economy entities compete both at domestic as well as at the international markets.
People are being adapted to the global culture, global economy and global change of
environment. The part of globalisation process is also the change of economic relations,
investment relations, change of legal forms of companies, accounting, taxation, etc.
Saxunova (2014, p. 10) emphasizes that ,,changes in global accounting regulations are
part of acomplete system of commercial regulations that apply to all business
organizations, emphasizing the protection of external parties, especially creditors.”
According to Wamboye & Mookerjee (2014) ,,one of positive aspects of globalisation is
that state foreign direct investment may be the driver of financial sector development”.
Foresti, Marani a Piroli (2015) found out in their research made in Hungary, Czech
Republic, Bulgaria and Romania that the potential accession of the new member states
may increase the level of fiscal indiscipline in the Eurozone.

Ever increasing pace of globalisation of world economy brings changes, as well as the
new challenges for all national economies, especially for their economic and
international business policy, as well as for the development of international business.
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1. Methods, literature overview

In elaborating on the given problematics several scientific methods were used having
regard to the purpose of this thesis. Both the analytical and synthetical method was
applied. The subjects of examination were the phenomena and processes connected with
the globalisation and arrival of foreign investors from France to Slovakia. On the basis
of analysis of current state of affairs we reached the conclusion, that as a consequence
of globalisation the investment relations are being developed, which contributes to the
economic growth. This has the positive impact on the regional development. The
subject matter of our examination are the activities of French companies in Slovakia,
since they were the first investors that came as first to Slovakia after the year 1989.

2. Results

The processes of economic globalisation can be summarised briefly as follows:

a) Economic globalisation is the extension and deepening of internationalisation.
By internalisation we understand the extension of business activities of profit
organisations from the domestic market to the foreign markets by export, import,
sale and purchase of licenses and foreign investments. The globalisation
represents the higher degree of internalisation. It means the extension of these
business activities towards the entire world.

b) The key role in the processes of internationalisation and globalisation is played
by enterprises. They are entities having their mother enterprise in the domestic
state and controlling by their capital enterprises in many states of the world
(daughter companies, joint ventures) and they influence the management of
enterprises where they are minority owners.

c) Economic globalisation is a long term process. The aim of economic
globalisation is to create the integrated world economy where the enterprises
could freely, without barriers, perform their business activities in any part of the
world. The current world is far from being economically globalised. There are
many barriers, which are slowing down or hindering these processes. They are
especially political, economic (protectionism), cultural and religious barriers.
Some regional groupings in the world represent also certain barriers to the
globalisation.

The driving forces for the processes of globalisation are reducing and complete
removing of commercial and investment barriers and creating the conditions for the free
movement of goods and capital around the world. The decisive role in these processes is
played by international/national organisations creating the rules for international
business (WTO, EU, UNCTAD). One concrete example of the development
international economic relations is also represented by the activities of international
business companies in the territory of Slovakia. Further to the proper application of the
EU single market the companies from the Member States perform their business
activities in the territory of several states. There are many foreign companies from the
EU Member States and non Member States doing business in Slovakia. Foreign
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investors are searching for Slovakia as the destination from various reasons. In general
investor is interested in primary advantages of given state steaming from its geographic
location, market size and its perspectives, economic development, etc. In addition, the
specificities of the concrete state are decisive as well, mainly its political orientation or
more concrete direct support of foreign investment. (Stachova, 2013, p.213) Quite
frequent instrument used by foreign investors represent the investment incentives in the
form of income tax reductions. In case of investment aid provided from public sources
its recipient is obliged to create new jobs and preserve them for the period of five years
from the day when the job is firstly taken by the employee. As granting the investment
aid to the investor is connected with the creation of jobs, one can say that the investment
plan has the favourable effects on the employment rate in the region. According to the
experience gained so far the Slovak labour force is characterised by the foreign
investors acting in Slovakia as educated, motivated, adaptable to various types of
managerial styles and with good language skills and positive attitude to work. Referring
the facts mentioned the institute Flexiprace has been also established in Slovakia as
consequence of implementing and organising flexible forms of work. This trend is
visible not only in Slovakia but also in the European Union and in the developing
countries of the world. (Wojcak, 2013, p. 8) Globalisation, increased competitiveness,
changes in demographic structure of population and the development of information and
communication technologies have created throughout the recent years the new needs
and challenges for enterprises in Slovakia. This situation has the significant impact on
the method of production, processes and the organisation of work itself. (Wojcak &
Polakova, 2015, p. 350) The Slovak economy has faced these challenges successfully
also thanks to high degree of flexibility of Slovak labour force.

We have focused our examination on obtaining data concerning the activities of French
entities from the Commercial Register of the Slovak Republic and from the register of
Statistical Office of the Slovak Republic. Many important companies from various parts
of the world, such as the USA — US Steel, South Korea - Samsung, Germany —
Siemens, etc. are performing their business activities in Slovakia. There are around 400
French companies (not speaking about the bank sector) having either 100% of French
capital or being the company with certain capital share. There are around 35 000
employees working in the French entities in Slovakia, which can be considered as the
big contribution from the social and economic point of view. (Slovak-france university
institut, 2015) Among the most prosperous ranks the PSA Peugeot Citroén Slovakia,
this is one of the biggest employers in Slovakia. PSA Peugeot Citroén at the same time
faces the strong competition of another car producing companies such as Volkswagen,
JSC (Bratislava) and Kia Motors Slovakia, Ltd. (Zilina). In spite of the global economic
crisis the company is successful and prosperous, which is evidenced by its economic
results. Up to 99% of production capacity is designed for export, which is in numbers
300 000 vehicles per year. (Sario, 2015) It follows from these data that direct foreign
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investments represent the accelerator and catalysator of Slovak export policy, which has
positive impact on its foreign commerce balance.

Another significant French investors in Slovakia are Electricit¢ de France, Orange,
Dalkia, Alcatel, Dexia, Plastic Omnium, Valeo, Faurecia. The company Eurovia ensures
the construction of highways in Slovakia. From the year 2002 another foreign investor
is acting in Slovakia through companies ISK, IS-LOM Ltd. and Cesty Nitra JSC —
French group COLAS. These entities are employing around 1.200 persons. COLAS has
significant share in international construction market. It cooperates with local
authorities, technical universities and it further invests into the Slovak companies in
Slovakia.

Since 2014 the new investment of the biggest European retailer of products for sport
and leisure time activities - French company Decathlon is being realised in Slovakia. As
a consequence of activities of French entities the sub contracting relationships are being
developed and new jobs are being created. Investments of company PSA Peugeot-
Citroén reach the volume of 1 billion EUR. The telecommunication operator Orange is
also strong economic investor whose investments are reaching 1.1 billion EUR.
(Slovak-french university institute, 2015)

Among big French investments in Slovakia ranks also the investment of machinery
company CCN GROUP in Belusa, where the components into the turbo blowers should
be produced. The company is planning to invest in years 2015-2017 approximately
27 573 000 EUR and to create minimum 230 new jobs till the end of year 2019. One of
the reasons for realisation of investment intention is also the fact that there is labour
force with the quality education in the field of machinery and with skills in the field of
machine toilers in the given region. The company is asking the investment aid
according to the Law on Investment Aid in the form of income tax reduction in the
maximum nominal value of 5 750 000 EUR. The Government of the Slovak Republic
has approved this investment aid in September 2015. (Government of the SR, 2015)

After the industry the foreign investments are arriving also to the sector of services,
which is represented for example by company Sodexo and Cheque dejeuner. Besides
these, various banking and non-banking institutions and financial institutions are active
in Slovakia (AXA, Groupama, Mazars, Accor, J. C. Decaux).

In the following table no. 1 there is sectoral structure, where various French investors in
Slovakia are active.
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TAB. 1: Sectoral structure of French entities in Slovakia (year 2014)

Sector Name of entity

Automotive Industry PSA Peugeot-Citroen

Building Industry Colas, Vinci, Bouygues
Electrotechnical Industry Dalkia, Cofely

Food Industry Danone, Senoble

Pharmaceutical Industry Sanofi, Boiron

Telekomunikation Industry Orange, Atos

Chemical Industry Yves Rocher, L’Oréal, L’Occitane
Textil Industry Decathlon

Trasport Industry Gefco

Source: Business Register of the Slovak Republic 2015

It is evident from these data that French companies are well represented in Slovakia.
The conditions for doing business are regulated in particular in the Commercial Code
(Act N0.5123/1991 Coll. as amended). This Law defines business doing as systematic
activities independently conducted by an entrepreneur to make a profit in his own name
and upon his own responsibility (Art. 2 Act No. 513/1991 Coll.) All forms of business,
including their branches and organisational units, must be registered with the
Commercial Register. The Commercial Register is maintained by the courts. In
accordance with article 21 of the Commercial Code the foreign persons can perform
their activities in the territory of the Slovak Republic under the same conditions and to
the same extent as Slovak persons, unless the law stipulates otherwise. Doing business
by a foreign person in the territory of the Slovak Republic is understood doing business
by the person, whose enterprise or its branch is situated in the territory of the Slovak
Republic. Article 24 of the Commercial Code regulates the possibility of the foreign
person to take part in establishing the Slovak legal person or to take part as the partner
or member in already established Slovak legal person for the purpose of doing business.
The foreign person is entitled alone to establish the Slovak legal person or to become
the sole partner of the Slovak legal person. With regard to the fact that the Slovak
economy ranks among the open economies, the foreign business entities are coming to
Slovakia also as investors too. In accordance with article 25 of the Commercial Code
the property of foreign investor related to business activities performed in the Slovak
territory is protected.
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TAB. 2: Number of French entities in Slovakia according to regions 2014

Region Registered business Business entities | Business entities

entities with foreign with French
participation capital

Bratislava 48,648 legal persons and 2,973 219
63,573 physical persons

Trnava 15,135 legal persons and 1,522 38
45,570 physical persons

Nitra 16,811 legal persons and 1,992 18
52,830 physical persons

Banska Bystrica | 18,120 legal persons and 745 28
45,045 physical persons

Trencin 15,486 legal persons and 1,163 30
46,461 physical persons

Zilina 17,217 legal persons and 678 16
59,830 physical persons

Presov 968 legal persons and 639 18
61, 160 physical persons

Kosice 19,575 legal persons and 1,116 23
43,744 physical persons

Sources: National Regional Development Strategy of the Slovak Republic 2014

This table demonstrates that there are advantageous conditions established in Slovakia
for doing business and that there are all legal barriers removed for the business activities
of foreign companies. The advantageous tax policy and establishment of equal tax rate
for domestic and foreign businesses, as well as the system of preventing the double
taxation is significant for the development of economic relations too. Another
advantage is also the proper application of the rules of EU single market.

3. Discussion

The globalisation brings significant advantages for many enterprises and many states.
By extending their business activities towards many states in the world the transnational
entities have the possibility to improve their economic results and prosperity (they use
cheaper labour force), they bring production closer towards the sources of raw materials
and to consumers, etc.). With regard to the fact, that due to the globalisation also the
business environment has been changing in Slovakia and economy has became open,
foreign investors are coming to Slovakia. Many global companies are already reaping
the rewards of their decision to invest in Slovakia. The largest industries in Slovakia are
automotive industry and electronics. The substantive reason for the flow of foreign
investment is also the international legal protection and protection of investment.
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Investments of investors made on the basis of bilateral investment treaties cannot be
confiscated, expropriated or nationalised. There is only one reason when the state can
take such measures, and that is the public interest, i.e. for the purpose of general welfare
or national interest. Measures have to be taken in accordance with legal regulations and
investor has to be compensated on the basis of real value of investments, i.e. fair
compensation without unreasonable delay. Expropriation of investment according to the
principles of international law can only be made when international treaty knows this
institute. However, such case did not occur in Slovakia so far. Another significant
factor evidencing the fact that we can talk about advantageous conditions for doing
business for foreign investors in Slovakia is the application of rules of competition. Free
competition is a key element of an open market economy. It stimulates economic
performance and offers consumers a broader choice of better-quality products and
services and at more competitive prices. Slovak competition policy is significantly
influenced by the Community model. The influence of the EU for forming and applying
the competition rules in the Slovakia can be seen especially in the field of legislation,
decision making, as well as in the transfer of knowledge and skills. (Zemanovicova
2014, p. 244)

Globalisation has its negative side, as the small and medium enterprises are facing the
strong competition pressures, which has its unfavourable effects on their economic
results.

Conclusion

We have focused within the framework of our investigation on the investors from
France, who have brought the foreign capital and thus created the new jobs (from the
year 2000 there were around 35.000 new jobs created) which has its positive impacts
especially in the social area in tackling the unemployment problems. As significant is
considered also the contribution of French companies in the Slovak export, as they form
the decisive part in the export of motor vehicles and thus they improved the commercial
balance of the Slovak Republic. Slovakia is small open economy, and that is why we
can expect slowing down of its economic growth due to the complicated development
of global economy. It is thus necessary to implement the policy of synergy by using the
support means with higher effectivity through the regional self governing bodies. With
regard to the fact that the globalisation enables the transnational business activities, it is
necessary for the entities intending to perform their business in another state to ascertain
and verify the legal aspects for such activities. (Trelova 2014, p. 63)

64



GLOBALISATION AND ITS IMPACT ON BUSINESS ACTIVITIES

References:
Barney, J. B. & Griffin, R. W. (1992). The Management of organizations: Strategy,
structure, behavior. Boston: Houghton Mifflin. ISBN 978-03-955-7427-0

Foresti, P., Marani, U., a Piroli G. (2015). Macroeconomic dynamics in four selected
new member states of the EU. International Journal of Economic Policy in Emerging
Economies, 2015. VVol.8, No.1, pp. 40 — 51.

Government of the Slovak Republic (2015). Navrh na poskytnutie investicnej pomoci
pre CCN GROUP Slovakia, s. r. o., so sidlom Robotnicka 4352, 017 01 Povazska
Bystrica, Retrieved July 2, 2015 from http://www.rokovania.sk/File.aspx/View
DocumentHtml/Mater-Dokum-191124?prefixFile=m_

Minister of Transport, Construction and Regional Development of the Slovak Republic.
(2015). National Regional Development Strategy of the Slovak Republic. Retrieved July
2, 2015 from http://www.telecom.gov.sk/index/open_file.php?file=regrozvoj/strategia
/National_Regional_Development_Strategy.pdf

Pucik, V. & Tichy, N. M. & Barnett, C. K. (1993). Globalizing Management: Creating
and Leading the Competitive Organization. Mishawaka: John Willey & Sons Inc. ISBN
978-04-715-0821-2

Sario  (2015). Regional development, Retrieved July 26, 2015 from
http://www.sario.sk/sites/default/files/content/files/sario-automobilovy-priemysel.pdf

Saxunova, D. (2014). Financial statements under the us GAAP and IFRS: Theory,
concepts, problems of financial accounting. 1. vyd. Praha: Wolters Kluwer, 2014.

Stachova, P. & Paskrtova, L. (2013). International economic affairs, Bratislava,
Kartprint 2013, 216 p. ISBN 978-8089553-18-1

Stachova, P. (2013). Importance direct foreign investments for Slovak economy. In:
Horizonts business environment I1. Bratislava Comenius University in Bratislava 2013.
p. 211-216, ISSN 978-80-223-3767-0

Stanford Encyclopedia of Philosophy. (2015). Globalization. Retrieved September 7,
2015 from http://plato.stanford.edu/entries/globalization/

Trelova, S. (2014). Business law for internatonal management 1. Ed., Bratislava,
Comenius University in Bratislava,Bratislava 2014. 124 p. ISBN 978-80-223-3689-5.

Wojcak, E. (2013). Flexibilne formy organizacie prace. Bratislava: Ofprint. 2013, 124
p.

65



GLOBALISATION AND ITS IMPACT ON BUSINESS ACTIVITIES

Wojcak, E. & Polakova, M. (2015). Uplatnovanie teleprace (prilezitosti a hrozby). In:
Hradec economic days. Hradec Kralove : Magnanimitas, 2015, s. 350-358.

Wamboye, E. & Mookerjee, R. (2014). Financial development and manufactured
exports: the African experience. International Journal of Economic Policy in Emerging
Economies, 2014. Vol. 7, No.1, pp. 22 - 34

Zemanovicova, D. (2014). European competition rulles and its influensce on
competition policy in Slovakia. In: Kajanova, J., Pawera, R., Saxunova, D. (eds). Slovak
Republic-member state of the European Union. Plzen: Ales Cengk, 2014. 235 p. ISBN
978-80-7380-520-3.

66



DEVELOPMENT OF SLOVAK — SPANISH INVESTMENT RELATIONS

DEVELOPMENT OF SLOVAK — SPANISH INVESTMENT RELATIONS

Jana Bakytova
Comenius University in Bratislava

jana.bakytova@phil.uniba.sk

Keywords:
investments — relations development — GDP growth — capital

JEL classification: E 22, E 60

Abstract:

The development of Slovak — Spanish relations has not only political and cultural
dimensions, but also an economic dimension. Since 2004 when the Slovak Republic
became a member state of the European Union, relations with Spain also have an
investment dimension. Spanish investors implement their investment plans in Slovakia
in the field of automotive industry, infrastructure development, new technologies,
tourism and they use investment stimuli such as income tax reduction to support
business development. The intent of this academic study is to analyse the development
of Slovak — Spanish investment relations that have a positive influence on employment.

Introduction

Spain is a member state of several important international organizations, e. g. the
European Union, the World Trade Bank, the International Monetary Fund, the World
Bank, the United Nations Organization, NATO, and many others. Spain’s membership
in these institutions undoubtedly has certain advantages, and it helped Spain to improve
its external political standing and broaden its business and investment relationships
which in turn increased the opportunities for economic, social and political changes in
the country. The political development of Spain in the 20th and 21st centuries is full of
contradictions and multi-culturalism, where the genesis of these phenomena stems from
the past. In a politically conservative and economically and socially unstable
environment of the first half of the 20th century, an important milestone was the civil
war of 1936 — 1939. (Carreras, A. & Tafunell, X., 2010, p. 102) It was a reaction to the
country’s orientation more to the left, affirmed moreover by Spain being a republic as a
political system. The antagonistic international powers of Europe at that time: Germany,
Italy and the Soviet Union (which had its own interests in Spain) were all very
interested in Spain’s civil war, and even more in its result. The United Nations was, just
like amidst other conflicts, powerless in the case of Spain, mostly due to differing
interests. After the 1939 victory of General Franco the country entered into a long
period of political persecutions of the enemies of the autocratic regime. An economic
recession resulting from the western power houses boycotting the dictatorship
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contributed to the political downfall of Spain. A certain acquiescence with the
democratic world was necessary from an operative standpoint of both sides. The United
States were interested in Spain’s military bases, and managed to achieve this. Spain
broke its economic isolation by entering into trade treaties and improved its
international political standing by accessing the UNO in 1955. After the king's
coronation in 1975 the country started opening up to democratic changes and
implementing regulations aimed to improve the burdening economic and social
situation in the country. The political parties and democratic unions started acting
freely. A smaller part of the army attempted a coup d’état in 1981, the most serious
attempt at turning the democratic development of the state, but this was suppressed in
its very beginning. (Carr, R. & Fusi, J. O., 1979, p. 169) An intensification of military
and economic cooperation with abroad resulted in the country’s inception into NATO in
1982 and becoming a member of the European Communities (howadays European
Union) in 1985. Despite the integration efforts in Europe, certain parts of its map show
separatist tendencies, and Spain is unable to manage these in the case of the Catalans
and Bascs. The Spanish economy was facing, and still is, severe issues appearing in the
social sphere — such as unemployment which, at the end of the 20th century and the
beginning of the 21st century reached 5 million. (Carreras, A. & Tafunell, X. A., 2010,
p. 326) deep financial crisis at that time caused the country’s recession. Despite these
slowdowns in economy, Spain fulfils (even though sometimes with issues) the criteria
of European economic standards. Spain could be considered a country with an
important influence on the character of the EU policy towards the Latin American
countries and a country that contributes significantly to the framework of Euro-Atlantic
structures with respect to the safety of Europe and the world.

Direct foreign investments form a part of the world economy and simplify trade and
services, as well as the globalization of business. Their contribution to society lies
mainly in the influence they have over the employment policy. They may also be
considered to be the instruments of the development of economy. A trade economy
creates room for an influx of foreign investments and foreign capital. As a general rule,
countries introduce measures geared towards an influx of foreign investments in the
form of government aid or investment aid. The economic instruments listed here are
often used by foreign investors in Slovakia on a larger scale than by Slovak investors.
Wamboye & Mookerjee (2014) state that ,,one of positive aspects of globalisation is that
state foreign direct investments may be the driver of financial sector development”.
According to Saxunova (2013) if capital for the company is obtained from international
financial markets, then domestic and financial investors require the information on
company’s performance and its financial position. “It is also necessary to inform about
cash flow prospects i.e. on the information that helps to assess amount, timing and
uncertainty of future cash flows.” (Saxunova, 2014, p. 148)
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1. Methods, literature overview

In this contribution we will focus on the topic of development of Slovak — Spanish
economic relations, mostly from the point of foreign investments influx into Slovakia.
We will attempt to confirm the hypothesis that Slovak-Spanish relationships keep
developing further despite the financial and economic crisis in Europe. In this article we
will explain the basis of free capital movement. Based on an analysis of data acquired
from the Business Registry of the Slovak Republic we will demonstrate that investment
plans of Spanish investors are implemented in Slovakia. In the end we will attempt to
synthesize the findings and emphasize the fact that Slovakia has optimal conditions for
the development of investment relationships.

2. Results

Starting in 1989 the process of economic transformation begun in Slovakia and this
impacted the investment environment and started a process of changing the business
environment. The liberalization signified a certain progress as foreign investors started
entering the Slovak market and implement their investment plans. In the interest of
fulfilling the EU targets, i.e. creation of conditions necessary for the correct functioning
of the internal market Slovak Republic needed to adopt measures allowing a free flow
of capital from EU member countries. The internal market brings a lot of favourable
aspects into European integration processes, it increases the room for economic entities
of member states and it protects citizens” consumer rights. A successful creation of the
internal market is based on adopting harmonization measures (directives) that help the
correct performance of the internal market of the EU. (Novackova, D., 2010, p. 11) But
if we want to talk about a correctly performing internal market we need to take into
consideration the fact that an internal market can only perform if the rules of economic
competition are obeyed. Preserving a system of free and uninterrupted economic
competition is one of the priorities of the EU. The principle of equal treatment belongs
to important basic principles of economic and business relations. Every country has its
own legal instruments for safeguarding the principle of equal treatment. The principle of
equal treatment in business is based on elimination of all forms of discrimination in
order to create equal conditions for the development of economic activities of internal
and foreign subjects. A result of applying the principle of equal treatment is the creation
of optimal conditions for fair treatment, which has a positive impact on the influx of
foreign capital. Due to the fact the Slovak Republic is a member state of the European
Union it is bound by the paragraphs of the Treaty on Functioning of the European
Union with respect to the free movement of persons, services and capital. That means
the Slovak Republic, pursuant to its international obligation, removed all legal obstacles
interfering with doing business within its boundaries. Investors from Spain are some of
the important investors in Slovakia and they focus on the automotive industry, furniture
manufacturing, IT etc. The SARIO agency is also active in Slovakia and it helps foreign
investors establish business relations and works as a consulting company. In 2004 —
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2013 it participated in the implementation of 15 investment projects of Spanish
companies in Slovakia, totalling 103 million Euros. Spanish businesses performing
business activities in Slovakia are duly registered in the Business Registry. Based on
our findings a lot of companies from Spain are active in Slovakia. As an example we list
only a few, those that have a significant positive influence on economic growth.

TAB. 1: Spanish investors in Slovakia

Company Name Type of Business Region - City
Antolin Production of interior parts Bratislava, Zilina
and roofs for the automotive
industry
ArcelorMittal Gonvarri SSC | Processing and distribution of | Senica
Slovakia steel products for the
automotive industry
Aluminios Cortizo Manufacturing of aluminum | Nova Bana
profiles for construction
business
Abba Hotels Tourism Bratislava
Cikautxo Manufacturing of natural Nové Zamky

rubber products for the
automotive industry and
household appliances

Elastorsa Production of rubber mixes, Martin
mostly for the automotive
industry
Estampaciones de Navarraz Manufacturing of cold Leopoldov
Pamplona (autonomous area | stamped metal components
of Navarra) started in the for the automotive industry
ESNASA Slovakia factory
Fagor Ederlan Manufacturing of automotive | Ziar nad Hronom
industry components
Farguell Automotive industry Nitra
Funderia Condals Metallurgy Presov
Grupo Rimar Logistics Topol'¢any
Hijos de Juan Garay Manufacturing of metal Bratislava

components for the
automotive industry

Jobelsa, Benicassim Manufacturing of upholstered | KoSice
seats for cars
Telefonica Mobile carrier Bratislava

Source: Business Register of the Slovak Republic 2015

The development of Slovak-Spanish relations is also supported by the Slovak-Spanish
Chamber of Commerce with its seat in Bratislava. Pursuant to Section 6 of the Articles
of Association of the Slovak-Spanish Chamber of Commerce, the Chamber supports the
development of mutual Slovak-Spanish relations and business exchanges between the
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Kingdom of Spain and the Slovak Republic as well as technical and commercial
cooperation between entrepreneurs from both countries and it provides information on
possibilities of economic activities. There is active the Spanish Agency for Support of
Investments in Spain, the purpose of existence of which is the support of development
of investment relations. Spain, as the Member State of the European Union - when
providing advantages to foreign investors is obliged to respect also the legal framework
of the European Union and stick to the State aid rules, mainly in connection with the
competitiveness policy. A suitable and measurable index for assessment of efficiency
of the provided State aid, in accordance with the legal act on investment aid, is the
number of genuinely created new jobs, and the amount of State aid per one such a job
created in this way. (Paskrtova, L. & Novackova, D., 2014, p. 20)

An important Slovak investor in Spain is the very Zeleziarne Podbrezova, a.s., that
bought 100% share of the entrepreneurial company TRANSMESA close to Barcelona
in 2008. This trading company manufactures cold drawn tubes. The stated company
extended its investment business, and opened a factory in Sant Ramon in April 2012.
The overall volume of investments represents approximately 19 mil. EUR.
(foreign.gov.sk, 2015) Presently there exists the Agreement on Mutual Protection and
Support of Investments between the Czech and Slovak Federative Republic and the
Kingdom of Spain (December 12, 1990), which is binding for the Slovak Republic and
Spain. The stated contractual parties create on their territories conditions for mutual
development of investment relations, and they generate favourable conditions for
entrepreneurial activities of investors. The above mentioned agreement stipulates that
investments of Spanish investors are protected and they cannot be expropriated or
nationalized, only in a special case, and that is in case of protection of public interest,
and in such a case there must be provided financial reimbursement for the expropriated
investments. This institute of legal certainty is important also for investment decisions
of management of a trading company.

3. Discussion

The development of the Slovak economy is to a considerable degree influenced by the
development of global economy and obligations ensuing from our membership in the
European Union. Although the European Union supports the system of an open market
and liberalization, at the same time it adopts also a number of regulatory measures that
have to be implemented by the Member States, and they have to adapt to them their
legal and economic circumstances. The investment policy in Slovakia is implemented in
accordance with obligations following from international treaties and from membership
in international organizations. The small an d medium-size companies are supported by
the Slovak Guarantee and Development Bank (Slovenskéa zarucna a rozvojovéa banka)
and by Eximbank of the SR and the National Agency for Support and Development of
Small and Medium-Size Businesses. (MiloSovi¢ova, P., 2015, p. 106). The measure of
attractiveness of Slovakia for foreign investors is preconditioned by our membership in
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the EU, and by provision of investment stimuli for foreign investors. The Slovak labour
force, based on research results, is on the 33rd place out of 145 countries in the index of
knowledge-based economy that means it represents considerable competitive advantage
for investments in Slovakia. This fact has been proved by a number of different types of
research. (Bajzikova, L. et al., 2013, p. 121)

Presently we can consider investment stimuli for instruments for strengthening of
competitiveness, in case they are provided legally and in a legitimate manner, while
there does not exist any legal claim for title for their provision. That means that
receivers of stimuli are physical or legal entities that are entitled to perform economic
activities. In general, the investor is interested in primary advantages of the given
country, following from the geographic location, the size of the market and its
prospects, the economic development, and the like. But besides that — decisive are also
specifics of the given country, taking into consideration its political orientation, or more
specific direct support of foreign investments. (Stachova, P., 2013)

Conclusion

Based on the stated facts involving business companies active in Slovakia we wish to
summarize in conclusion the acquire knowledge and state arguments confirming our
study hypothesis. There have been removed in Slovakia all legal obstacles connected
with movement of capital. Foreign investors have the right to use the investment stimuli
supporting inflow of foreign capital, in case the investments are focused on regional
development and the investor will generate new jobs. The development of economic
relations influences also the development of political, cultural and social relations.
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Abstract:

This article deals with a measurement of risk level of the investment portfolio that is
made via the linear mathematical programming models. Several approaches are
described - variance, semivariance, variation coefficient, beta coefficient and Value at
Risk. The pros and cons of these concepts are specified regarding their usage in the
process of a portfolio making by means of the mathematical programming approach. In
order to eliminate the disadvantages of analyzed concepts, a new approach for risk
measurement is proposed. It is called the average absolute negative deviation. This
principle is described, its advantages are emphasized. The proposed concept is applied
to a making portfolio of the open unit trusts.

Introduction

Risk is very important criterion in the process of an investment portfolio making. The
potential investor is afraid that he/she loses his/her invested financial resources. In other
words, the expectations about investment return will not be fulfilled. The fundamental
question is how to measure the level of risk regarding the used methods and approaches
of a portfolio making. Beside other methods, an investment portfolio can be made by
means of the mathematical programming models and methods. In terms of these
models, the risk can be conceived by the concept of variance, semivariance, variation
coefficient, beta coefficient or Value at Risk. These approaches are described and their
pros and cons are disclosed regarding their usage in the process of a portfolio making by
means of the models and approaches of linear mathematical programming. Beside the
aim of the analysis of the selected approaches, the main aim is to eliminate the
drawbacks of the introduced concepts and propose a new approach for risk measure. It
is called as the average absolute negative deviation. Then this concept is applied to
a making portfolio of the selected open unit trusts.

The structure of the article is as follows. In the first section, the basic principles of
a portfolio making by the mathematical programming models are briefly described. The
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expression of risk is emphasized. In the second part, the principles variance,
semivariance, variation coefficient, beta coefficient and Value at Risk are analyzed.
Then the concept average absolute negative deviation is proposed. Finally, the practical
application of a portfolio making in term of risk level measurement is introduced.

1. Portfolio making via the concept of mathematical programming

Beside other methods, the investment portfolio can be made by means of mathematical
programming that is inspired by Markowitz portfolio theory (Markowitz, 1952, 1959).
The mathematical model can be generally formulated as follows

min (max) z
g, (X, X,,... X, )Rb 1=12,...,m, (1)
;20 j=12,..,n

where x;(j=12,..,n) is a share of the j-th investment instrument in a portfolio, i-th
(i=12,..,m) constraint consists of the left side g, (x,X,,...,X,), the relation mark

R (£,2,=) and the right side b. The constraints can describe demand on level of

return, risk or cost of the portfolio, demand on portfolio diversification, portfolio
condition etc. The objective function zcan express the return, risk or cost of an
investment portfolio. According to this fact, it has minimizing or maximizing form.

The functions in the model can be linear or nonlinear. In the case of nonlinear function
in the constraints, the set of feasible solutions can become non-convex, thereby
a finding optimal solution becomes more difficult. If the objective function is nonlinear,
a finding the global extremes can be also very difficult. If all objective functions are
linear, the model of linear (convex) programming is solved more easily by simplex
method. In order to conserve a linearity of the model (1), all portfolio characteristics and
conditions must be adapted. The risk is not an exception.

2. Concepts of risk measurement

In this section, the possible concepts of risk measurement connected with an investment
instrument and also a whole portfolio of investment instruments are described and
discussed.

2.1. Variance, semivariance

Very often used measure of risk is variance, or standard deviation, of investment
instrument's return. According to Rényi (1972), the variance of return of the j-th
investment instrument is computed as follows
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ol=tt 2)

where x; (i=12,..,m;j=12,.,n) is the i-th return, X;(j=12,...,n)is the average

return and m is the number of historical returns of the j-th investment instrument. If the
dependence among returns of the investment instruments is taken into account, then the
risk of the portfolio of n investment instruments is formulated as (Alexander & Francis,
1986)

n n
ol = X X, Oy » 3)
k=1 I=1

where o, (k,1=12,...,n) is a covariance (variance) of return of k-th and I-th
investment instrument, x, (k=12,...,n), or x (1=12,...,n) denotes a share of k-th, or
I-th investment instrument in the portfolio.

From my point of view, the main disadvantage of this concept is the fact that the
negative and also positive deviations are included. In order to gain the minimal risk,
both deviations are minimized, even if the positive deviation is desirable. The similar
situation is in the case of covariances. According to the Markowitz portfolio theory
(Markowitz, 1952, 1959), a portfolio can be diversified by the investment instruments
which have an opposite development of their returns. Then if the risk is minimized, the
return is actually also declined. This drawback can be partly weakened by the concept
of semivariance (Markowitz, 1959), which uses only negative deviations from the
average value. Then the semivariance of the j-th investment instrument's return can be
formulated as

D (4 =%)°

2 Xii <X
semo? = ————— (4)
m

However, this concept cannot be used in the situation when the covariances are also
calculated in risk measure for an investment portfolio. And if the covariances are also
taken into account, the function expressing the portfolio risk (3) is nonlinear. This fact
makes a finding solution (portfolio) of the mathematical model (1) more difficult.

2.2. Variant coefficient

After an introduction of the concept of variance, other technique of risk measurement
can be described. Similar to (Hindls, Hronova, Seger & Fischer, 2006), the variant
coefficient of the return of the j-th investment instrument is formulated in the following
form
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v =21, (5)
X

where o; = «/ajz Is a standard deviation of the j-th investment instrument's return. Then

the risk of the whole portfolio can be measured as
=2V, ®)
j=L

where x; (j=1,2,...,n) is ashare of the j-th investment instrument in the portfolio.

The advantage compared to the previous concept is that a standard deviation is
relatively reached at the average value, which provides more representative view about
its size in the context of average. The variant coefficient cannot be used in the situation
of the negative average, because its value is not predicative. This fact is a big drawback
in the field in the capital market, when the average return can be negative.

2.3. Beta coefficient

Beta coefficient works with a linear dependency of investment instrument's return and
market return. Beta coefficient of the j-th investment instrument by Sharpe (1981) or
Vesela (2011) is specified as

B =—2, (7)

where o, (j=12,...,n) is a covariance of the return of the j-th investment instrument

and the market portfolio m, &% denotes a variance of the market portfolio return.

In this concept, | see the biggest difficulty to make the market portfolio. The main
question is which investment instruments are included, which market segment is
selected etc. The response can influence a value of the coefficient so much. The risk of

n
the entire portfolio can be computed as r, :Z,Bjxj. Then the portfolio will be
=1

consisted of the investment instruments with the similar development of their returns
compared to the market portfolio return, so a portfolio diversification trails out.

2.4. Value at Risk

Value at Risk (VAR) is a concept computing the loss/profit of the investment
instrument (portfolio of investment instruments) which is attainable with a particular

77



CONCEPTS OF RISK MEASUREMENT IN INVESTMENT

level of probability (e.g. Wilmott, 2007; Ambroz, 2011). Define random variable X

j
describing losses and profits of the j-th investment instruments. The value VAR, (X;) is
a quantile at the confidence level € (0,1). VAR, (X;) is a value of the loss/profit that

will not be greater/lower with the probability (1-¢)-100%. If the random variable X,

has the normal probability distribution N(Yj,O'jz), then the value is computed as
VaR,(X,) =X, +0,q,, (8)

o;(j=12,...,n) is a standard deviation of return, X; (j=1,2,...,n) denotes the average

return, m is the number of historical returns of the j-th investment instrument and g,
marks a-level quantile of the normal distribution N(0,1). As in the previous cases, the
portfolio risk can be computed as a weighted sum of the values of VAR.

This concept is easily comprehensible, universal tool for risk measurement. The
resumption of the returns normality is not always fulfilled in the real situation. Other
disadvantage is the fact that the value VAR systematically undervalues the risk because
the values behind regarding the worst situations are not taken into account. To eliminate
this drawback, the concept of TVAR and CVaR were proposed (Artzner, Delbaen, Eber
& Heath, 1999). But these concepts are essentially more computationally difficult. In
the end, a determination of a-level can be also problematic. It is purely a subjective
decision.

2.5. Average absolute negative deviation

In the previous sections, the disadvantages of the introduced concepts of risk
measurement are specified. They are nonlinear relationships, involvement positive
deviations from the average, presence of covariances and hardly subjectively defined
input data. In order to eliminate all mentioned drawbacks, | propose a new concept of
risk measurement based on the absolute negative deviation from the average value. It is
called average absolute negative deviation. It is computed for the j-th investment
instruments as follows

z (Xj - Xij)

AAND; :UJT . 9)
This indicator is a representative measure of risk. It indicates the average negative
deviation from the mean value. It is comprehensible, easily applicable in the real
situations. The risk of the whole investment portfolio is specified as in the previous
concepts
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r,=> AAND/X; . (10)

j=1

3. Making portfolio of the open unit trusts

Let us imagine the real situation when the client of Ceska spofitelna decides to invest
his free financial resources in the open unit trusts. The investment will be rather
conservative for a longer time period. The purpose of the investment is at least partial
financial provision in a pension age. On the basis of a consultation with the investment
counsel, a portfolio will be consisted of the bond and stock open unit trusts which are
offered and managed by the Ceska spofitelna investment company. The bond funds are
High Yield dluhopisovy, Korporatni dluhopisovy, Sporobond, Sporoinvest and
Trendbond. The stock funds are Global Stocks, Sporotrend and Top Stocks.

The three main characteristics are determined - return, risk and cost. Return is measured
as the average monthly return from the period 2010 - 2015. The development in the
capital market in this period is more or less stable, so that this period could describe
a long-term future development. Risk is measured as the proposed average absolute
negative deviation of monthly returns from the period 2010 - 2015. Cost includes fee
connected with an investment in open unit trust. The input data are in the following
table (TAB. 1).

TAB. 1: Return, risk and cost of the open unit trusts

Unit trust Returnin % Risk in % Cost in %
High Yield dluhopisovy 0.35 2.19 2.49
Korporatni dluhopisovy 0.26 1.23 2.75
Sporobond OPF 0.40 0.69 2.20
Sporoinvest 0.06 0.18 1.05
Trendbond 0.26 1.37 2.77
Global Stocks 0.90 2.21 6.33
Sporotrend -0.70 5.36 5.43
Top Stocks 1.59 3.93 5.82

Source: (Ceska spofitelna investment centrum, 2015) and own calculation

As mentioned above, the investment is rather conservative, so a share of the bond unit
trusts will dominates. Namely stock funds would produce the greatest profit, but also
with the higher level of risk. So a share of the stock funds will be 25 % and bond funds
75 %. Because the bond funds of corporate bonds High Yield dluhopisovy and
Korporatni dluhopisovy embody greater return instability, their aggregate share has not
to be greater than 20 %. The main criterion is risk, so this portfolio characteristic will be
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minimized under the conditions for return and cost level. On the basis of the client
imagine and also the possibilities of unit trusts, the minimum level of average return is
determined at the value 0.3 % per month and the maximum level of cost is set as 3 %.
These values can be modified regarding a finding solution (optimal portfolio). In order
to diversify the investment portfolio, the maximum share of one unit trust is 30 %.

This economical problem can be formulated by the following mathematical model

8
min z =ZAANDJ-XJ-

j=1

X =0.25, (11)

0<x,<03 j=12..8

where x;(j =12,...,8) is a share of the j-th unit trust in the portfolio, when the value of
index j denotes the unit trust in the rank in TAB. 1, AAND; (j=12,...,8) marks a risk

of the j-th unit trust expressed by means of the average absolute negative deviation,
r,(j=12,..,8), or ¢;(j=12,.,8) is the return, or cost of the j-th unit trust. The risk

of portfolio is measured by the average absolute negative deviation in the model (11).
Then the negative average return can be accepted by a risk measure. The market
portfolio has not to be made. Any additional input information from a decision maker is
not required (e.g. a-level). In the model, there are only linear relations. The model of
linear (convex) mathematical programming is easily solved by simplex method.

The optimal portfolio has the following form: 15 % Korporatni dluhopisovy, 30 %
Sporobond, 30 % Sporoinvest, 25 % Global Stocks. Under the conditions regarding the
portfolio return and cost, two bond funds with the lowest level of risk have the greatest
share as possible. The rest of the share of bond unit trusts is paved with the bond fund
with the third lowest level of risk. From a group of the stocks funds the unit trust with
the lowest level of risk is selected.

Conclusion

This article deals with the concepts of risk measurement of the investment portfolio
which is made by the approaches of linear mathematical programming. Selected
concepts are described and analyzed. To eliminate their drawbacks, a new risk
measurement approach is proposed. This risk measure is applied to a making portfolio
of the open unit trusts where the advantages of the proposed concept are shown.
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Abstract:

The concepts of outsourcing and offshoring are based on transfer of selected company
activities to third parties which perform them more efficiently. Creation of legal
conditions suitable for performing the outsourced activities is crucial. Due to the
inexistence of precise definitions of these concepts, it is not yet possible to use complex
legal regulation thereof, including a particular nominate contractual type. Under the
current legislation, the most favoured approach is to conclude one main contract, while
other correlated and mutually interrelated activities are regulated as dependent contracts
(by different contractual types). Subsequently, a problem arises concerning the
interpretation and enforceability. Therefore, contracts are necessarily modified to avoid
conflicts and ensure enforceability.

Introduction

Historically, our society is characterized as a post-industrial society or information
society. In the 1980s, economy functioning developed and, together with globalization,
resulted in the need for modern approaches which would replace conventional models.
During the turn of the century, such processes accelerated computer technology
assumed crucial role. In our country, centralized planning disappeared in the early
nineties and the legal basis for transition to a market economy was established. The
newly adopted Commercial Code No. 513/1991 Coll., as a form of regulating private
relations in the society with minimal state interference in business processes, provided
the legal basis for entirely new business forms and related contractual relationships. The
decisive turn in the development was the gained access to the single European market.
The simplified conditions for business within the European Union allowed for an
enlarged framework of possibilities for the development of economic relations. The
entry of foreign capital and the aforementioned measures mainly led to increased
competition between companies operating in the Czech Republic, but also in Europe
and worldwide. Increasing competition logically expands the market offer; products are
manufactured mostly in higher quality and at lower prices. Price competition leads
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companies to search for new production methods and providing higher quality services
at maximum cost reduction, some of which can be achieved by outsourcing. It needs to
be noted that such rapid development of economies leading to the increased use of
outsourcing and offshoring also happened during the late 20th century in other
countries, where the free market had not been restrained by the centrally-planned
economy (Hutzschenreuter et al., 2011, p. 246). This is the case of Germany, the US
and many other countries (ibid., p. 247).

The new legal regulation of civil relations, which abolished the dual legal regulation for
business in the Czech Republic, allowed for the adoption of a unified legal regulation of
all civil relations in the Civil Code No. 89/2012 Coll.; the entities of civil relations in
business were allocated into a separate legal regulation, which is Act No. 90/2012 Coll.,
on Business Corporations. However, there is still the lingering legal regulation of
relations between entrepreneurs in the original legal regulation in relation to the
effectiveness of the specified legal regulation of January 1, 2014, both in material and in
procedural law.

A rational way to streamline business processes can secure the prosperity of businesses,
and thereby society as a whole over the long-term. One of the methods of rationalization
and streamlining of processes whilst maintaining the main subject of business is the
outsourcing and offshoring method, at present one of the most used methods to
streamline management. Its massive development has brought its popularity to such
a level that this can be considered a phenomenon of our time. Jensen et al. (2013) state
that the scope of outsourcing and offshoring “has reached unprecedented levels in recent
years” (p. 315). Creating an appropriate legal framework for enhancing the efficiency
of business processes can be regarded as a crucial factor for the development of
companies.

1. Objectives and methods

The primary objective of the article is to provide analytical description of outsourcing
and offshoring as methods for streamlining business processes. The issue is classified
according to pre-defined key characteristics into groups. The characteristics include the
basic terms, conditions of implementation, and legal regulation. A historical perspective
is incorporated, comparing the original and the current legal regulation, and capturing
the changes that affect implementation in practice.

2. The concept of outsourcing and offshoring

In the current economic practice, outsourcing is very common. The universal definition
of this concept in academic circles is still debated. Yet, no consensus has been reached
and there is no specific definition which could be unambiguously identified as official
or “correct”. Thus, the term outsourcing is used inconsistently across many sectors and
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disciplines, including legal terminology. It is therefore not even possible to create an
adequate, targeted legal environment for related legal relations.

2.1. Outsourcing

Outsourcing (Outside Resource Using), literally means the use of external resources. It
represents a choice between two strategies, i.e. “Make or Buy”. Outsourcing is thus the
relocation (transfer, displacement) of one or more activities that an organization has not
yet implemented, exclusively on its own account, to an external organization from
which the results of these activities (goods or services) can be required. Moving the
production or business stage outside the organization decreases its level of vertical
integration, and the activities that are displaced from the original company are then
purchased at market prices. Larsen et al. (2013) focus on the decisions of companies
regarding the delegated tasks and note that such tasks have reasonably become very
complex (p. 534). This often leads to “cost-estimation errors” of outsourcing (ibid.,
p. 533).

In case of domestic outsourcing, transactions are implemented by companies within one
country. The opposite is foreign, cross-border or international outsourcing. The
fundamental difference between outsourcing and simple purchase is the long-term
relationship between the client and the outsourcing provider. The basic concepts
associated with outsourcing can be found in the statistical classification system of the
Czech Statistical Office (CZ-NACE). For subcontracting (outsourcing), the terms used
are ‘“contracting authority (principal)”, characterized as a unit that enters into a
contractual relationship with another entity (“supplier”) and requires it to carry out
specific production activities or services. The Supplier (commissioner) is characterized
as a unit that carries out specific activities on the basis of a contractual relationship with
the contracting authority — the term “subcontractor” can also be used.

In the classification of economic activities used within the European Union, the
activities carried out by a supplier are called “on the basis of contract or agreement” or
“representative mediation”. Subcontracting is characterized as a contractual obligation
under which the contracting authority requires the supplier to carry out specific
production activities or services. Part of the manufacturing process, the entire
production process, construction activities, supporting activities, personnel services and
other activities can be outsourced. The scope is not limited. In production, the
contracting authority provides to the supplier technical specification of activities which
are to be carried out to the input material. According to OECD (2007) documents,
outsourcing - subcontracting, occurs when one company - the primary manufacturer or
contractor — concludes a contract with another company - a subcontractor (pp. 17-20).
The output is usually included in the final production of the primary manufacturer.
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The supplier company must strictly comply with the technical or commercial
specifications of the primary contractor for specific products or services. Today,
outsourcing is an integral part of business operations; its use must not be arbitrary, but
must be seen as a part of strategic management that includes all business activities from
production, finance to research and development. However, the research carried out in
this area shows that almost half of negotiated contracts do not achieve the desired
results.

The complexity of the above processes requires a comprehensive approach to the issue
via “multi-sourcing”. The sourcing strategy is considered, the supplier is evaluated and
a win—-win strategy that will benefit both sides is established. The outdated view of
outsourcing as an autonomous service, in which the supplier is the enemy and
management does not have the necessary competencies to manage it is also changing.
Multi-sourcing is proactive outsourcing.

2.2. Offshoring

One of the specific forms of outsourcing is offshoring, a term derived from the English
word “offshore”. Originally, the concept of offshoring was related to tax havens. This
concept means the transfer of one or more activities abroad from the parent state.
Interestingly, it is gradually becoming more common to offshore more advanced and
more complex tasks then before, so the tasks delegated as part of offshoring are more
commonly closer to the activity of the firm (Jensen & Pedersen, 2012, p. 323).

2.3. Historical perspective

The history of outsourcing begins with the division of labour as a form of cooperation in
order to increase productivity. In advanced economies the long-term use of external
services in business began to expand in 1950s and 1960s. Interest in the use of
outsourcing grew from the beginning of the 21st century. Initially, it was mainly
perceived as a way to reduce the company’s costs. This was followed by outsourcing of
activities in the field of information and communication technologies, which were
unavailable for many companies. Today, higher quality services are included. In the
future we can expect the use of outsourcing in relation to results of scientific research.

The field and scope of outsourced activities change. Outsourcing is used in fields such
as the protection of corporate buildings, building cleaning, catering, information system
administration, payroll and accounting records, or purely legal acts. At the beginning of
the new millennium integrated solutions, customer service and complex logistics are
ever more coming to the forefront. Worksites have newly joined outsourcing, wherein
talent of employees is given precedence over fixed assets.
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3. Decisions and use of outsourcing

Managing a business is a complex human activity affected by many factors, including
the personality and experience of entrepreneurs and managers. For some, outsourcing is
a tool to reduce risks, and for others a way to secure missing resources or a way to
improve quality of processes. In terms of project management, individual stages must
be phased in a logical process of interrelated decisions. A number of commercial
companies use outsourcing with the assumption that savings will be achieved without
an in-depth analysis of real strategic and economic factors and values. Sufficient
attention is not devoted to minimize the risks that exist when outsourcing is done
without proper strategic planning, and this fact often leads to failure of expectations.
Larsen et al. (2011) have discovered that firms’ “organizational design orientation and
offshoring experience negatively moderate the relationship between complexity and
hidden costs” (p. 2). In their following research, they further examined companies’
decision-making in connection to hidden costs and have concluded that firms’ strategic
behaviour does not often entail the hidden costs of outsourcing (Larsen et al., 2013, p.
550). According to Scheschy (1999), all “partners contribute to and benefit from the
relationship, which leverages the strength of each participant for the benefit of all” (p.
31). However, sometimes the question whether “the advantages outweigh the
disadvantages” has to be answered (Turner, 2000, p. 55). Furthermore, Zimmermann
and Ravishankar (2011) note that outsourcing and offshoring influences the employees’
“professional role identities” and leads to an ongoing reassessment of their career
aspirations (p. 351).

The main steps for successful outsourcing are mainly the knowledge of the
environment, understanding of shaping and planning trends, evaluation of a place on the
market and in the economy and society. Jensen & Pedersen (2011) analysed company
decision-making regarding outsourcing and found a direct correlation between the
choice of the outsourcing location and the attributes of the outsourced activities (p.
355). The following step is planning, where outsourcing goals are analysed, alignment
of the strategy with the business activities of the company and setting the strategy for
determining the reasons for outsourcing and what value is to be provided and selecting
the most appropriate business model. The next step is sourcing, which means deciding
on suppliers and locations, negotiation of an outsourcing contract which establishes
general validity, financial and legal framework of the environment. The final step is the
implementation, which includes management of the transition, knowledge and transfer,
setting of priorities, managing of relations during the transition and transfer, permanent
measuring of service quality, audits that show customer satisfaction and steady progress
in terms of quality. Deciding on outsourcing is one of the strategic decisions of top
management. Overall, it can be concluded about the decision-making regarding
outsourcing, that it is an extremely complex process, the efficiency of which can only be
measured through outcomes, which “happens only with appropriate planning and
preparation” (Milligen, 2012, p. 18).
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4. Legal aspects of outsourcing - contracts on implementation

The legal aspects of outsourcing also include an institutional view based on a non-
economic basis. This is a fact wherein companies in a mutual confined space unify
structure, the work processes and often strategy. Companies do so on the basis of the
political and institutional impact of society that creates a legal environment where in
particular intellectual property rights, trade agreements and changes in the legal
environment are regulated.

4.1. Contents of a contract

From a legal point of view the contract is the most important part of implementing
outsourcing. This phase involves negotiating the terms of the contract and the overall
schedule for launching outsourcing and accompanying contracts. The basis is a well-
prepared contract and setting-up of a partnership after inclusion of services provided
into the business process.

The basic requirements to be regulated by the contract include a clear specification of
the subject of the contract and if the price is firmly agreed it is always necessary to give
an accurate account of the fulfilment, treatment of risks, including in particular the
protection of personal data and the inflationary and monetary clause, trade secrets,
responsibility for defects, compensation for damages, persons responsible for the
evaluation process and monitoring compliance with contractual terms and the method of
settlement upon termination of cooperation. Since this is usually a long-term
relationship, | recommend that the contract be thoroughly prepared.

Key provisions in a contract are the definition of the subject of the contract (scope and
quality of fulfilment), pricing provisions (including inflation protection), change issues,
compliance with internal and universally applicable laws and legal regulations, audit
requirements, responsibility, assuming of the contract its completion and transfer. The
termination of a partnership means the early termination of the contract via a notice
being given, withdrawal in the event of a breach of the contract or its cancellation by
agreement.

In all of these cases, with the termination of a partnership the possibility of transferring
all documentation to another outsourcing service provider must be treated in an
outsourcing contract, in particular in cases where the contract is not breached by the
client of the service. The contract may also address the issue of the method of
communication between the contracting parties, using a so-called arbitration clause as
an alternative to lengthy legal proceedings. The parties to the contract must agree on the
objectives, purpose and scope of the contract. At this stage it is advisable to appoint a
team of employees from both parties who will be responsible for the implementation
process.
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The contract should anticipate future problems. The subsequently appointed team must
be equipped with the necessary competencies, including a definition of the role of
coordinator and team leader, specialists (e.g. from the area of human resources, finance,
legal, or technical solutions). When implementing the outsourcing project the team must
address in particular the critical conditions and emergency situations, and it very much
needs clearly defined competencies for this. A typical feature of outsourcing is also
a very close relationship between the supplier and the client. In many cases, there is
a very intensive flow of information between the supplier and the client (e.g. in the
event that all documents are stored on the supplier’s central servers, without thorough
knowledge of the structure of the supplier’s database it may be very difficult to
distinguish which data are the data of the client, and which are data of the supplier
maintained at the supplier's supplier computers for the client, and finally, which data the
supplier is storing on the same computers for a completely different client).

4.2. Contract types used

So-called type-named contracts can be used for concluding contracts, which are
regulated in the new Civil Code as relative property rights. Contracts for work are
regulated by NOZ (New Civil Code), Section 2586 to Section 2651. The original legal
regulation was treated in Section 536 to Section 565, Commercial Code. A contract for
work is perceived as an activity that is time-limited and completed, whereas outsourcing
is a continuous and repeatable activity. Its use must be adapted to the relevant
conditions.

Another contractual type is the lease of a plant, which is regulated by NOZ and, in
terms of its content it is included amongst the types of lease agreements, the content of
which is the use of items and reaping of its benefits. It is regulated by Section 2332 to
2344, 2349 to Section 2357, NOZ. According to the new legal regulation, another
advantageous type may be the Instruction in Section 2430 to Section 2444. The original
legal regulation was defined as a Mandate Agreement regulated by the Commercial
Code, Section 566 to Section 576. It is used in the event that the client would like the
supplier to function as a mediator, usually negotiating transactions on its own or as
a mediator.

Unnamed (innominate contracts) according to NOZ can be concluded pursuant to the
provision of Section 1746, paragraph 2. The original legal regulation was regulated in
Section 269, paragraph 1, Commercial Code. The legal order does not directly regulate
this type of contract. However, it is necessary to consider such a concluded contract as
arisk due to the type of contract that is not expressly regulated in connection with the
use of outsourcing. The contents of the contract must be agreed in such a way that all of
the essential elements of the contract are regulated, as the text of the Act on type-
regulated contracts cannot be used to make corrections. In terms of outsourcing
contracts, the name of the contract is not decisive, because the legal orders of individual
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countries usually assess contracts not according to form, but rather according to content.
It has already been mentioned that a set of contracts is often used for outsourcing, where
there is one basic contract, and from it the other types of contracts that accompany the
contract are derived.

4.3. Accompanying contracts

Accompanying contracts play a vital role where, in addition to the process itself, the
capital necessary for its implementation is displaced — i.e. the tangible and intangible
assets and human resources. The entire transfer of means of production is carried out
pursuant to the relevant provisions of Act No. 89/2012 Coll., Civil Code, and the type of
contract for the purchase of plant may be used, Section 2175 to 2183. The original legal
regulation was regulated by the Contract on sale of an company pursuant to the
provisions of Section 476 to 488a, Commercial Code. It is also possible to use the
provisions on Leasing a Plant, NOZ Section 2332 to 2344, 2349 to Section 2357, which
allows for the right to use and benefit from the subject of the contract, and allows for
tenure, i.e. the possible sub-lease to another entity. The original legal regulation was
resolved by the Contracts on the Lease of an Company pursuant to Section 488b to
488i, Commercial Code. For human resources, it is necessary to proceed in such case
under the relevant provisions of the Labour Code, and to enter into a contract on the
transfer of employees.

A typical feature of outsourcing is that there are very close links between the supplier
and the purchaser. In many cases there is a very intensive flow of information between
the supplier and the client (e.g. in the event that all documents are stored on the
supplier’s central servers, without thorough knowledge of the structure of the supplier’s
database it may be very difficult to distinguish which data are the data of the client, and
which are data of the supplier maintained at the supplier's supplier computers for the
client, and finally, which data the supplier is storing on the same computers for
a completely different client). It is evident that in contracts that deal with outsourcing, it
is necessary to precisely define the responsibilities of both parties for disclosure of
information by any of them, or for disclosure or revelation of confidential information
of a third party. Given that the precise quantification of damages is usually almost
impossible, likely the only possible solution is to implement high contractual penalties,
and privilege of the aggrieved party to withdraw from the contract in the event of more
serious cases of disclosure or revelation of confidential information.

The new legal regulation also clearly sets out the definition of certain terms used in the
course of a business relationship, which will most certainly contribute to a clearer
specification of possibly outsourced activities, particularly the definition of the business
plant in the provisions of Section 502, NOZ, of a branch in Section 503, NOZ, and of
trade secrets in Section 504, NOZ. This definition particularly highlights facts that are
competitively significant, identifiable, measurable and generally unavailable, wherein
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the owner ensures their confidentiality accordingly based on its interests. It can be
assumed that this new legal regulation will allow for facts which are subject to trade
secret to be specifically set out, and reduce the risk of possible misuse by another entity.
The new prohibition of competition between entrepreneurs in the provision of Section
432 to 435, NOZ, is treated in the same way. In addition, this specification should allow
for the risk of mutual competition between companies to be reduced.

Conclusion

A well-chosen outsourcing strategy can ensure the long-term prosperity of an
organization. In the common area of business, companies are homogenized in terms of
their structure, work procedures and often even strategies. Their mutual cooperation
leads to the efficient use of production resources. From an institutional perspective, it is
assumed that organizational homogeneity is a result of normative processes that affect
cooperation between companies. It can be assumed that the more a given business area
is institutionalized, the faster the outsourcing will be used in this industry. Part of this
process is the creation of legal conditions for the implementation of outsourcing. The
new legal regulation referred to in the Civil Code, 89/2012 Coll., significantly affected
the ability to outsource activities between individual companies, in particular by
changing the types of contracts and the specifications of their content; it refined the
terms and established new legal terminology. However, there is still no comprehensive
legal regulation for a specific form of a contract that would cover all of the outsourcing
issues. For this reason, it is necessary to pay increased attention when preparing contract
in terms of ensuring its content and capturing all of its associated features that must be
treated in the contract.
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Abstract:

Family businesses have been present in the economies of all countries for a long time.
Because of their number or development potential, it is worth regularly studying this
group of companies under different economic considerations. The subject of the
presented article is, however, limited to analyze the activities of such entities in Europe
with a particular mention for Poland. The aim of the discussion is therefore to examine
and demonstrate the similarities and differences characterizing the Polish family
companies against European family entities.

Introduction

Estimates on the number of family businesses in Poland and all over the world are the
subject of arguments of scientists. Nevertheless, the populations of these companies are
identified even at 90% of all operating companies in the world (Wigcek-Janka, 2013,
p.35). Polish law does not define family firms as such. By convention, this term is used
as regards the company, where at least 51 percent of value is controlled by the persons
related to each other (Sulkowski, 2011, p. 10). Its history and recognition associated
with a particular name also matters. So the company is a family one when it considers
itself as a family business and when it says about itself in that way (Silna rodzina.pl,
access 10/4/15). This is a very important social status, even if without legal status
(Training and advisory project, access 04/10/15).

There is no doubt that family businesses are very diverse in every respect - (industry,
size, origin, experiences, market position, wealth, etc.). So undoubtedly, a lot of aspects
differ them, but they also have a lot in common. Neither industry not the size, but the
family. It distinguishes them first of all and means that family entrepreneurs hold to
similar values and claims (including patrimony, which is not for sale just because it is
temporarily not profitable). On the contrary: in situations difficult for the company the
whole family is trying to save it. No one thinks or asks for a leave of absence or salary
then.
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1. Methods, literature overview

The article uses three research methods, that is, in the theoretical part - the analysis of
the content of the literature, while in the empirical part: the statistical analysis and
comparative analysis. The statistical data were obtained from the report - 'Barometer of
family businesses'. It is worth noting that the main organizer of that study is KPMG that
is a Polish limited liability company and a member of the KPMG network consisting of
independent member partnerships affiliated with KPMG International Cooperative
(KPMG International’), a Swiss law entity.

In a recent published study, (the publication of which was issued in January 2015) for
a second time, took part also Polish family businesses. Among the other European
countries participating in the study was also confirmed by the representatives of the
following countries: Austria, Belgium, Bulgaria, Cyprus, Finland, France, Germany,
Greece, Hungary, Ireland, Italy, Malta, Portugal, Romania, Spain, the Netherlands and
the United Kingdom. The general objective of that study was to analyze the specificity
of activity of family businesses. 'Barometer of family firms' is the specific study,
including European countries and repeated regularly every six months. This gives the
ability to track the changes in the assessments of entrepreneurs during the time and to
make comparisons of native business with Europe.

In the present study, a research method, which is an Internet interview (Computer
Assisted Web Interview) was used, these interviews were conducted for six days i.e.
from 15 September to 20 October 2014. Consequently, 1022 responses coming from
European entrepreneurs were collected, where 144 people came from Poland and the
rest of the 878 people came from other, taking part in the study, countries of the
European Union. Paying attention to these entities is therefore very necessary and
beneficial for various social groups, the government, local authorities and non-
governmental organizations - NGOs.

2. Results

2.1. The economic situation of family businesses

The economic environment of the company refers to the country's macroeconomic
situation and translates directly into opportunities and risks for the company (Wolak-
Tuzimek, 2010, pp. 115-118). According to studies, Polish family businesses, in the
perspective of next six months, assess their economic situation as a moderate. 57% of
respondents in Poland consider their market situation as a very good or a good one -
(9. 1). In Europe, the number is higher, and the same position of the companies was
indicated even by 70%. Compared to the results of June 2014 this number is down 1%
in both cases. Then a neutral position was assumed successively - in Poland by 36%,
and in Europe by - 25% of family businesses. As for the respondents identifying
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prospects as bad or very bad, it is reported 7% for Polish family businesses and 5% for
European ones. This number has definitely declined through six months, because in
June 2014 it was 13% for Poland, and for Europe - 8%.

FIG. 1: Evaluation of family businesses in terms of the economic situation in the
next six months

100% 70%

57%

a—
. 36% 5o H Poland
2% % 5% L Euro
pe
A
0%
Very well and Neutral Badly and very
well badly

Source: Barometer of family businesses. More certain outlook, KPMG, January 2015, pp. 6-7.

The results which have been presented indicate greater optimism in assessing the
economic situation of the respondents. Despite emerging concerns or challenges, Polish
and European family businesses are becoming more reliable in taking actions on the
market.

Data concerning the revenues of all family businesses are also the confirmation of this
thesis. In 2015, again, 41% of respondents (among Polish entrepreneurs) answered that
in the last six months their revenues have increased - graph 2. On the other hand,
comparing these two periods it should be noted that there has been an increase in
entrepreneurs claiming that their incomes have not changed that is from 34% to 44%.
Thus, the proportion of those who declare that their incomes have decreased, also
reduced (from 25% in 2014 to 15% in 2015). In Europe the situation is different - g. 3.
In 2014, 44% of European entrepreneurs who were surveyed indicated that their
revenues have increased, while in 2015 this opinion was shared by as many as 54% of
respondents. In the European family-owned companies in the previous edition of the
survey, 32% replied that their incomes have not changed, and in the latest edition of the
Barometer, such answers were given by somewhat fewer, because by 30% of
respondents. The percentage of European entrepreneurs, who declare the reduction in
income, decreased from 24% to 16% in the latest published study.
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FIG. 2: Revenues of family companies in Poland
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Source: Barometer of family businesses. More certain outlook, KPMG, January 2015, p. 8.

FIG. 3: Revenues of family businesses in Europe
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Source: Barometer of family businesses. More certain outlook, KPMG, January 2015, p. 9.

2.2. The level of employment in family businesses

In Poland, most family businesses maintain the current level of employment, which is
shown in Graph 4. Comparing the results obtained in 2014 with those from 2015 we can
see that the percentage of respondents, claiming that employment in their entities
remained unchanged, increased by 7 percentage points (i.e. from 51% to 58%). Every
third respondent declared, however, that the level of their employment occurring in the
enterprise has increased, while there was a significant decrease in responses saying that
the level of employment has decreased, as in 2014 - 19%, and in 2015 only 11% of
respondents shared this view.
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FIG. 4: Employment in the family businesses in Poland
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Source: Barometer of family businesses. More certain outlook, KPMG, January 2015, p. 8.

It is also worth drawing attention to the situation of employment occurring in the
European economic entities - graph 5. Now, in 2014, 40% of respondents claimed that
the employment level increased, while in 2015 this viewpoint was shared by almost
every other respondent (48%). While the percentage, showing that employment was
maintained at the same level, fell (i.e. from 49% to 42%). In addition, also the
percentage of people, who reported a reduction in the level of employment, decreased
about one percentage point (from 11% to 10% in 2015).

FIG. 5: Employment in family businesses in Europe
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Source: Barometer of family businesses. More certain outlook, KPMG, January 2015, p. 8.

2.3. Investment plans of family businesses

Investments are a crucial element of the strategy of many family businesses. In relation
to the results of the June 2014, there was the increase in the number of companies
planning to invest from 75% to 86% among European companies - (graph 6). In Poland,
70% of companies belong to this group, which represents a slight decrease from 74%.
In 2015, only 5% of both Polish and European respondents declare withdrawal from the
investment. These data show that family businesses want to grow and strengthen its
position in the market.
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FIG. 6: The investment plans of family businesses in 2015
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Source: Barometer of family businesses. More certain outlook, KPMG, January 2015, p. 13.

The creators of Barometer also decided to check which types of investments are most
desirable for Polish entrepreneurs engaged in family businesses. In the following Table
1, data from the two most recent edition of the survey were collected. After a short
analysis of the results of a recent study, we can conclude that the most popular choice is
a kind of investment in the basic activity of the company, because this fact is indicated
by 77% of respondents. Investments in diversification are equally important, they
constitute 55%. Family businesses invest in international activities rather reluctant,
because only 23%.

TAB. 1: Types of investments in Poland

Types of investments June 2014 January 2015
Investments in the basic 81 % 77 %
activity of the company

Investments in 49 % 51 %
diversification

Investments in 24 % 23 %
internationalization of the

company

Source: Barometer of family businesses. More certain outlook, KPMG, January 2015, p. 13.

Conclusion

The survey results provide very important information relating to family businesses
both the Polish ones and also those European in general. They also bring closer the
priority sector of businesses for all European economies. On the basis of it, you can
draw similarities and differences in Polish and European family businesses. The
conclusions which were drawn from the study are following:

a) Family businesses are positive about their economic situation - both in Poland and
Europe, the economic situation of this kind of activity is assessed by the owners well or
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very well in the perspective of the future. Positive results are evaluated by respondents
respectively in Poland at the level of 57% and 70% in Europe.

b) In January 2015, 58% of Polish respondents said that employment level remained
unchanged, while 31% of respondents were of the opinion that it even increased, while
only 11% of respondents in their replies indicated a reduction in the level of
employment. In contrast, almost half of European entrepreneurs - (48%) shared the view
about increasing the level of employment in this period, while 42% of respondents
answered that the previous level had remained, while only one in ten entrepreneur
indicated that the current level of employment had decreased.

c) Family businesses plan to invest, but mostly in their own country - (investment
intentions were indicated by 70% of Polish and 86% of European respondents). As far
as the Polish family businesses are concerned, they most often choose to invest in the
basic activity of the enterprise - 77%, and the fewest respondents were in favor of
investments in internationalization of companies - 23%.
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Abstract:

Support for economic activity in structurally affected regions and/or in regions with
high unemployment rate has been generally one of the main topics of regional policy.
Within the programme ROZVQOJ implemented in the years 2007 — 2013, state aid has
been provided to SMEs for acquisitions of new technological equipment with the aim of
enhancing their growth potential and competitiveness. Evaluation of territorial and
sectorial structure of supported projects shows very high success rate of applicants in all
the regions. However, impacts of these provisions on the regional labour market
indicators remain unclear. Such investment support tools may have well corresponded
to development needs of SMEs at the time; in the coming years, focus should be shifted
to maintaining their competitive advantage via facilitation of international co-operation,
greater use of suitable financial instruments or support for further involvement in
foreign markets.

Introduction

Public financial incentives are often used to encourage the economic activity of the
small and medium enterprises (SMEs). Among its various forms, direct investment aid
(i.e. aid enhancing acquisitions of technology) is commonly understood as an
instrument accelerating technological development and strengthening innovative
potential of the SMEs mainly in the early stages of business. Efforts to increase the
capital base of SMEs in peripheral regions are influenced both by innate resource
limitations and by location factors such as excessive distance from key markets and
higher cost bases for new technology (McAdam, Reid & Shevlin, 2014) while they have
been increasingly challenged to respond to market changes, both local and global
(Clark, 2010). While the benefits of state aid for individual enterprises are obvious,
overall results of these types of aid on macroeconomic indicators and the labour market
are contradictory. Moreover, current EU legislation generally allows direct aid
instruments only in regions affected by high unemployment and structural imbalances
or otherwise disadvantaged areas.
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Since its entry in the European Union, the Czech Republic has been a net beneficiary
from regional and cohesion policy. The prerequisite of the previous programming
period (i.e. years 2007 to 2013) was the fact that Czech businesses still lagged behind
other EU countries in terms of equipment, efficiency and innovation intensity. Within
the Operational Program Enterprise and Innovation, the program Development
(ROZV0OJ) represents a significant source of funds for financing investment projects for
SMEs in disadvantaged regions.

1. Materials and methods

Currently the term ‘evaluation' is dedicated to commonly applied socio-economic
research verifying the effectiveness and efficiency of public intervention implemented.
Therefore, evaluation studies should be carried out in a strictly systematic way and
should lead to an assessment of the quality and worth of public intervention as reflected
in economic and financial terms (Sanders 1994); the shift in the approach towards
modern public administration contributed to a permanent inclusion of evaluation into
the system of public intervention management. The expected outcomes of evaluation are
shown in Tab. 1.

TAB. 1: Intervention logic for a business financing measure

Inputs Outputs Results Long-term results Macroeconomic impacts
New or upgraded | Increased labor Enhancing capital and

_D|rect Acquisition of product lines productivity rates technology base

investment new technolo

grants Y | New products or Increased share of hi- Improving regional
services launched | tech manufacturing competitiveness

employment

Source: European Commission

The EVALSED Guide and Sourcebook are specific resources for evaluation of socio-
economic development focused mainly on the EU regional and cohesion policy
(European Commission 2013). Except of detailed descriptions, explanations and context
of common quantitative methods, it also introduces various other instruments, namely
interviews, case studies and methods of qualitative analysis.

The primary data used in this contribution was retrieved from a publicly available set of
statistics regarding supported projects from the three separate calls of programme
ROZVOJ announced between the years 2007 - 2015. For comparison of individual
regions and sectors, simple relative indicators and calculations were implemented. In
order to demonstrate possible macroeconomic impacts of the provided state aid,
regional labour market statistics and other data capturing regional economic
performance were also exploited.
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2. Results

2.1. Sectorial structure of the supported projects

A clear dominance (37%) of businesses in the fabricated metal products (CZ-NACE 25)
Is shown in terms of the total amount of state aid provided and the number of projects
supported. Projects of this field were, however, of an average scope (the median value
of the project size amounted to 3.9 mil. CZK). Only two other sectors can be marked as
significantly represented in this program: manufacture of machinery and equipment
(8 %) and manufacture of plastic products (10 %). Almost half of the eligible sectors
had less than 2 % share on the total value of state aid. While the sector of basic
pharmaceutical products had only 13 projects supported, average value of state aid
provided was relatively high (8.9 mil. CZK). The sectorial structure of supported
projects is shown on Fig. 1.

FIG. 1: ROZVOJ - sectorial structure of projects (CZ-NACE)

other

28

Source: own

2.2. Regional labour market and economic performance

The main purpose of regional investment aid commonly is to stimulate the labour
market, fight unemployment and boost competitiveness and economic performance.
However, upon the analysis of regional secondary data (Czech statistical office, 2015)
no direct short-term impact on the relevant sectors or indicators can be noticed. Besides
the fact that the economic crisis was the main mover of the economic indicators in the
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years in question, other possible causes and outlooks regarding this issue are discussed
below.

2.3. Regional structure of the supported projects

The regions Moravskoslezsky, Jihomoravsky, Olomoucky and Zlinsky absorbed most
of the supported projects. This result may not really a surprise since the whole
programme has focused mainly on disadvantaged regions. However, the Ustecky region
which is seriously affected by structural imbalances, unemployment and other socio-
economic disadvantages holds only 8.64 % of the total supported projects’ value. The
scope of projects in terms of both value and sectors does not show fluctuation across the
regions. The regional structure of supported projects is shown on Fig. 2.

FIG. 2: ROZVOJ - regional structure of projects

&
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The results above show that sectorial structure of economic activity in supported
industrial SMEs is significantly different from the overall structure of industry; low
share of automotive industry could be the main evidence. Also, relatively little sectorial
diversity can be noticed; chemical and textile industry or manufacture of food products
or furniture could have been expected in higher proportions since most of these sectors
have had good status and tradition in the regions of the Czech Republic.

%

Source: own

3. Discussion

102



STATE AID FOR SMES IN PERIPHERAL REGIONS

One of possible interpretations of these results may be connected with the problem of
information asymmetry. For SMEs, it may difficult to cover all the available options for
funding and to use them effectively since the personnel capacity of these businesses
may not be sufficient to deal with these tasks and costs for external consultancy services
may result uneconomic. Timely, accurate and precise information provided in an
appropriate way is therefore crucial for the individual subjects. In order to exploit the
available financial resources most effectively, it is in the interest of the relevant
authorities to provide targeted advice to on grant opportunities to the respective group
of possible applicants.

Most supported projects fall into sectors with good innovative potential and the overall
conditions of the grant programme itself have been suitably adjusted to meet this goal.
How-ever, the impact of the state aid on the labour market is not clear. Although the
rate of un-employment is above average in most of the disadvantaged regions, the
availability of labour force varies by sector as shown by Lepi¢ (2013); current
developments in the labour market show the lack of manpower in technical fields. The
aim of many supported projects is therefore to substitute missing manpower by high-
tech capital equipment. While developing innovative potential, this trend is not
facilitating the improvement of the labour market indicators.

When examining the regional structure of the supported projects, the question of
selection criteria of “disadvantaged regions” may be raised since some of them are
situated within commuting distance of Prague or other regional centres with good
employment opportunities. Beroun, Rakovnik or other regions do not either show
specific structural difficulties and are located near large industrial parks along the D5
motorway. If businesses from most regions are enabled to participate on the state aid
provided, the orientation disadvantaged regions within this programme may be
evaluated as rather vague and not very well focused on structural issues; the interest to
exploit the available resources as much as possible seems to have become the priority in
this case.

In the programming period 2014 — 2020, the mechanism of investment aid for SMEs
has a very similar structure to the previous years, as well as other possibilities of
support. While strong hi-tech investment base is the foundation of competitive and
innovation potential of SMEs, recent recommendations of World Economic Forum
(2014) or OECD (2010) emphasize facilitation of international co-operation, use
suitable financial instruments to prevent “financing gap” and export or FDI incentives.
At the same time, institutional obstacles and administrative burdens are often named
among the most serious issues hindering competitiveness.
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4. Conclusion

A simple regional and sectorial analysis and evaluation of state aid provided from the
pro-gram ROZVOJ has been carried out in this contribution which also refers to some
positive and negative impacts. The main issue to be solved by this programme is
consistent with the often presented findings that the lack of innovation still remains one
of the Czech Republic’s main weaknesses (WEF, 2014). While the direct investment aid
has been helpful for the beneficiaries, the positive impact on short- and middle-term
macroeconomic indicators has not been proved. On the contrary, higher levels of
external financing including state aid may contribute to maintaining the relative
financial fragility of these businesses; the obvious recommendation would be to realize
the limits of this type of aid and to help SMEs maintain and develop their competitive
advantage expressed by already strong capital base. Therefore, focus of the state aid
programmes could be shifted to greater autonomy of SMEs regarding financing and
management. Properly set instruments permitting access to cash and bank loans on
concessional terms, government guarantees on provided loans, instruments enabling
easy and reliable intellectual property protection and programmes facilitating
international cooperation in manufacturing processes, investment, R&D and trade
should be the main subjects of future discussions regarding stronger competitiveness of
SMEs.
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Abstract:

This article presents an overview of current official duties related predominantly to
business starting and its development in the Czech Republic. The comprehensive
findings are presented here in three areas: the total administrative burden of Czech
enterprises, further it is the compiled list of concrete administrative requirements when
establishing new business, and lastly it is an overview of main barriers to business
starting perceived by young people. Authors combine several reliable sources to analyse
and identify the measurable demands (mainly statistics and existing studies) with two
types of their research: the own compilation of an exhaustive list of duties and
documents which are necessary for starts of business as well as results of part of the
survey focused on mapping barriers to starting business among young population.

Introduction

According to statistics the Czech Republic has an above-average share of self-employed
people in comparison to the rest of the EU (the number of entrepreneurs is 223.02 per
1,000 people, according to official national statistics). However, this is a slightly
misleading figure. Nearly 300,000 of the approximately 850,000 active self-employed
people are also involved in a traditional employment relationship. Moreover, what is
alarming it is the increasing lack of desire among young people to start doing business
as they are giving a preference to employment relationships. The administrative burden
has been considered as one of the reasons. Therefore, it is one of the areas on which our
research has been focused and to which this paper is devoted. Our aim is to familiarize
readers with the present situation in the business environment in the Czech Republic.
A comprehensive overview of current official duties related predominantly to business
starting and its development in the Czech Republic is presented further in this article.
The comprehensive findings are in three areas: total administrative burden of Czech
enterprises, which has been one the highest in Europe, further it is compiled list of
concrete administrative requirements when establishing new business, and lastly it is an
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overview of main barriers to starting business perceived by young people, who strongly
tend to prefer employment to setting up own business nowadays.

In general, in 2008 entrepreneurial activities in the Czech Republic were regulated by
200 Acts and 300 by-laws; the state for the administrative duties processing had to pay
around 80 billion crowns a year. That year the start-up entrepreneur had to settled
totally 21 documents and implemented approximately 14 visits at least in nine offices or
institutions in the connection with the of the firm foundation. In desired questionnaire
he (she) had to fill out more than 600 data. The administrative burden has been reduced
a little during the last several years. Nevertheless, it is still high in comparison with
many other EU countries till now.

1. Material and Methods

Small and medium sized enterprises (SME) including individual entrepreneurs are
considered to be a true back-bone of the European economy, being primarily
responsible for wealth, economic growth and especially social cohesion, of which
relevance is on rise (Breckova & Havlicek, 2013). Another their important feature is the
position stability of SMEs in the national economies. Breckova and Havlicek (2013)
also stated that SMEs only rarely leave the home country in terms of moving
manufacturing sites, and only rarely they transfer the capital out of country. And as
these authors continue “one of the main assets of the SMEs nevertheless, is their
flexibility and an ability to survive under various conditions and it applies also to the
international operations, which are no longer a domain of large or multinational
companies*.

The Czech business environment study project was made within the Global
Entrepreneurship Monitor (GEM) in year 2013; it resulted by the Report on the SMEs
(Ministry of Ind. and Trade, 2014). According to this Report, 7.33% of the adult
population between the ages of 18 and 64 are involved in new business activity in the
Czech Republic. Therefore, the Czech Republic ranks in 50th place among the 67
countries involved in the research. The new business activity includes individuals
carrying out specific steps to launch new business as well as those who have been
running a company for less than 42 months. Compared to year 2011, new business
activity has been slightly declined, by 0.31%, compared to year 2006 - when it declined
by 0.52% (Report on the SMEs development, 2014). It is also apparent from this source
that the main sector in which new companies are being established is the sector of
services for end consumers.

This paper is built on combination of the publicly available reliable sources (like
statistics, institutional studies and other scholars® survey results) and its analysis, and
further of the authors‘ own research. That was divided into two main streams: first
stream of own research was focused on the collecting and analysing data with the aim of
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identifying the comprehensive list of administrative requirements necessary just for
starting business doing in the Czech Republic, and the second stream concentrated on
using the part of the results of quantitative survey among young respondents mapping
the willingness to become an entrepreneur, their motivations and barriers perceived.

Statistic figures also have shown in the Czech Republic that predominantly the growth
in the number of new enterprises has begun to slow down. There is an alarming trend in
particular among the self-employed and micro enterprises, defined as those with 9 or
fewer employees (Breckova & Havlicek, 2015). The authors stress the fact that
enthusiasm for business from the 1990s has being replaced and the younger generation
would rather enter employment relationships.

The quantitative research was applied for obtaining the empirical data. Its main research
method was the survey using the in-depth telephone interviews based on a questionnaire
for data collection. The survey was conducted in April 2015 and one of the authors of
this paper was actively involved in it (for details see the AMSP’s 21st survey with the
title “Podnikéni mladych — Young Business®, 2015). For clarity we refer to this survey
hereinafter as the "Young Business Survey”. Computer Assisted Telephone
Interviewing (CATI) was applied as the main survey method. The number of
respondents who answered the entire questionnaire was 776 — as it was mentioned
before. Their structure was as follows: about 25% were students of secondary
vocational schools, about 25% were students of regular secondary schools, and about
50% were university students or fresh graduates. The ratio of respondents who
basically did not reject business activity versus those who did reject it was 547: 229.
The survey covers all regions of the Czech Republic. The full results of this survey were
published as chapter in the book (a scientific monograph) Institutional Aspects of
Entrepreneurship: Entrepreneurial Intensions and Careers (Gubik & Wach, 2015 in
Breckova & Havlicek, 2015). For the purposes of this paper we will be concentrated
only on the selected barriers of entrepreneurship with the accent on burden caused by
the public administration authorities.

2. Results and Discussion

2.1. Overall administration burden

Main findings in the area of the administrative requirements and overall administration
burden in the Czech Republic are as follow. The government of the Czech Republic
adopted two documents: "Action Plan for reducing administrative burden on
businesses” and "Methodology for Determining the Amount and Source of
Administrative Burden of Entrepreneurs” taking into the consideration the fact that even
today particularly start-ups entrepreneurs had to face many administrative constraints
preventing them the more rapid development of their business activities. However, their
administrative burden remained enormous also in the subsequent years. In year 2007 -
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at the time when the European Act for SMEs was proposed by the European
Commission - the administrative burden of entrepreneurs in the Czech Republic
represented in the financial figures at least 86.38 billion CZK.

The highest administrative burden (23%) was caused by the Ministry of Labor and
Social Affairs. The mentioned ministry was followed by the Ministry of Agriculture
with (22%), the Ministry of Health (20%) and equally by Ministries of Finance,
Environment, Industry and Trade (8%). Among other offices which were increasing the
entrepreneurs administrative burden were the Czech Statistical Office, with the cost
burden of almost 580 million CZK, the Czech Mining Office (CZK 513 millions CZK),
the Czech Telecommunication Office (441 million CZK) and the Industrial Property
Office (272 million CZK). This time it was predicted that the reduction of
administrative burdens by 20 to 25% - according to foreign data — would enable the
GDP growth of 1-1, 5%.

Taking the ongoing criticism of entrepreneurs’ situation into account Czech government
adopted the "Plan to Reduce the Administrative Burden on Businesses by 2010" in 2008
promising to reduce administrative burdens by 20% compared with year 2005. This
term was postponed to 2012 and the target was increased to 25% in comparison with the
data base of 2005.

The mentioned figures were confirmed by recent study surveys aimed at the
administrative burden assessing that were published under the name of "Paying Taxes
2011: The global picture” by Price Waterhouse Coopers (2011). In 2010, the Czech
Republic was ranked as 121% (out of 183 countries involved into the survey). The World
Bank (2011) reported that the agenda associated only with the social security and health
insurance took in average 300 working hours per year in a medium-sized enterprise.
High was also the time needed for tax obligations connected with VAT collection. In
comparison, while in Ireland time needed to fulfil tax accounts required only about 30
hours per year in 2010, this figure in the Czech Republic was 178 hours/year. It was
also indicated in the study that time spent on taxes obligations fulfilment totalled 413
hours in the Czech Republic, whereas the OECD countries average was 199,3
hours/year.

One of the outcomes from our comparative part of research is that companies globally
spent on tax matters in 2014 in average 264 hours a year, which was 4 hours less than
a year ago. The Czech Republic was listed unfortunately in Central Europe on the last
position. The maximum of administrative burden is caused today by the same
authorities, which were mentioned in the first decade of the 21st century. These include
the social security administration (which indicated 98% of respondents, from which
11% informed about the frequency of contact more than ten times). Regarding other
authorities, 92% of respondents mentioned the Czech Statistical Office (that contacted
16% of companies more than ten times during one calendar year). The health insurance
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companies contacted 93% firms (15% of them more than ten times per year), tax
authorities (contacted 93% of companies,7% of them more than ten times per year).

2.2. Administration requirements for business starting

For better clarification of the contemporary situation we are presenting the set of key
documents that are required by the administrative authorities from those who try to
establish a limited liability company in the Czech Republic in 2015, which is the most
frequent form of business there:

a) notarial deed containing the Deed of Incorporation (if the company has only one
shareholder) and the minutes of the General Meeting (if more founders);

b) consent of the property owner with the location of company headquarters (or
establishment) with certified signatures and annex containing the extract from
the catastre;

c) bank document establishing a business account and a deposit in the amount of
capital (pursuant to a notarial deed);

d) statement by the custodian of deposits;

e) extract from the trade register;

f) trade declaration form;

g) affidavit executive;

h) binding rules for beginning entrepreneurs in the social sector,

1) regulations specifying the obligations of new entrepreneurs in the field of health
and safety at work and fire protection,

J) hygiene regulations for the operation of new entrepreneurs;

k) binding rules for beginning entrepreneurs in the social sphere.

2.3. Main barriers for starting business perceived by the youth in the Czech
Republic

The survey revealed one the new phenomena — young people want to have a good work-
life balance from the very beginning of their professional careers. For achieving it they
find it more convenient to become employed rather than trying to start their own
business. It confirms one of the survey result where the respondents perceive business
activity as a stressful endeavour that requires a lot of responsibility (33%), which they
might intend to avoid. Also, the business environment is perceived by them as not
entirely friendly for starting business. A total of 72% of respondents evaluate it as
negative or rather negative. Students do not view the current situation as ideal for
starting business, and among them vocational students are the most pessimistic in view
of the current situation. This barrier was followed by the financing issue. “The financing
of new business projects is a logical problem for all starting companies, and respondents
describe it as one of the most significant barriers to doing business (63%). They identify
with the claim that they neither have the funds to start doing business nor are aware of
how to obtain them. Obtaining outside (bank) sources for an entirely new company is
practically impossible in reality” (Breckova & Havlicek, 2015). This is also confirmed
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by the results of the GEM analysis, according to which "The biggest problem affecting
newly launched companies is a lack of financing, followed by bureaucracy and
legislative problems. Compared to 2011, the number of entrepreneurs who view poor
payment morale among clients as a problem has also increased (11%)." (Report on the
Development of SME, 2014). The mentioned analysis describes bureaucracy and
legislative problems as serious problems (17%) and states that they have grown since
2011. Surprisingly, only 12% of respondents describe excessive administrative burden
as an obstacle to doing business (Breckova & Havlicek, 2015).

Conclusion

Several surveys focused on the administrative burden for entrepreneurs were made in
the Czech Republic during the last years. All of them confirm that this burden is high,
even one of the highest in Europe and significant worldwide. It is true that some
requirements of the Czech central public administration authorities were cancelled,
however, new requirements were adopted, so that the statistics is not accurate and a bit
manipulated by political authorities at places. The highest administrative burden (23%)
was caused to entrepreneurs by the Ministry of Labor and Social Affairs. The
mentioned ministry was followed by the Ministry of Agriculture with (22%), the
Ministry of Health (20%) and equally by Ministries of Finance, Environment, Industry
and Trade (8%).

According to "Paying Taxes" study (PwC, 2014) the Czech Republic was ranked also at
121. position in the world (out of 183 countries involved into the survey). The
mentioned study reported that only the agenda associated with the social security and
health insurance (in case of employing people) took 300 working hours a year in
average in the medium-sized enterprise. High was also time needed for the tax
obligations discharge connected with VAT administration.

Compilation of the necessary administrative requirements and a set of key documents
when setting up new business (limited liability company, which is the most frequent
form of business in the Czech Republic) was made and presented in this paper, and it
contains 11 points to fulfil. There is a space for further research in the area of time for
fulfilling these requirements.

The quantitative survey results in the area of main business barriers perceived by young
people at the starting line of their professional careers have been the last field presented
in this paper. New phenomenon was relieved — young people seem to insist on having
a good work-life balance from the very beginning of their professional careers. For
achieving it they find it more convenient to become employed rather than trying to start
their own business. It confirms one of the survey results where the respondents perceive
business activity as a stressful endeavour that requires a lot of responsibility (33%),
which they might intend to avoid. In contrast, only 12% of respondents describe
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excessive administrative burden as an obstacle to doing business in the Czech Republic,
and put more emphasis on the business environment, which they perceived as not
entirely friendly for starting business.

Aknowledgement:

This academic text has been affiliated to the project of internal grant agency of VSFS —
University of Finance and Administration, Prague, CZ: grant IGA 7766 (2015-16) with
the title ,,Analyza segmentu MSP ve vazbé na konkurenceschopnost tuzemské
ekonomiky* (Analysis of the SME Segment in Correlation with Competitiveness of
Domestic (Czech) Economy).

References:
Breckova, P. & Havli¢ek, K. (2013). SMEs’ Export and Managing Currency Risk.
European Research Studies Journal, Volume XVI, No. 3.

Bieckova, P. & Havlic¢ek, K. (2015). Youth Entrepreneurship and Changes in Business
Environment: Case of the Czech Republic (chapter 8). In: A.S. Gubik & K. Wach
(Eds.). Institutional Aspects of Entrepreneurship. Miskolc: University of Miskolc, pp.
109-127.

Hagigi, M. & Lin, L. (2012). Attitude Towards Risk and Entrepreneurship Development
in Emerging Economics: The Case of Bangladesh. Independent Business Review, 5(1).
Hedge & Sidh (1960). Youth You Work. London: The Pilgrin Press. p.1-10.

Majumdar, S. & Varadarajan, D. (1972). Students’ attitude towards entrepreneurship:
does gender matter in the UAE? Report of Panel on Youth of President Science
Advisory Committee.

Ministry of Industry and Trade. (2014). Report on the development of small and
medium enterprises (SME) and their support in 2013. Annual brochure of Ministry of
Industry and Trade. Retrieved August 5, 2015 from http://www.mpo.cz/assets/
cz/podpora-podnikani/msp/2015/1/Zprava_o_vyvoji_MSP_2013.pdf.

PriceWaterhouseCoopers (PwC). (2011). Paying Taxes 2011: The global picture. A
comparison of taxsystems in 189 economies worldwide. Retrieved September 2, 2015
from https://www.pwc.com/gx/en/paying-taxes/pdf/paying-taxes-2011.pdf.

PriceWaterhouseCoopers (PwC). (2014). Paying Taxes 2014: The global picture. A
comparison of taxsystems in 189 economies worldwide. Retrieved July 25, 2015 from
http://www.pwc.com/gx/en/payingtaxes/assets/pwc-paying-taxes-2014.pdf.

Tipu, S., Zeffane, R. & Ryan, J. (2011). Students’entrepreneurial readiness in the
United ArabEmirates: an empirical inquiry of related factors. International Journal of
Business and Globalisation,Vol. 6 Nos 3/4, p. 383-398.

112



ADMINISTRATIVE BURDEN AND ENTREPRENEURSHIP IN CZ

Varadarajan, D., Majumdar, S. & Gallant, M. (2010). Relevance of education for
potential entrepreneurs: an international investigation. Journal of Small Business and
Entrepreneurship Development, VVol. 17 No. 4. p. 626-640.

World Bank. (2011). World Development Report 2012: Gender Equality and
Development. World Bank Washington, DC. ISBN 978-0-8213-8810-5.

113



HOW DO THE BRAND, PRICE, AND QUALITY OF GOODS

HOW DO THE BRAND, PRICE, AND QUALITY OF GOODS INFLUENCE
PURCHASING DECISIONS OF SENIORS

Cenék Celer
Jan Evangelista Purkyné University in Usti nad Labem

cenek.celer@ujep.cz

Keywords:
shopping behaviour — price — quality — range of products

JEL classification: M31, M37

Abstract

By gaining an understanding of consumers‘actual shopping behavior companies are
more successful in meeting customer needs. As part of the research 418 seniors aged
60+ and living in the Usti region were interviewed. The focus of the research was to
evaluate their amount of spending on goods for daily use and the frequency of their
purchases while also taking into account sociodemographic factors. What was also
examined was their brand loyalty and attitude to price vs. quality. Women buy more
frequently and in smaller volumes and almost half of the respondents did not spend
more than 500 CZK on a single purchase. 60 % of seniors regularly make use of
discounts, while one third do so only occasionally. Most of all the 65+ age group
responds to special offers. Brand loyalty applies to less than a quarter of respondents,
half of the respondents change goods according to price, which is the deciding factor for
most of the elderly. The research shows that seniors do not form a homogeneous group,
rather representing to some extent a kind of super segment. Many companies have come
to realise that seniors represent an attractive consumer target group, which they must get
to know.

Introduction

Companies are able to evaluate how well they meet customer requirements based on the
recognition of their consumers‘actual shopping behaviour. Although the Czech
population has also been aging uncontrollably there has not been much attention paid to
the elderly, until recently. The prevalent view has been that this target group does not
require specific marketing activities (Reidl, 2012). A certain lack of interest in this
group is also reflected in the domestic literature. No relevant extensive comprehensive
studies have yet been issued that give specifics on the shopping behaviour of the
resident elderly. Domestic authors might only devote a few chapters in their
monographs or some articles in journals or anthologies; some of the information is also
brought by theses of students from Czech universities. Knowledge of the target group‘s
specifics, determines to a large extent the efficiency of reaching customers and the
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consequent increase in sales. What is important is an understanding of the basic socio-
demographic distribution of current and potential customers (Meiners & Seeberger,
2012). Today's seniors are different than seniors of ten years ago; they have greater
choices and are able to find out more information about products. Many companies
have already found that seniors form a lucrative consumer target group.

1. Objective and Methodology

To detect changes in the shopping behaviour of elderly customers, primary data was
collected by means of written questionnaires. As part of the research 418 respondents
from the 60+ age group living in the Usti region were interviewed, of which 269 were
women. The key variables were age, gender, and income. 60+ seniors form nearly
a quarter of the Usti region‘s population (CZSO, 2014a).

By distributing the respondents into four age categories it was possible to compare
shopping decisions with regard to the above mentioned variables. Since the requirement
for a representative selection was not fulfilled a simple random sampling of respondents
was carried out instead. The respondents were selected at random, without any
guidelines. From the 60-64 age group 147 elderly people were interviewed, from the
65-69 age group 135 respondents replied, 98 of the respondents belonged to the 70-74
age group, and 38 respondents from the 75+ age group were approached. The structure
of the addressed people corresponds, approximately, to the age structure of seniors in
the region — with the exception of the 75+ age group, which is actually much larger
(CZSO0, 2014a). The average net monthly income of the respondents was approximately
11 000 CZK (weighted arithmetic average of the interval frequency distribution), which
corresponds with official statistics (CZSO, 2014b). 4% of respondents receive
18 thousand CZK, 57% have a monthly amount of 8-12 thousand CZK, 17% manage
with 12-15 thousand CZK, 6% have 15-20 thousand CZK, and only 4% of respondents
received more than 20 thousand CZK. 12% of respondents did not receive any pension
as they are still working (mainly through employment or entrepreneurship), 15%
of respondents subsidise their pension by earning extra money (mainly through
employment or entrepreneurship) and for almost three quarters of respondents their old-
age pension is their only income.

The main data collection technique involved a paper structured questionnaire with
closed questions, which interviewers used to write down the respondents’ answers. The
collected answers were analysed in order to determine relationships and dependencies
among the various findings. Before the questionnaire was finalised its content was
tested via in-depth interviews with six representatives of the target group. Respondents
answered questions concerning their average spending on essentials, based on the
frequency of purchases. They also answered as to whether they made use of special
offers, whether they purchase goods that they do not need, whether they are brand loyal,
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and how they evaluate the relationship between price and quality when deciding what to
buy.

2. Research results

Most respondents (42%) do their shopping 2 to 4 times a week, 38% once a week, 16%
daily. Only 4% of respondents shop less than once a week — six respondents from the
lowest and six from the highest age groups and eight respondents from the 65-74 group.
Most women (45%) shop 2 to 4 times a week, 31% once a week and 18% every day and
only 6% less than once per week. Almost half of the polled men shop once per week.
40% of working seniors shop 2 to 4 times per week and the same number once per
week; one third of active pensioners shop 2 to 4 times per week and the same number
also once per week; 44% of pensioners, who no longer work, shop 2—4 times per week
and 37% once per week. Most respondents of the 60—64 and 70—74 age groups shop
once per week (41%, 42%) or 2 to 4 times a week (37%, 40%); in the 65-69 group
every second pensioner shops 2 to 4 times per week; in the 75+ category 42% of the
elderly shop 2 to 4 times per week and 32% once per week. The relationship between
the respondents’ monthly income and the frequency of their purchases of essentials is
captured in Table 1-A.

TAB. 1: The influence of income on the frequency of shopping, on the level of
spending, and the utilization of special offers (in percent)

Monthly income in thousands CZK
Factor Answer
to 8 8-12 12-15 15-20 over 20

A— Daily 3,3 9,1 2,2 1,4 0
Shopping
frequency 2—4 times per week 8,1 23 7,4 2,6 1,2
based on |50 per week 33 21,3 7.2 2.2 2.9
monthly
income  |Less than once per week 0,8 3,1 0,7 0,2 0

Up to 500 CZK 11,5 29,2 5,7 1,8 0,9
B —
Spending [501-1000 CZK 33 21,6 7.4 1,9 1,3
per 1 001-1500 CZK 07 5,8 3,6 1,7 1,9
purchase

Over 15 001 CZK 0 0 0,7 1 0
C— Definitely yes 9,6 37,8 8,7 1,9 1,9
Utilization |, )ty ves 56 15,8 6,8 3,1 1,7
of special
offers Mostly not 0,5 2,6 2,3 1,5 0,2

Source: own

On average the addressed seniors spend almost 520 CZK on the purchase of essentials
(weighted arithmetic average of the interval frequency distribution). It is clear from
Table 2-A that almost half of the respondents spend a maximum of 500 CZK per
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purchase. This amount per visit to the shops is spent by 40% of the surveyed men; an
equal number of men spend in the range of 501-1 000 CZK. Women pay less for their
purchases: 55% of the women pay up to 500 CZK per visit to the shops, and one third
pay 501-1 000 CZK.

Pensioners whose only income is their pension spend the least: 55% of them pay up to
500 CZK at the cash register, whereas one third pay 501-1 000 CZK. Working
pensioners spend more: nearly 40% of them pay up to 500 CZK per shopping, one
percent more of them spend 501-1000 CZK. Economically active respondents spend
the most: more than a quarter of them pay between 1001 and 1 500 CZK, 30% up to
500 CZK; and 42% of the members of this segment pay 501-1 000 CZK per purchase.

In the 8 thousand CZK income group almost three quarters of respondents pay less than
500 CZK per purchase, one in five spends 501-1 000 CZK. In the second income group
(8000 up to 12 000) almost two fifths of the elderly spend 501-1 000 CZK per visit to
the shops, but more than half of them pay less than 500 CZK. 42% of respondents from
the 12 001-15 000 CZK income group spent, on a single purchase, an amount ranging
501-1 000 CZzZK, one third spend up to CZK 500, and one fifth between
1 001-1 500 CZK. 30% of respondents with an income of 15 000-20 000 CZK spend
up to 500 CZK per purchase, the same number of respondents spend 500-1 000 CZK,
a quarter 1001-1500 CZK, and 15% more than 1501 CZK. Almost half of the addressed
seniors from the highest income group spend 1 001-1 500 CZK per purchase.

Among the effective tools that are used by retailers for boosting sales belong special
offers. Participants of this survey expressed their attitude towards discounts by
providing an answer to a question of whether and how they use discounts while
shopping. The range of answers spread from "definitely yes" to "definitely not". Table
2-B shows the effect of discounts on the purchase decisions of respondents by age. At
first glance it is clear that 60% of respondents definitely make use of discounts and one
third makes use of them most of the time. Discounts are used mainly by seniors from
the 65+ age group; conversely less than 7 % of those surveyed are almost unresponsive
to specials, only two addressed seniors were not at all interested in discounts.

Discounts on essentials certainly appeal to more than half of the respondents in the 60—
64 category, to 41% they appeal somewhat. Special offers attract fewer men; they
definitely appeal to 63% of women and to 54% of men, they rather appeal to 30%
of women and 37% of men. Discounts are definitely utilized by the elderly whose only
source of income is their retirement pension (67%) and also by working pensioners
(56%). Two fifths of respondents, who are currently employed, respond to discounts
rather positively, but a quarter of them ignore special offers.
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TAB. 2: The effect of age on spending, utilization of special offers and brand
loyalty

Age group (years)

Factor Answer
60-64 65-69 70-74 over 75
Up to 500 CzK 14,8 16 11,7 6,7
A — Spending |501-1 000 CZK 12 12,7 9,1 1,7
per purchase |1 001-1 500 CZK 7.9 2,4 2,6 0,7
Over 1 501 CzZK 0,5 1,2 0 0
B — Utilization | Pefinitely yes 18,3 21,2 15,1 55
of special Mostly yes 14,4 8,2 7,4 2,9
offers
Mostly not 2,7 2,9 0,7 0,7
Definitely yes 5,3 5,7 5,7 3,8

C — Preferring

Mostly yes 19,1 17,3 11 3,6
type of goods
to brand Mostly not 9,4 8,1 53 1,2
Definitely not 1,4 1,2 1,4 0,5
D — Brand Loyal 10,8 6,5 3,8 1,7
| o);tyran Changing brand |price | 12,4 20,1 13,9 6,2
according to quality 12 5,7 57 1,2
Source: own

In the largest group of respondents (pensioners without economic activity), 65% of
them definitely utilize special offers and a quarter of them mostly does. Special offers
mostly do attract half of the working seniors, but they mostly do not attract one third of
the members of this group. 55% of the economically active senior citizens answered the
analyzed question: definitely yes and half of them: mostly yes. As is apparent from
Table 1-C, nearly two thirds of seniors from the 8-12 thousand CZK income group and
over 60% of the lowest income group are most affected by special offers.

As part of the survey the respondents also answered a question as to whether they buy
only goods that they currently need. 40% of respondents (men and women) admitted
that they also buy products they do not need at that moment. More than half of the
respondents in the 60-64 age group buy only essentials, with increasing age, the
proportion of those who purchase only essentials increases up to two thirds. Only
essentials are preferred by 46% of the economically active seniors and by 60% of
respondents whose only income is their pension and by one third of pensioners who
earn some extra money.

During the survey respondents also explained their relationship to a brand. Table 2-C
summarizes the responses of those surveyed (by age group) to the question of whether
they prefer the type or characteristics of a product rather than the brand. The survey
results show that more than 70% of respondents definitely prefer, or mostly prefer, the
characteristics or type of a product rather than the brand. A quarter of respondents
mostly do not prefer the type over the brand.
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While nearly a quarter of men certainly prefer the type of goods when shopping, for
women it is only less than 20%. Only 12% of the economically active seniors definitely
prefer the type of goods; in the two other categories (pensioners and working
pensioners) more than a fifth of respondents do so. More than half of the economically
active seniors and pensioners answered, mostly yes to the question of whether they
prefer the type or characteristics of a product rather than the brand.

From the above mentioned findings it is clear that the addressed respondents do not
deny loyalty to a particular brand. More than half of them change brands according to
the price tag, the rest according to quality. Table 2-D shows how the relationship of
surveyed seniors to a brand depends on their age. The most brand loyal are seniors in
the first age group — over 30%, the least loyal are those in the second age group, in
groups of 70 and more 17% are loyal. Women change brands according to quality more
often: 26% vs. 22% of men. Economically active pensioners are the most brand loyal —
35%, the least brand loyal are the elderly whose only income is their pension. Those
change brand according to the price tag most frequently — 60%, and according to the
quality only 22%. More than a quarter of working seniors change brand according to the
price and 42% according to the quality of goods.

3. Discussion

The shopping behaviour of seniors in terms of average spending that depends on the
frequency of purchases, in terms of utilization of special offers, and in terms of brand
loyalty and the relationship between price and quality has shown a significant
dependency, not only on the age of the respondents, but also on their social status,
gender, and income. In the absence of a similar recent domestic survey from other
regions of the Czech Republic, it was not possible to make a proper comparison that
could confirm some differences in the decision-making process during purchases made
buy seniors.

Because of their conservative views and attitudes seniors rather rely on their life
experiences; they can also occasionally succumb to emotional factors. It is therefore not
clear whether, during the survey, respondents declared their real motives or whether
there were some hidden ones. Based on their statements they are not significantly
attracted to special offers. However, it is possible that they do not realize the importance
of these activities, or that they match their answers to society‘s expectations. Such
effects would probably be revealed by an in-depth interview.

Women especially do not buy in bulk; they rather visit shops several times per week.
Almost half of respondents do not spend more than 500 CZK on a single purchase.
Pensioners whose only income is their pension spend the least; conversely,
economically active respondents spend the most.
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Traders use price discounts and specials so that they can reward their customers.
According to the Nielsen research company such activities contribute almost 50%
towards the total sales of retail chains in the Czech Republic (Marketing&media, 2014).
The results of this survey confirm these findings to some extent: 60% of respondents
definitely make use of discounts and a one third of them mostly do. The biggest
response to discounts came from the 65+ age group. These offers appeal less to men.
It is evident that discounts of this kind are used mainly by those elderly people whose
only source of income is their retirement pension and also by working pensioners.
According to marketers the age of seniors does not have such a big influence on their
purchasing behaviour as do psychological factors that explain their value system and
their reasons for shopping (Tur¢inkova, 2011).

Two fifths of respondents claimed that under influence of the promotional activities of
traders they also buy products that they do not currently need. With increasing age, the
proportion of such goods declines.

One of the key variables of the purchasing process is brand loyalty. According to the
findings of Ernst & Young (2012) in developed countries, every fourth customer-
consumer puts emphasis on such loyalty.

They argue that especially older people close to retirement age, when it comes to
purchasing, often decide not according to their age but their lifestyle (Kotler & Keller,
2013). These seniors have high brand awareness and sensitivity to the brand, but the
brand loyalty among them is not as significant as it is among the older generation.

From my own research it is clear that less than 23% of addressed seniors are brand
loyal. However, more than half of respondents change brand according to price, the rest
according to quality. The cause of this situation probably lies in the relatively high
promotional activities of branded manufacturers, and therefore customers can almost
constantly buy goods on special. Even nowadays seniors are sometimes, incorrectly,
perceived as a passive segment that is brand loyal and that does not want to experiment,
and that may even ruin the brand image (Wigger-Spinting, 2013).

The research shows that the monitored group of customers, when making purchasing
decisions, in most cases favours price, which in this customer group acts as a major
factor influencing the customer‘s choice. The recent economic situation has especially
forced the elderly "to turn every penny". Many companies respond to this with changes
in pricing strategies.

Conclusion

The aging population is changing their lifestyle and as a result the structure of the
market is also changing. People who have been used to creating reserves, saving,
investing during their working lives, are now entering a new phase of their lives. Each
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change is also an opportunity, yet many companies that provide consumer goods
continue to focus on a shrinking market, instead of targeting seniors and adapting their
products to them.

Some current marketing efforts also raise suspicions among the older customers because
they have trouble understanding them (Helm, Scheunert & Landschutze, 2012). This
leaves no choice but to rely on their own life experiences, to identify with their
environment and to find their place. Seniors want products that are not only functional
but also fashionable and that will not automatically give them a stamp of an old age.
The research results also show that the effects of physiological aging are not the only
determinant in terms of changes in shopping behaviour. The other ones mainly include
the economic situation and the resulting social status. The research confirms that the
elderly do not form a homogeneous group; they represent a type of super segment for
which it is relatively difficult to create an effective strategy in the context of integrated
marketing communications.
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Abstract:

This paper is focused on the prediction ability of models predicting corporate financial
distress, also called bankruptcy models. The models are verified on corporations
belonging to one particular industry branch. The selected industry branch is CZ-NACE
28 containing corporations manufacturing machinery and other equipment because it is
traditional manufacturing industry branch in the Czech Republic. The data set consists
of the corporations classified as healthy as well as ailing. The verification is done by
dozens of bankruptcy models coming from developed economies, the Czech Republic
as well as other transition economies from Central and Eastern Europe. Tools used for
verification of models' accuracy are Type | Error, Type Il Error, ROC Curves and
related AUROC coefficients.

Introduction

Corporate bankruptcy prediction is a serious research task since 1960's when it is
connected with researches done by Altman (1968) or Beaver (1966). The scientific
discussion focused on the model predicting corporate financial distress is always
reopened when there is a serious shift or change in economic or political conditions. It
is also a case of the Czech Republic during recent years because of new Insolvency Act
came into force in 2008 and last global economic crisis.

There has been created plenty of models predicting financial distress since 1960's. Some
models are publicly known, others were not published because they are part of
company's know-how. The question which still remains is which models have enough
explanatory power for prediction purposes. This paper should answer the question
which models predicting financial distress have the highest possible accuracy and if this
accuracy is appropriate for prediction and further decision making process.

123



BANKRUPTCY PREDICTION IN THE INDUSTRY BRANCH

1. Literature overview and methods

This paper is based on the verification of already existing models predicting financial
distress. The core of verified methods and tools is represented by Czech authors because
of working with Czech corporate data. The Czech approaches are following the family
indices IN — IN99, INO1 (Neumaierova and Neumaier, 2002) and INO5 (Neumaierova
and Neumaier, 2005), followed by Griinwald Bonita Index (Griinwald, 2001) and
Balance Analysis System by Rudolf Doucha (Doucha, 1996). On the other hand there
are also many approaches created in the developed economies which are very popular
because of their origin. The approaches from developed economies are introduced by
Altman Z-Score (Altman, 1993), Bonita Index (in the German original Bonitdtsanalyse,
Wober and Siebenlist, 2009) or Kralicek (Kralicek, 2007). There are proponents who
suggest only using of approaches created in the same time range and same area, for
example Grice and Dugan (2001). It is the reason why this paper does not use only
approaches from the developed economies but also models from other transition
economies. The transition countries as Poland, Hungary or Baltic states (Latvia,
Lithuania and Estonia) have comparable political and economic situation with the
Czech Republic. Models from Poland are represented by Hadasik (Hamrol and
Chodakowski, 2008), Holda (Pociecha, 2005 and Hamrol and Chodakowski, 2008),
Gajdka & Stoda (Kisielinska and Waszkowski, 2010 and Hamrol and Chodakowski,
2008), Prusak (Kisielinska and Waszkowski, 2010), PAN-C, PAN-D, PAN-E, PAN-F,
PAN-G, Wierzba, Poznanski, D1, D2, D3, D4 (all previous discussed in Kisielinska and
Waszkowski, 2010), Apenzeller & Szarzec, Pogodzinska & Sojak, Sojak & Stawicki
(all previous discussed Hamrol and Chodakowski, 2008). The Hungarian authors are
Hajdu and Virdg (2001) who constructed the model based on the discriminant analysis
as well as on the logistic regression. The Baltic economies are introduced by approaches
Sorins & Voronova (Jansone, Nespors and Voronova, 2010), Merkevicius (Merkevicius
et al, 2006), two factor model (Koleda and Lace, 2009), Stoskus (Stoskus et al, 2007),
Genriha & Voronova (Genriha, Pettere and Voronova, 2011) and R model (Davidova,
1999). The models' formulas can be found in the mentioned literature and therefore they
will not be displayed in this paper.

Methods used for verification of models' accuracy are Type | Error, Type Il Error, ROC
Curves and related AUROC coefficients. These methods are in detail discussed in
Camska (2015b) or for practice use look at Camska (2015a).

2. Results

Corporations belonging to different industry branches could have significantly different
results in areas such as asset and capital structure, profitability etc. Therefore it is usual
that models predicting financial distress are verified on companies from the same
industry. It can be proved by researches done by Kovarnik and Hamplova (2014),
Kle¢ka and Scholleova (2010), Kubickova (2015) or Camska (2015a).
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This paper is no exception and selected industry branch is CZ-NACE 28 containing
corporations manufacturing machinery and other equipment. It is a traditional industry
branch in the Czech Republic which is highly connected with the economic cycle. Two
groups of companies are tested — healthy and ailing. Healthy companies should have
created positive economic value added in the time period 2010-2012 and ailing
companies should have declared bankruptcy in the time period 2012-2014. Another
assumption is availability of corporate financial statements. All these assumptions have
consequences that final data set contains 33 healthy companies and 12 bankrupt
companies. Models predicting financial distress are verified on this data set. Results are
displayed in the following tables. Table 1 shows accuracy for all models except the
Polish approaches. Dark coloured numbers indicate when error indicators are higher
than 50% or reliability indicators ale lower than 50%. Light coloured numbers are used
when it almost hits 50%.

TAB. 1: Accuracy of the verified models except the Polish models

Bankrupt companies Healthy companies

Model Reliability | Type | Error

Altman 0.775 0

IN99 0.725 0.025

INO1 0.850 0.025

INOS 0.900 0.025 0.576 0.030
Doucha 0.675 0.075 0.758 0
Grinwald 0.625 0.050 0.788 0
Kralicek 0.850 0.050 0.939 0
Bonita index 0.775 0.050 0.879 0
Hajdu & Virag 1.000 0.000
Hajdu & Virag-logit 0.900 0.050 0.606 0.394
Sorins & Voronova 0.975 0 0.848 0.152
Merkevicius 0.975

2factor_1

2factor_2

2factor 3

StoSkus

Genriha & Voronova

R model

Source: own research

Table 2 displays accuracy for all tested polish approaches. The usage of colours is same
as in previous table.
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TAB. 2: Accuracy of the verified Polish models

Bankrupt companies

Healthy companies

Model Reliability | Type | Error | Reliability | Type Il Error
Hadasik 0.667 0.333 1.000 0
Holda1 1.000 0
Holda2 0.970 0
Gajdka & Stoda 1 1.000 0
Gajdka & Stoda 2 0.818 0.152
Prusak 1 0.545

Prusak 2

PAN-C

PAN-D

PAN-E 0.750 0.083 0.970 0.030
PAN-F 0.917 0.083 1.000 0
PAN-G 0.833 0.167 1.000 0
Wierzba 1

Wierzba 2

Poznanski

D1

D2

D3

D4

Appenzeller & Szarzec| 0.500 0.417 1.000 0
Pogodzinka & Sojak 0.250 0.500 1.000 0
Sojak & Stawicki 0.500 0.167 0.939 0

Source: own research

The methods predicting corporate financial distress chosen according to the results in
Table 1 and 2 are evaluated using the ROC Curve and its appropriate AuROC
coefficient. The statistical program SPSS is used for this determination. The final results
are shown in Table 3. The models in Table 3 are displayed in the order from the best to
the worst chosen one. The critical value of any area under the ROC Curve is usually
stated as 0.8 but according to the strict polarization the critical value should be moved.
If it is shifted to 0.9 boundary then models Hadasik, Hajdu and Virag, Doucha and
Appenzeller/Szarzec do not have enough explanatory power. We should prefer models
as INO1, INOS, Prusak 2, from family PAN F,E and G, Griinwald bonita index, Bonita
index, Altman, Merkevicius, Prusak 1, Poznanski, Sorins, Kralicek, D2, IN99 and R
model as it is proved by the table 3.
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TAB. 3: AUROC values for models with low Type | and Il Error

Results Asymptotic 95% Confidence Interval
Models Area | Std. Error® Sig.’ Lower Upper
INO1 1 0 0 1 1
INO5 1 0 0 1 1
Prusak 2 1 0 0 1 1
PAN-F 1 0 0 1 1
Grinwald 1 0 0 1 1
Bonita 1 0 0 1 1
PAN-E 0.996 0.007 0 0.981 1
PAN-G 0.996 0.007 0 0.981 1
Altman 0.991 0.012 0 0.968 1
Merkevicius 0.991 0.012 0 0.968 1
Prusak 1 0.982 0.02 0 0.944 1
Poznanski 0.978 0.021 0 0.937 1
Sorins 0.978 0.022 0 0.935 1
Kralicek 0.977 0.019 0 0.94 1
D2 0.96 0.031 0 0.898 1
IN99 0.946 0.053 0 0.843 1

R model 0.915 0.05 0 0.817 1
Hadasik 0.879 0.081 0.001 0.721 1
Hajdu a Virag 0.871 0.053 0 0.767 0.976
Doucha 0.866 0.116 0.002 0.638 1
IAppenzeller/Szarzec 0.835 0.112 0.004 0.615 1

Source: own research

Conclusion

This paper verified dozens of models predicting financial distress. The results show that
there are models with enough high accuracy without respect where and when there
approaches were created. The used data sample consists only of companies operating in
one selected industry branch and there were only 5 dozens statistical units tested.
Further research is based on the verification of other industry branches which can lead
to exclusion of some models recommended in this paper. It is necessary to emphasize
that model predicting corporate financial distress should provide quick and inexpensive
recommendations. They will never work as a physical law achieving 100% correctness.
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Abstract:

Retail industry has been changing rapidly over past decade. Various modern
technologies have been implemented in store units with numerous goals. One of the key
goals is to attract customer and provide him with shopping experience. QR codes
represent a cheap and easy way to gain this goal. In this paper the results of two follow-
up researches are presented. In the Czech Republic the usage of QR codes by retailers or
producers of goods is very limited but slowly grows over years. The continuous results
of the research held in 2015 suggest that the potential of QR codes in terms of the
encrypted information is not fulfilled.

Introduction

Technological novelties have been changing the face of current retail industry. With the
massive adoption of Internet and popularity of e-shops the brick and mortar stores face
a revolution in retail. Customers have become savvy and they do not need traditional
stores as much as they did few decades ago. For this reason brick and mortar store have
to be more attractive for customers and offer something that they cannot find or
experience online. One of the most stressed trends worldwide concerning traditional
stores is shopping experience. (Boston Retail Partners, 2013; Deloitte, 2010)

Providing shopping experience to customers has become essential part of retail
business. Nowadays, customers are not as loyal as they used to be, they want to enjoy
shopping. And that is the moment where technological novelties come in. More and
more brick and mortar stores install interactive displays, self-service checkouts, self-
scanning terminals or magic mirrors, they also offer a Wi-Fi connection to the Internet
for their customers or use QR codes to provide customers extra information or benefits.
(Winterberry Group, 2013; Vong, 2012; Retail Innovation, 2014; Poulter, 2010)
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The main aim of this paper is to present the current usage of QR codes (as one of the
technologies that can provide shopping experience) in brick and mortar stores in the
Czech Republic.

1. Literature overview

QR codes are type of barcodes, 2D barcodes to be specific. QR stands for "quick
response”. A maximum amount of characters that can be encrypted in the QR code is
more than 7.000 (Cata et al, 2013). One of the advantage of QR codes is ability to be
scan even if the QR code is slightly damaged. QR codes can be scanned by terminals or
by smart device such as tablet or smartphone using a special application. (Krémaf,
2010; Roebuck, 2011; Weir, 2010)

In retail industry QR codes are used to provide an extra information or benefit for
customers or business partners of retailer. Usually, QR codes are placed on product
itself, product package, posters, billboards, catalogues or website (Kim & Yoon, 2014).
Nowadays QR codes are very popular worldwide and the typical information or internet
links encrypted in QR code are as follows:

a) catalogue of products,

b) description of new item in assortment,
c) technical specification of products,

d) register form,

e) invitation to an event,

f) coupons,

g) social network profile. (O'Malley, 2014)

In Asian countries QR codes are very trendy. In Japan QR codes are widely used to
loyalty programs promotion. Japanese are motivated to scan QR codes because based on
Okazaki, Li and Hirose (2012) findings every fourth QR code has encrypted some
benefit or incentive for customers. In the Czech Republic no analogous research was
conducted.

Over past few years the usage of various modern technologies in retail industry has
been one of the key research topics of author and her team. There are two major
researches concerning the topic that has been conducted lately, the first one was held in
2013 and the second in 2015. Both researches are aimed to same goal - to find out
current state of chosen modern technologies usage in retail industry in the Czech
Republic. In both years store units situated in chosen Bohemian regions only could be
part of the study. These regions are: Pilsen, Prague, Central Bohemia, Karlovy Vary,
Liberec, Usti nad Labem and South Bohemia.

Mystery shopping was used in order to collect data concerning modern technologies
within store units in both years. The main aim of follow-up research is to find out the
trend of chosen modern technologies usage. For purpose of this paper QR codes
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represent the chosen modern technology. Mystery shoppers followed the record sheet to
collect data. The seeking of QR codes was standardized in order to keep the
comparability of collected data from every store unit.

2. Results

Only store units that offer chosen six types of assortment could be part of the research.
These types of assortment are presented in table 1. Table 1 also shows total number of
store units that were included in the research in 2013 and continuous number of store
units that were included in the research in 2015 (data are gathered from July to
December 2015, this paper presents preliminary results).

TAB. 1: Sample characteristics

assortment type 2013 2015
food 107 31
cosmetics 116 38
sports equipment 154 41
clothes 436 166
household equipment 92 29
electronics 105 42
total number of stores 1010 347

Source: Cechurova et al., 2014, own research

The main objective of this paper is to compare results concerning the usage of QR codes
within store units that came up from the research held in 2013 with the follow-up
research. As shown in table 1 the total number of store units that were included in the
continuous results of 2015 research represents one third of store units visited in 2013.

Firstly it is essential to compare overall number of QR codes that were found within
store units. Table 2 shows the total number of QR codes in both researches. In 2013,
only 33 QR codes were found within 1010 store units. Two years later almost the same
amount of QR codes (32) were found in 347 store units. This result can demonstrate that
the usage of QR codes has been increasing.

Table 2 also present the type of information that person who scan QR code with his
smart device gets. In 2013, the most frequent results of QR code scanning were link to
retailer's website and information about product. But in 2015 the most repeated result
was a link to producer’s website followed by link to retailer's website.

The information about product was encoded in only one QR code in 2015 which is
interesting in the customer (that scan QR codes) point of view. The reason is that
customer scan QR codes in order to get additional information or get some benefit but
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results of current research show that there is almost none QR code that offers additional
information. The majority of QR codes encrypt a link to homepage of retailer's or

producer's website and there is no additional information nor any benefit for customer
that scan these codes.

TAB. 2: QR codes and content

2013 (n. 1010 stores) 2015 (n. 347 stores)
total number of QR codes 33 32

link to producer’s website 4 16
link to retailer's website 17 9
link to mobile app installation 2 |
link to electronic magazine 1 2
information about products 9 1

Source: Cechurova et al., 2014, own research

The encrypted information in QR codes has changed over past two years. As shown in
table 3 the most frequent places where the QR codes are placed have not changed that
significantly. The most common place where QR code can be found is product package
or price tag concerning clothes. Sometimes QR code is not on the package or price tag
itself but on the stand or rack where the product is displayed. Posters within store units
or shop windows are also used quite often place where QR codes are printed.

TAB. 3: Table caption (style HED - object caption)

QR codes are printed on 2013 (n. 1010 stores) 2015 (n. 347 stores)

product package 12 13
poster 9 6
shop window 2 6
stand/rack 6 5
on product (sticker) 4 2

Source: Cechurova et al., 2014, own research

3. Discussion

In order to map the trend of QR codes usage in retail industry in the Czech Republic,
the same research will be once again held in 2017. A survey that mapped a frequency of
QR code scanning by customers in the Czech Republic was held in 2014. In total 612
respondents from Bohemia regions participated the survey and the results showed that
only 6% of all respondents scan QR codes usually or often (Kralova, 2015). This result
can be effected by the fact that people do not get any extra information nor benefit by

133



CURRENT STATE OF QR CODES USAGE IN RETAIL

scanning QR codes and based on this experience they are not motivated to scan them
over and over.

Conclusion

For retailers QR codes represent an easy way to provide extra information or benefit to
their customers on one hand and chance to become different from their competitors on
the other. Unfortunately, current state of the QR code usage presented in this paper
suggests that retailers in the Czech Republic do not use the potential of QR codes.
Instead of providing interesting in depth information about products or services or some
benefit for customers as a reward for scanning QR code retailers in the Czech Republic
encrypt only link to their website with no extra useful information about product. The
producer’'s QR codes are not any better.

Even though there are only few QR codes in store units selling chosen assortment type
in the Czech Republic the continuous results of 2015 research show that the total
amount of QR codes is increasing. The usage of QR codes will be observed in future
research.
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Abstract:

Could be blamed the European labour markets for the unfavourable development of the
productivity growth in the EU? This paper investigates the relation between selected
labour market institutions and productivity growth in 19 EU member states. The effects
of previous labour market regulations via youth and long-term unemployment are also
considered. The analysis is executed for the period from 1995 to 2013. As analytical
tool, panel data model with fixed effects is applied. The results suggest significantly
positive effect of trade unions and robust negative effects of active labour market
policies and unemployment benefits on both total factor and labour productivity growth.

Introduction

The long-term unfavourable trend of productivity growth in the EU even more worsens
in the recent years. As declining productivity means a serious problem for the European
economies, researchers and policy makers are heavily interested in finding out its
determinants.

Given the long-run character of this problem, we suggest the importance of structural
factors. More precisely, in accordance with the recent studies, we supposed that the
inherent structural problems of the European labour market could be blamed for this
development. Recently, labour market institutions attract more and more attention of
researchers and international organizations. But, despite their real importance, there is
no scientific consensus about their role in determining the country’s productivity.

The aim of this paper is to determine the effect of selected labour market institutions on
productivity growth in the European Union. The paper is organized as follows. The first
part deals with theory and empirics of labour market institutions and productivity. After
the second part with the explanation of methods and data used in the analysis, empirical
results are presented. The last part provides a short summary of our main findings.
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1. Impact of Labour Market Institutions on Productivity Growth - Theory and
Empirics

A shift in perception of growth determinants over the last decades made possible to
introduce LMI in endogenous growth theories (Domician, 2014). In the context of these
theories, the role of LMI is in determining productivity growth through their impact on
innovations and human capital accumulation (Barro & Sala-i-Martin, 1997). Later
empirical results suggested that human capital and technological progress alone are not
able to explain economic growth in long-run (Gwartney, Lawson & Holcombe, 1999).
As Kohn (2009) pointed out, the economists started to take into account the role of
institutions in facilitating or impeding a productivity of the economy.

Labour market institutions represent a set of laws, norms and conventions that alter
decisions of labour force by imposing constraints or incentives (Boeri & van Ours,
2013).The rational for labour market regulations of one or another form rests on the
existence of market failures (Sloane, Latreille & O’Leary, 2013). On the one hand, they
are introducing with aim to protect workers or redistribute income to them; on the other
hand, they can lead to efficiency gains due to their impact on labour market functioning
and productivity (Betcherman, 2012).

Theoretically, we can identify various channels through which LMI positively affect
a country’s productivity. They improve the quality of human capital by providing
incentives for workers or firms to invest in education and training (Fialova & Schneider,
2008; Acemoglu & Pischke, 1999); induce the willingness of employees to adjust their
behaviour to the targets of firms and help implement productivity-enhancing work
practices (Soskice, 1997; Belot et al., 2002); increase the efficiency of labour force
allocation, encourage a mobility of labour force; facilitate the responsiveness of firms or
industries to changes in demand or technology and boost technological changes by
making labour force more expensive (Lasinio & Valanti, 2013). Moreover, generous
unemployment benefits provide more time for unemployed to find jobs consistent with
their skills and experience (Marimon and Zilibotti, 1999), encourage the creation of
high-risk, high-productivity jobs making job contracts with a high risk of being fired
more acceptable for unemployed (Acemoglu and Shimer, 1999) or may lead to better
job matches (Belzil, 2001).

There are also theoretical explanations for the negative impact of LMI on the
productivity. Labour market policies could make firms reluctant to hire new workers,
impede labour market flexibility and labour force mobility (Saint-Paul, 1997); conserve
low-productivity jobs (f.e. Messina and Vallanti, 2007); reduce labour effort as there is
a lower threat of layoff in case of poor working performance or absenteeism (Ichino and
Riphahn, 2001). Generous unemployment benefits may increase the duration and level
of unemployment leading to human capital depreciation and inefficient use of resources
(OECD, 2006) or reduce work effort by reducing the opportunity cost of unemployment
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(Shapiro and Stiglitz, 1984). Furthermore, trade unions increase insiders” wages leading
to a reallocation of labour force into lower productivity sectors (Fialova & Schneider,
2008).

We interested in four types of labour market institutions: collective bargaining
institutions, employment protection legislation, unemployment benefits and active
labour market policies. The empirical results in the case of these particular LMI are also
not unanimous. Unlike the rest of empirical works, we assume that not only the actual
state of LMI need to be assess. The effect of labour market regulations in previous years
matters, too. To catch up this influence, we incorporate into the analysis variables for
youth and long-term unemployment assuming that they are at least partially induced by
previous labour market regulations.

2. Methods and Data

2.1. Data

The data consist of time series covering the period from 1995 to 2013 for the member
states of the European Union. In total, the dataset includes 19 observations for 19
countries on 9 variables. The choice of member states was determined by the
availability of data for the given period.

TAB. 1: Summary statistics and sources of data

Variable Source Mean Median Min Max Std.Dev.
TFP Total Economy Database 0,2224 0,1943 -9,2676 6,5164 2,0503
LP Total Economy Database 47,599 49,656 15,235 96,888 16,336
GDPgap Own calculations 146,42 -754,40 -1,4e+005 99602 2700,0
TUD OECD.Stat 34,154 27,906 4,2054 83,138 20,188
EPL OECD.Stat 2,4237 2,3571 1,0952 4,5833 0,6668
uB OECD.Stat 1,3322 1,1000 -0,0265 4,4000 0,9331
ALMP  OECD.Stat 0,7250 0,6400 1,1000 2,3500 0,4469
YU Eurostat 19,084 18,300 4,3700 58,300 9,8597
LU Eurostat 38,861 39,800 0,0000 73,100 13,758

Source: Own estimations using Gretl software package

Based on our research question, the dependent variables are total factor productivity
growth and labour productivity growth (approximated by log differences of the level
variable). The explanatory variables are GDP gap (derived by application of Hodrick-
Prescott filter on data for total GDP in Gretl), trade union density (the share of wage
and salary earners that are trade union members in the total number of wage and salary
earners), strictness of employment protection for regular contracts (index with values
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from 1 to 6), public expenditures on unemployment (% of GDP), public expenditures on
active labour market policies (% of GDP), youth unemployment (% of total labour force
ages 15-24), long-term unemployment (% of total unemployment). The summary
statistics of all variables, including the sources are presented in Table 1 (in the same
order).

To get un-biased results in the case of panel data, we need stationary time series. Thus,
before running the regressions, unit root tests for all variables were conducted via
Levin-Lin-Chu test (Levin, Lin & Chu, 2002). According to the results, UB, ALMP,
YU and LU indicated the presence of unit roots. As solution for this problem of non-
stationarity, rather than levels, first differences of variables were used in the regression
models.

2.2. Panel Data Model with Fixed Effects

As baseline model for our analysis we use an empirical model introduced by Buchele
and Christiansen (1999). They investigated the influence of three LMI indices
(collective bargaining institutions, employment protection legislation and social
security) on the TFP growth in 6 developed countries.

In our specification, we include additional variables to catch up the effects of labour
market regulations from previous years and to control the influence of the business
cycle on productivity growth. Thus, our baseline model is the following:

pi. =B, +GDPgap; [+ LMIi,t,y_}_ LMOi,t,5+gi,t (1)

The productivity growth in country i and time tis explained by the difference between
potential and real product (GDPgap, ), set of labour market institutions (LMI, ) and set

of labour market indicators as outcomes of previous labour market regulations (LMO,
)-

Assuming the presence of unobserved (individual) heterogeneity, the regression is
executed via panel model with fixed effects. As variable for productivity growth, we
apply both total factor productivity growth and labour productivity growth. Then the
equation (1) can be rewritten to the following forms:

TFP, =a, +GDPgap, S+ LMI,, y +LMO,, 5 +u,, )
IALP,, =a, +GDPgap, f+LMI,, y +LMO,, 5 +u,, (3)

where a; represents all country-specific, time-consistent factors and U, are

independently and identically distributed error terms. In the equation (2), the dependent
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variable is total factor productivity (TFP, ;). In the equation (3), log difference of

labour productivity (IALP, ;) is explained by the set of explanatory variables. The
matrix of labour market institutions includes trade union density (TDU, ,), employment
protection index ( EPL, , ), first difference of unemployment benefices (AUB; ) and first
difference of expenditures on active labour market policies (AALMP, ). The matrix of
labour market outcomes consists of first difference of youth unemployment (AYU, )

and first difference of long-term unemployment (ALU, ,).

The correctness of the model specification was tested by Hausmann test. In both
regressions, a null hypothesis of common intercept was rejected at any reasonable
significance level favouring the use of fixed effect (within) estimator rather than random
effect estimator. To be aware the reliability of our interferences, we executed tests for
heteroskedasticity via Wald test. Given very law p-values, we could reject the null
hypothesis of homoskedastic error terms in both regression models. Moreover, tests for
autocorrelation of residuals, based on Durbin-Watson statistics, did not indicate
autocorrelated error terms i n any regression models.

3. Results and Discussion

The estimated parameters for regression equations (2) and (3) are reported in Table 2.
The results of regression model (2) suggest statistical significance of three LMI in
explaining TFP growth, however, with opposite signs. While trade union density seems
to have positive effect on TFP growth, unemployment benefits and active labour market
policies have negative effect on TFP growth. The same is true for the effect of LMI on
labour productivity growth. On the contrary, the strictness of employment protection
legislation in the EU member states does not indicate statistically significant effect on
their productivity growth.

Regarding the effects of youth unemployment and long-term unemployment, the results
are very interesting. The significantly negative effect of the former one is in line with
our assumptions about productivity loss whit increasing number of young (productive)
unemployed. A significant effect of the latter one could be explained by efficiency gains
if jobs are occupied by more educated and more productive workers (we assume that
only unproductive, unskilled persons are not able to find any job in long-run).

The absence of statistically significance in the case of GDP gap reflects an important
fact. The unfavourable development of productivity growth in the EU is a result of
inherent structural problems (including the institutional setting of European labour
markets) rather than short run fluctuations of business cycle. This conclusion is in
conformity with the presence of stagnating productivity growth even before the global
crisis.
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TAB. 2: Regression results for TFP growth as dependent variable

(2) 3
const -2,697 * -0,018
(1,618) (0,017)
GDPgap 5,54e-06 5,48e-08
(3,9e-06) (4,2e-08)
TUD 0,077 *** 0,001 ***
(0,022) (0,000)
EPL 0,117 0,001
(0,735) (0,008)
AUB -1,724 *** -0,012 **
(0,515) (0,006)
AALMP -2,171 ** -0,022 **
(0,962) (0,010
AYU -0,228 *** -0,001 ***
(0,034) (0,000)
ALU 0,087 *** 0,001 ***
(0,018) (0,000)
Observations 342 342
Within R2 0,304 0,194
F Statistic 8,291 6,846
P-value (F) 1,44e-22 3,01e-18

Source: Own estimations using Gretl software package

Conclusion

The long-term unfavourable trend of productivity growth in the European Union even
more worsens in the recent years. Given the long-run character of this problem and
increasing attention in the role of labour market imperfections in determining the
country’s productivity, we are occupied by the question whether the European labour
markets could be really blamed for the productivity decline.

The aim of the paper was to determine the effects of 4 labour market institutions on
both total factor and labour productivity growth in 19 EU member states. Our result
suggests that unemployment benefits and active labour market policies have
significantly negative effects on the productivity growth. Moreover, a significantly
negative influence of increasing share of young unemployed on productivity growth
was found out. As we assumed, the fluctuation of economic activities does not have any
significant contribution to explaining the development of the productivity in the EU. On
the contrary the institutional factors are those which really matter.

We can conclude that via improvement in the institutional set up of the European labour
market, we can achieve productivity gains in the future.
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Abstract:

The contribution which is called Ensuring of exchange rate — case study deals with the
use of financial derivatives by export companies to ensure foreign exchange risk. The
main objective of the article is one case study that monitors ways of financial derivative
use in a company was created, gained results and findings are evaluated. The paper uses
real data from the years 2011 to 2013 and works with the Company's financial
statements.

Despite the fact that in November 2013 started the CNB foreign exchange interventions
and the society knows the expected rate of the Czech currency, the topic is still current.
It can be expected that the significance will rise in time when the CNB finished the
foreign exchange intervention. The volatility of the Czech crown will again increase.

Introduction

One type of forward is an agreement on the exchange of pre-agreed amount of money in
one currency for an agreed amount in another currency at a future date. So founders bet
on the future spot rate between the two currencies. (Dittrichova, Svobodova, et. al.
2014)

The exchange rate is the ratio of the mutual exchange of two currencies. It is given
mostly in direct quotations, which means that the fraction is the ratio of base currency
(i.e. the one which the trader sells or buys) and the contractual currency. In value terms,
the ratio is reversed. For example, a euro-crown couple expressed in direct quotations
makes 25.630 CZK/EUR.(CNB 2013)

Euro in this case is the base currency and Czech crown is the contractual one. In the
case of indirect quotation ratio would be reversed, i.e. 0.039 EUR/CZK.

1. Methods and goals

In the article were used primarily secondary sources. The secondary sources are
represented by the materials from the analysed company, official authorities in the
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Czech Republic, professional literature, information collected from professional press,
legal regulations, websites, discussions or previous participations in professional
seminars and conferences relating to the chosen subject. Primary sources are
represented by the opinion and results from the interview with the management of the
company.

Then it was necessary to select, classify and update accessible relevant information
from the numerous published materials that would give the basic knowledge of the
initial state. Qualitative research will be used for the examination.

The goal of the article is to evaluate the case study in the export company in the field of
foreign trading and hedging.

Hypothesis: it is expected that the hedge will be in the case study beneficial to the
company.

2. Basic description of the facts in the enterprise

The company exclusively uses financial derivatives such as forwards for hedging of
future cash flows. An important finding is the fact that these foreign exchange forward
contracts aren’t concluded strictly for specific contracts with purchasers of products, but
are gradually fluently concluded with the partner bank. This way the company ensures
a steady cash flow of foreign currency needed for production. When the contract is
concluded, the company has at any moment financial reserves and is ready to produce
immediately. Income from paid deliveries is also used to offset amounts of money back
to the bank. Such procedure is typical for a manufacturing company, as stated in one of
the interviews. (Financial reports of the analysed company)

Conclusion of forward agreements is in the company quite often performed on intuitive
base; and according to the company's management a system or guidance for decision-
making should be applied in the future.

Company trades with international partners mainly in euros. They have accounts in
euros, U.S. dollars and Czech crowns in the financing bank; recalculation rate is used
for accounting purposes.

Individual case study will be elaborated with its business partners.

3. Case study

A contract with the British company to manufacture goods on value 2,646,950 crowns
was negotiated in June of 2011. Production order was filed after confirmation 24th June
which is mandatory for commencement of production. Submitted tender is clearly
shown in the following table.
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TAB. 1: General overview of calculation of the offer

Recapitulation (for EPASS) (CZK)

Material consumption limit (CZK) 1130 000,0

Other direct costs (CZK) 505 000,0

Direct personnel costs (CZK) 435 600,0

Total direct costs (CZK) 2 070 600,0 (CZK/USD)
The offer price (CZK) 2 646 950,0

Total contribution margin (CZK) 576 350,0 21,8%
Contribution Margin per man-hour (CZK) 309,9

Contribution Margin (CZK) 1011 950,0 40,4%
Total amount of man-hours — manufacturing 1 860,0 KP
Total amount of man-hours — constructional 0,0 PN total
Total weight (kg) 26 500,0

The total number of units (pieces) 1

Source: information from the analysed company 2011 - 2012

The current spot rate of 17.2 crowns per U.S. dollar was used when creating the
quotation. Hedging was not made in this case, but following forwards were agreed to

the same date as can be seen in the table below.

TAB. 2: General overview of calculation of the offer

The The
Number of Trade date | Due-date The first | volume other Exchange
trade GID currency | of rate

currency

trade
49750018 |5.1.2011 19.7.2011 EUR 200000 | CZK 24,70
50256647 | 24.5.2011 29.7.2011 EUR 376000 | CZK 24,44
50380119 | 24.6.2011 29.7.2011 USD 47000 CZK 17,03
49750020 |5.1.2011 17.8.2011 EUR 650000 | CZK 24,70
50256661 | 24.5.2011 31.8.2011 EUR 176000 | CZK 24,44
49750022 |5.1.2011 19.9.2011 EUR 200000 | CzZK 24,70
49750032 | 5.1.2011 19.10.2011 EUR 200000 | CzZK 24,70
49750036 | 5.1.2011 18.11.2011 EUR 200000 | CzZK 24,70
50227993 | 17.5.2011 30.11.2011 EUR 170000 | CZK 24,24
49750040 |5.1.2011 19.12.2011 EUR 650000 | CZK 24,70
50237799 | 19.5.2011 2.1.2012 EUR 170000 | CZK 24,30
50237828 | 19.5.2011 31.1.2012 EUR 170000 | CZK 24,30
50380051 | 24.6.2011 31.1.3012 uUSbD 150000 | CZK 17,03
50105452 | 30.6.2011 18.7.2011 EUR 176000 | CZK 24,29

Source: information from the analysed company 2011 - 2012

The table shows the part hitherto unsettled forward contracts entered into with the Bank
no later than 30 June 2011. The first case which we are going to monitor is to ensure the
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sum of $ 47,000 due on the 29th July 2011 and then a further amount of $ 150,000
payable on the 31st January 2012. Forward rate was at 17.03 crowns per U.S. dollar.

Profile case got complicated by bankruptcy of the customer. The liability was taken
over by another company. Payment was divided into several parts.

The first invoice was issued 1 July 2011; it was due on the 8th August 2011.
Payment was held on 24 August 2011, after agreement. 30% of total costs were paid.
The course was at that time 16. 968 Czech crowns per U.S. dollar. Due to the agreed
forward course, the hedging paid off at that time so the company profited:

57060 * (17.03 to 16.968) = 3538 crowns.

The second invoice for the additional $ 57,060 was issued on the 28th November 2011;
it was due on the 23rd January 2012. The customer made the payment on the 8th March
2012, when the current rate was 18.706 crowns to the dollar after a sharp increase,
which then continued. Losses arising from hedging against were:

57060 * (17.03 to 18.706) = - 95633 crowns.

The customer paid off the remaining amount of $ 76,080 in his last invoice. The invoice
was issued on the 16th April 2012, the maturity determined for 21 May 2012. The
course at that time was even 19.784 crowns per U.S. dollar. If the company did not
provide hedging, the income would be more than 2 crowns per dollar higher than in this
case, when the company provided hedging. The potential loss resulting from this was:

76080 * (17.03 to 19.784) = - 209,524 crowns.
Recap of the case is shown in the following table.

TAB. 3: Detailed calculation using forward in the case study

Date Income (USD) | Forward Spot rate Balance (CZK)
(hedged)

24.8.2011 57060 17,03 16,968 + 3538

8.3.2012 57060 17,03 18,706 - 95633

21.5.2012 76080 17,03 19,784 - 209 524

Total -301619

Source: own process

ing

The exchange rate CZK / USD by Czech National Bank with the terms of individual
operations is shown in the following chart.
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FIG. 1: Spot rate CZK / USD by CNB with marked dates in the case study
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Source: Exchange rates. Czech national bank [online], own processing

If there is no hedging the company would in this case benefit 301,619 crowns more if it
always sold at the spot rate.

3.1. Orientation according to forward rates strategy

Another strategy using CNB data is monitoring of forward points development which is
used for determining the forward course for the given period.

There is a figure on CNB pages representing forward points for the three and six month
horizon.

The value determines for how many units of one currency can be traded the second
currency for the future period of three or six months. Indirectly it says, weather the
CNB expects growth rate or decline. If the forward points values are positive the value
3M <6M applies, then the gradual growth rate for six months is expected.

To verify the analysis, we will compare the actual spot rate with the values predicted by
the CNB, three, or six months ago.
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FIG. 2: Comparing of spot rate and forward predictions
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It is obvious that the prediction of forward rate does not correspond to reality. Both
forward rates do not correspond to reality, which for months occurred. It is possible to
state, that relying on monitoring of forward monitoring points have not been motive to
hedge the foreign exchange risk application. Forward rate correspond to the spot, but
they are always delayed by the time value, which corresponds to the period for which
they are predicted. The value of the six-month forward exchange rate is similar to spot
rate in 2012 because it occurred on the same exchange rate movements within just six
months. The correlation between the spot rate and the expected three-month rate is 0.17,
the correlation between the spot and six-month course then 0.23. Look now even that
depends on the value of forward points on the current spot rate.

Data in the following chart shown whether the value of forward points depends on the
current spot Apparently neither development of forward points do not correspond to
movements in the spot rate. Finally, this analysis seems therefore not recommended
monitoring the movements of forward points for predicting the future development of
exchange rates.
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FIG. 3: The development of the spot rate and forward points
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3.2. Use of other derivatives

The company provides future cash flows using exclusively forward type derivatives
with its partner bank.

There is an awareness on use of other derivatives, options as tools for hedge the
exchange rate risk however there hasn’t been any practical use adopted, yet.

The next possibility should be the utilization the options instead of hedge. Offer price
remains on 2,646,950 crowns. To securitization will be used option contract. The
company would agree with his business partner on the fact that the company obtains the
right to contract sales for the current price. The offer was 17.2 crowns per US dollar.
Conversely, the buyer has paid an option premium, which is in the case of the analysed
contract and conditions of around 1% of the base price. [4] It would mean, therefore, to
pay the sum of 26,470 crowns. This amount is also the maximum possible loss of our
company and maximal profit of business partner.

The first invoice was issued for the amount of 57,060 USD. The current rate was 16.968
CZE / USD. The company should in this case apply for a higher sales rate, although it
could sell at the current spot rate. The company will gain 971,732 crowns instead of
968,194 crowns.

The second invoice was listed on the same amount as the first one. That is 57,060 USD.
The current rate at the time of the payment was already 18.706. The company had the
right to pre-empt rate 17.03, but it would in this case certainly did not apply the right
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and left flop. Instead of the original 971,732 crowns would be sold for 1,067,364
crowns.

In the last invoice the company charged the remaining amount of the contract, ie.
76,080 USD. Rate at the time of the payment was 19.784 CZE / USD. Right sell for
17.03 crowns to the dollar is therefore uninteresting compared to sales for the current
spot rate. The firm would profited 1,505,167 crowns instead of 1,295,642 crowns.

Calculation is summarized in the table that follows.

TAB. 4: Calculation for the use of options

Amount (USD) | Prepaid rate Spot rate Potential profit (CZK)
57 060 17,03 16,968 971732

57 060 17,03 18,706 1 067 364

76 080 17,03 19,784 1505 167

Option premium —26 470

Total 3517793

Source: own processing

3.3. Strategy no ensuring

The examined case study shows that the provision of foreign exchange risk in the export
company may be not always convenient. There is, therefore, a strategy for saving funds,
and do not ensure at all. Such a conclusion, however, leads us feedback especially
knowledge of the conditions that occurred at that time. For example, it can be clearly
said that the trend of development of both monitored currencies has been growing, as
we can see on the following chart.

The chart shows that the evolution of currencies was quite similar reversals came at the
same time. Euro in this period proved to be a stable currency and volatility was not as
strong as the US dollar. It can be concluded that in such a case to ensure exchange rate
risk is not worthwhile, because the future spot sales price will probably be higher than
the current spot price at the time. Such reasoning can not be considered valuable
because you can never predict the evolution of exchange rates, and it is providing help
in cases where the development would be contrary, but mainly provides a smooth flow
of money and possible planning for the longer term future, even though it means a loss
for the company.
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FIG. 4: The development of the currencies USD and EUR rates in the years of
2011 and 2012
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Conclusion

The case study present rather negative results for the application of the current model
for hedge of the exchange rate risk of an export company. In the case, the company
profited less than if derivatives such as forward hadn’t been used at all or if it had
applied other hedge tools.

Development of indicators in that period greatly contributed to it, because for two years
the trend of the development of exchange rate of the crown against the euro and the
dollar was rising.

The study describe contract of about 2,650,000 crowns. If there had been no hedge the
company would have profited by 301,690 crowns more than actually occurred. This
view is distorted, however, because we evaluate the situation now when we know how
the market developed.

The assumption that the central bank is able to predict the future course development
and forward rates it determines in accordance with this development was not confirmed.

Return on derivatives depends mostly on macroeconomic development of the entire
market. Monitoring Czech national bank financial reports which analyse development
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and bring predictions on the economic environment might be recommended as a useful
strategy.
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Abstract:

This paper investigates determinants of skills mismatch among the university graduates
from the University of Economics, Prague. We use the dataset from the international
cross-section Flexible Professional in the Knowledge Society, named REFLEX, survey
that collects information about labour market status of the higher education graduates
five years after graduation. The method of binary logit model with skills mismatch as
outcome variable was used. As determinants of mismatch demographic, educational
mismatches, and early career experience were incorporated in the models. We tested
several hypotheses such as more probable skills mismatch for graduates with Slovak
nationality, and advantage of male graduates and graduates with highly educated parents
for a better match between skills and occupation.

Introduction

Skills mismatch is generally considered to be an important aspect of the labour market
due to its impact on unemployment, economic competitiveness and growth,
undermining social inclusion and quite limited ability of monetary policy to mitigate its
impact. It also generates significant economic and social cost. From the micro-level
point of view the shortage of skilled workers leads to lower job satisfaction and wage
differentials (Robst, 2007) than properly matched, but these conclusions cannot be
interpreted as straightforward: educational requirements for a certain job can rise over
time, individuals can be overqualified due to low ability for that level of qualification or
they freely chose to work at less stressful work, etc. (McGuiness & Sloan, 2011).

We tested the following hypotheses: skill mismatch is more likely for Slovak graduates
of UEP, and advantage of male graduates and graduates with highly educated parents
for a better match between skills and occupation.

The paper is structured as follows: the first chapter is dedicated to the used methods and
literature overview, in the second chapter we briefly describe analysed dataset and we
discuss the empirical results of estimated models. In the last chapter we conclude our
findings.
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1. Methods, literature overview

We briefly introduce theoretical framework and methodology of binary choice logit
model used for determining the factors of skills mismatch among the graduates within
the following chapter.

The concept of skills mismatch in the labour market as the fact that levels or kinds of
skills of individuals are inadequate in view of particular job requirements has no
accepted unified theory. Some authors tried to conceptualise and explain the problem
within the framework of semi-formal economic models (Sala, 2011). In the study, we
partially followed the approach introduced in (Robert, 2014) where factors of
mismatching in four countries (Hungary, Poland, Lithuania, and Slovenia) were
investigated such as age, higher parental education, study-related work experience, etc.

We consider a class of binary response models of the form (Wooldridge, 2012):

P(y = 1|x) = G(Bo + B1x1 + -+ + Brxx) = G(Bo + xB), 1)

where G is a function taking on values strictly between 0 and 1: 0 < G(z) < 1, for all real
numbers z. For the estimation of response probabilities we use logit model, hence G is
the logistic function:

eZ
G(z) = Tro7 (2)
which has values between 0 and 1 for all real numbers z and this is the cumulative
distribution function for a standard logistic random variable. The expression P/(1 — P)
presents odds ratio in favour of the occurrence of an event. If we take the natural log of
this expression, the result is

Lzznl‘_';Pzﬁoer/;, (3)

and L (logit, hence the name logit model) is the natural log of the odds ratio linear in x
and in parameters. We use the maximum likelihood method for the estimation of the
logit model. This method is consistent, normally distributed and efficient in large
samples.

Marginal (partial) effects for continuous explanatory variable on p(x) = P(y = 1|x) is
obtained from the partial derivative:

T = 9B+ XB)B, (4)
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where g(z) = j—i(z) is probability density function associated with G. Due to non-
negativity of the density function, the partial effect of the x; will always have the same
signas f3;.

Marginal (partial) effects for discrete explanatory variable on the probability x; going
fromcitoc, +11is

G[Bo + B1x1 + B2xg o+ Br(ck + D] — G(By + B1x1 + Boxz + -+ Prck) (5)

Standard errors of marginal effects (4) and (5) can be calculated using e.g. delta method
(Wooldridge, 2012).

To analyse the correctness of the model several tests will be run. For testing multiple
restrictions the likelihood ratio (LR) as a twice the difference in the log-likelihoods is
used:

LR = 2(Ly — L,), (6)

where L,,, is the log-likelihood for the unrestricted model and L, is the log-likelihood
for the restricted model. As a goodness of fit we calculate the following McFadden'’s
R?:

) 2 Lur
McFadden’s R* = 2 (L_r) (7)
Hosmer-Lemeshow and Andrews y? tests as another comparison of the fitted expected
values to the actual values were used (Wooldridge, 2012).

2. Results

The data were gained from the REFLEX survey (Research into Employment and
professional FLEXibility) that was held by the Education Policy Center, Charles
University Prague, in 2013. This project is a large scale international project that has
been carried out in 15 European countries and Japan. Altogether 21 public, and 15
private colleges and universities were participated on this survey in the Czech Republic.
Sub-sample of graduates from the University of Economics, Prague consists of 1,704
respondents that graduated during years 2008-2012 and that are currently employed.
Data was weighted by the proportion of faculties, type of study, gender, economical
status and year of graduating. Due to lack of answers in some explanatory variables we
use final dataset of 1,298 graduates (785 women and 513 men).

We considered binary logit model with Skills mismatch as dependent variable derived
from the response to a question asking respondents to rate on a 1 (not at all) to 5 (very
high extent) to which their skills and knowledge were utilized in their job with
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aresponse 1 or 2 deemed consistent with over skilling. We included following
demographic characteristics in models: Female is coded as 1 for women, Age is
measured in years. Parental highest earned education is distinguishing between
Mother’s and Father’s education, coded as follows: 1 — elementary/basic school, 2 —
secondary education with apprenticeship certificate, 3 — secondary education with
school-leaving exam, 4 — bachelor’s, master’s and doctoral type of study. Continuous
variables related to Work experience, measured in months, differentiate between two
options of the graduate’s job experience in study-related and non-study-related
activities. Left first employment is dummy variable that distinguish those respondents
who still work in their first employment after five years of graduation from those who
already left their jobs. We also included Number of jobs the graduate had during the
labour market career until the data collection. Dummy variable Type of contract in the
current occupation takes the value of 1 if the job is permanent in contrast to fixed-term
employment or self-employment and this variable test possible trade-off between job
safety and mismatch. Dummy variable Horizontal job mismatch where a graduate is
considered as mismatched when his/her job is not related to the field of study of the
programme was constructed, dummy variable Vertical job mismatch mismatches level
of education and current graduate’s job, variable Nationality differentiates between
Slovak nationality of the graduates and others.

We present means and standard deviations (SD) of all included variables in TAB. 1. We
can observe that 51.4% of the graduates view themselves as skill mismatched, 22% are
horizontally mismatched at their first job and only 9.6% are mismatched vertically
(women are more educationally mismatched). Average age of the graduates is almost
28 years. We can conclude that work experience in study related field is in average
4 months longer that in non-study-related field, women’s work experience is
significantly shorter. Most of the graduates (78%) have permanent type of contracts.

TAB. 1: Means and standard deviations of variables

Full Female Male

Variables Mean SD Mean SD Mean SD

Skills mismatch 0.514 0.500 0.498 0.500 0.538 0.499
Female 0.605 0.489 1.000 0.000 0.000 0.000
Age 27.977 3.402 27.777 3.274 28.283 3.569
Father's education 3.348 0.890 3.298 0.916 3.425 0.842
Mother’s education 3.362 0.786 3.301 0.780 3.456 0.787
Work exper. (study rel., in months) 27553 279.124 19.925 40.892 39.226 441.107
Work exper. (not study rel., in months) 23.196 277.726 17.061 19.199 32.583 441.225
Left first employment (= 1) 0.621 0.485 0.622 0.485 0.620 0.486
Number of jobs 1.561 0.858 1.543  0.835 1.589 0.893
Type of contract (permanent = 1) 0.777 0.417 0.744 0.437 0.827 0.379
Horizontal job mismatch 0.220 0.415 0.245 0.430 0.183 0.387
Vertical job mismatch 0.096 0.295 0.116 0.320 0.066 0.249
Nationality (SVK = 1) 0.059 0.235 0.051 0.220  0.070 0.256

Source: Own calculations in EViews 9
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3. Discussion

The estimated coefficients, standard errors (SE), odds ratios, marginal effects (ME) and
its standard errors (SE) for all respondents — full model, model for female and male are
presented below in TAB. 2, 3, and 4. We used econometric software EViews 9 for all
the estimations and further calculations. As odds ratios, marginal effects and standard
errors are not included in EViews 9, we programmed own procedures. While the value
of the estimated coefficient does not give a clear interpretation of the relationship when
using a binary logit model, the sign of the coefficient does have the same interpretation
as with an ordinary least square model (Wooldridge, 2012).

From the results of full model in the TAB. 2 we observe that dummy variable related to
working experience study related is statistically significant with positive effect on the
probability of being skills mismatched. Strong negative effects have variables of
educational mismatches and respondents that already left their first occupation. Being
a Slovak by nationality is 2.227 times more likely than other nationalities to be skills
mismatched controlling all other variables on average when interpreting odds ratio.

All the explanatory variables in every model are jointly highly significant despite the
relatively low value of McFadden’s pseudo R?. The results of Hosmer-Lemeshow (H-L
statistics) and Andrews y? statistics indicate a small difference between the fitted
expected values and actual values. Therefore we cannot reject that the models are
providing an insufficient fit to the data.

TAB. 2: Skills mismatch determinants — full model

Predictors Coeff. SE Odds ME SE

Intercept -0.0443  (0.688) 0.957 -0.0110 (0.172)
Female -0.0024  (0.123) 0.998 -0.0006 (0.031)
Age 0.0231  (0.019) 1.023 0.0058 (0.005)
Father's education 0.0023 (0.082) 1.002 0.0006 (0.020)
Mother’s education 0.0074  (0.094) 1.007 0.0018 (0.023)
Work exper. (study rel., in months) 0.0074  (0.003)**  1.007 0.0018 (0.001)**
Work exper. (not study rel., in months) -0.0003  (0.001) 1.000 -0.0001 (0.000)
Left first employment ( = 1) -0.4444  (0.225)** 0.641 -0.1109 (0.056)**
Number of jobs -0.0927  (0.129) 0.912  -0.0231 (0.032)
Type of contract (permanent = 1) 0.0269  (0.150) 1.027 0.0067 (0.037)
Horizontal job mismatch -1.2280 (0.161)* 0.293  -0.3064 (0.040)**
Vertical job mismatch -1.4037  (0.271)* 0.246 -0.3502 (0.067)***
Nationality (SVK = 1) 0.8008  (0.274)** 2.227 0.1998 (0.068)***
McFadden’s R? 0.0999

LR statistics 179.7220 ***

Number of obs. 1,298

H-L statistics (prob. x?) 3.9351 (0.8629)

Andrews statistics (prob. x?) 4.0388 (0.9465) *p < 0.10, **p < 0.05, ***p < 0.01

Source: Own calculations in EViews 9

Skills mismatch is more probable for Slovak women than other women (see in the TAB.
3), we can also see strong negative effect of respondents that already left first
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employment. Marginal effect for continuous variable Age measures the instantaneous
rate of change — increase age by one year will produce 0.0079 increase in the probability
of skills mismatch as this variable is measured in small units (4). Marginal effect for
dummy explanatory variable Horizontal job mismatch (equals to —0.3110) measures
difference in probability of being skills mismatched between graduates from UEP’S that
consider their job is not related to the field of study of the programme, holding all other
variables at their means (5).

TAB. 3: Skills mismatch determinants — female model

Predictors Coeff. SE Odds ME SE
Intercept 0.1754  (0.910) 1.192 0.0438 (0.227)
Age 0.0315  (0.026) 1.032  0.0079 (0.006)
Father's education -0.0770  (0.104) 0.926 -0.0192 (0.026)
Mother’s education 0.0226  (0.121) 1.023 0.0056 (0.030)
Work exper. (study rel., in months) 0.0047  (0.004) 1.005 0.0012 (0.001)
Work exper. (not study rel., in months) -0.0007  (0.004) 0.999 -0.0002 (0.001)
Left first employment (= 1) -0.5180  (0.286)* 0.596 -0.1292 (0.071)*
Number of jobs -0.0896  (0.165) 0.914 -0.0224 (0.041)
Type of contract (permanent = 1) -0.1445  (0.185) 0.865 -0.0360 (0.046)
Horizontal job mismatch -1.2467  (0.199)*  0.287 -0.3110 (0.050)***
Vertical job mismatch -1.4926  (0.319)**  0.225 -0.3724 (0.079)***
Nationality (SVK = 1) 0.6864  (0.372)* 1.987 0.1712 (0.093)*
McFadden’s R? 0.1062

LR statistics 115.5706 ***

Number of obs. 785

H-L statistics (prob. x?) 3.5392 (0.8961)

Andrews statistics (prob. x?) 7.0751 (0.7183) *p <0.10, **p < 0.05, ***p < 0.01

Source: Own calculations in EViews 9

Explanatory variables related to working experience (increasing the probability of being
mismatched), educational mismatches (decreasing the probability) and Slovak
nationality (increasing the probability) of the respondents are statistically significant
variables in the model estimated only for men, see TAB. 4. Slovak men are more likely
to be skills mismatched than women when comparing odds ratios 2.518 and 1.987.
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TAB. 4: Skills mismatch determinants — male model

Predictors Coeff. SE Odds ME SE
Intercept -0.3761 (1.056) 0.687  -0.0927  (0.261)
Age 0.0081  (0.030) 1.008  0.0020  (0.007)
Father's education 0.1419 (0.140) 1.153 0.0350  (0.035)
Mother’s education -0.0284 (0.156) 0.972 -0.0070  (0.038)
Work exper. (study rel., in months) 0.0111 (0.005)"* 1.011 0.0027  (0.001)**
Work exper. (not study rel., in months) -0.0003 (0.001) 1.000 -0.0001  (0.000)
Left first employment (= 1) -0.3545 (0.374) 0.701  -0.0874  (0.092)
Number of jobs -0.0868 (0.212) 0.917 -0.0214  (0.052)
Type of contract (permanent = 1) 0.3386 (0.261) 1.403 0.0835 (0.064)
Horizontal job mismatch -1.2338 (0.282)* 0.291 -0.3041  (0.070)***
Vertical job mismatch -1.3143 (0.528)™ 0.269 -0.3240  (0.131)**
Nationality (SVK = 1) 0.9233 (0.412y™ 2.518 0.2276  (0.102)**
McFadden’s R? 0.0966

LR statistics 63.3853 ***

Number of obs. 513

H-L statistics (prob. x?) 9.1725 (0.3280)

Andrews statistics (prob. x?) 8.7549 (0.5555) *p < 0.10, **p < 0.05, ***p < 0.01

Source: Own calculations in EViews 9

Conclusion

The study determines the factors of being skills mismatched using the data of graduates
from the University of Economics, Prague, within five years after graduation. The main
factors of mismatching are: horizontal and vertical mismatching of the respondent, and
selected early effects, such as study related working experience study, left first
employment and nationality. We work on widening this study in terms of comparison of
job and skills mismatching with other universities in the Czech Republic. A comparison
with other countries participating in the REFLEX survey is also considered. One can
also compare results with previous years in order to evaluate possible developments in
time. We also plan analysing the impact of mismatches on wages.
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Abstract:

The objective of the paper is efficiency evaluation of national health systems of
European countries. The data on national health systems comes from the European
Health for All Database. The sample includes the 2011 data on 34 countries of the
European WHO Region for which all input and output measures are available. Data
envelopment analysis was used as a nonparametric method of efficiency evaluation.
A specific DEA model, DEA with unobservable measures, was formulated.

Introduction

The objective of this paper is efficiency evaluation of national health systems of
European countries. Health care is an application field with specific characteristics. For
example, the final output (health) is hard to measure and hard to express in monetary
values; the causality between input and output is not always certain; apart from the
efficiency of the health system, the equity and moral principles have to be borne in
mind. The most comprehensive attempt to evaluate performance of health systems was
the World Health Report 2000 (World Health Organization, 2000). Drawing from
arange of experiences and analytical tools, the Report traces the evolution of health
systems, explores their diverse characteristics, and uncovers a unifying framework of
shared goals and functions. Using this as a basis for analysis, the Report breaks new
ground in presenting for the first time an index of national health system’s attainment
and an index of performance relative to potential. These measures are based on five
goals: the level and distribution of health, the level and distribution of responsiveness of
the system to the legitimate expectations of the population, and fairness of contribution
to financing the health system.

The Report suggests that to assess relative performance requires a scale, one end of
which establishes an upper limit or frontier, corresponding to the most that could be
expected of a health system. This frontier represents the level of attainment which
a health system might achieve, but which no country surpasses. The similar terms -
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relative performance and efficiency frontier - are used by data envelopment analysis
(DEA). DEA is a method of the production function estimation based on linear
programming that uses quantities of inputs and outputs to calculate the relative
efficiencies of units. The relative technical efficiency is defined as the ratio of the total
weighted input to total weighted output or vice versa. DEA permits each unit to select
its own weights. It is assumed that each unit (each country in this analysis) will select
the weights that maximize its own efficiency ratio.

Both the World Health Report 2000 and DEA methodologies are able to deal with
multiple inputs and outputs, offer calculation of performance scores, and estimation of
frontier. These approaches differ in the possibility of country’s individual weights
allowed in DEA. The Report, when analysing the stewardship, emphasize the role of
democratic government to select national preferences (weights) to the objectives.
Therefore, the information on individual weights might be interesting.

Hollingsworth (2003) reviewed 188 papers on frontier efficiency measurement in health
care. The review mainly included DEA-based methods that dominated the literature, but
there was also increasing number of parametric techniques, such as stochastic frontier
analysis. DEA also became popular as a method of efficiency evaluation in health care
in the Czech Republic (e.g., Dlouhy, Jablonsky & Novosadova, 2007; Novosadova
& Dlouhy, 2007; Votapkova & St’astna, 2013).

1. Data and Methods

The data on health systems comes from the European Health for All Database. The
sample includes the 2011 data on 34 countries of the European WHO Region for which
all input and output measures are available. The inputs are the number of hospital beds
per 100 000, number of physicians per 100 000, and number of nurses per 100 000. The
outputs are the number of inpatient care discharges per 100 and number of outpatient
contacts per person.

We will evaluate efficiency of health systems by DEA. The relative efficiency of the
unit is defined as the ratio of its total weighted output to its total weighted input or, vice
versa, as the ratio of its total weighted input to its total weighted output. DEA was
developed by Charnes, Cooper, and Rhodes in 1978. Since then a great variety of DEA
models with various extensions and modifications has been developed and used to great
number of applications in the public and private sector (Charnes, Cooper, Lewin
& Seiford, 1994; Cooper, Seiford & Zhu, 2004, Jablonsky & Dlouhy, 2004).

For each unit, DEA calculates the efficiency score; determines the relative weights of
inputs and outputs; and identifies peers for each unit that is not technically efficient. The
peers of an inefficient unit are efficient units with similar combinations of inputs and
outputs. The peers serve as benchmarks, which show potential improvements that the
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inefficient unit can attain. Because the peers are real units, the efficiency improvements
are attainable.

We know that hospital beds, physicians, and nurses do not represent all inputs of the
health system. Health system inputs should include, for example, medical technology,
drugs, administrative staff, public health professionals, etc. Similarly, the inpatient care
discharges and outpatient contact do not represent all health system outputs (e.g.,
medical transport, health promotion, public health services). We suppose that for both
health system inputs and outputs there exist unobservable measures that can have
various forms, for example, a set of many moderately important indicators, missing
data, non-measurable factors and others. We suggest to sum up all these factors to one
unobservable input measure, to one unobservable output measure, or to both input and
output unobservable measures. By an introduction of unobservable measure, we
increase the number of model inputs and/or outputs. The values of newly introduced
output and input measures equal to 1 for all units. Next, we define parameters o € [0, 1]
and B € [0, 1] that represent the maximum values of relative weights of unobservable
output and input measures.

The output-oriented CCR model with unobserved measures (CCR/UM) is formulated:
m+1

Minimize ZVi Xiq
i=1

subject to

S+1

DUV =1
r=1

s+1 m-+1

DU Y, D ViX; <0 j=12,...,m;
r=1 i

s+1

uS+1 ys+1,j S azur yrj j :1,2,...,n;
r=1

m+1

Vi Xmeaj S B ViX;  §=12,...n;
i=1

> r=12,....s+1; V. > ¢ 1=12,...m+1

r =

u

O<a<i 0<p<1
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ys+1,j =1 J =1,2,...,n; Xm+1,j =1 J :1,2,...,n; (]_)

where X is the matrix of inputs, Y is the matrix of outputs, u and v are the vectors of
weights, o is a maximum percentage share of unobservable output measure, 3 is
a maximum percentage share of unobservable output measure.

In case of the health system efficiency, we believe that the BCC model is better than the
CCR model. One can expect a decreasing marginal effect from health inputs at high

levels. The output-oriented BCC model with unobserved measures (BCC/UM) is
formulated:

m+1

Minimize Zvi Xig Vo
i=1

subject to

S+1

DUV =1
r=1

s+1 m+1

DUY — D VX, =V <0 j=12,...,m;
r=1 i

s+1

uS+1 ys+1,j S azur yrj j :1,2,...,n;
r=1

m+1

Vi Xmeaj S B ViX;  §=12,...n;
i=1

u =& r=12,...,s+1; V,>2eg 1=12,...m+1 v, free;
O<a<y 0<p <1

Yer; =1 J=12,...,n; Xna; =1 1=12,...,n @
2. Results

The efficiency scores calculated by five different DEA models are summarized in Table
1. As we stated above, we prefer the BCC model to the CCR model, but for
comparisons, the CCR efficiency scores are also included in Table 1. To better
understand the role of parameters o and B we calculated the traditional BCC model
without unobservable measures (o = = 0), the BCC/UM model with a 10 % share of
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unobservable input and output measures (o = f§ = 0.1), and the BCC/UM model with

a 20 % share of unobservable measures (o =3 =0.2).

TAB. 1: Efficiency scores
Country CCR | CCR/UM BCC Bc(gqu)’M Bc(g_’zl;'\"
Armenia 0.472 0.496 0.586 0.600 0.617
Austria 0.631 0.673 1.000 1.000 1.000
Azerbaijan 0.294 0.316 0.448 0.461 0.476
Belarus 0.907 0.950 1.000 1.000 1.000
Bosnia and H. 0.677 0.690 0.677 0.691 0.706
Croatia 0.666 0.685 0.790 0.796 0.803
Czech Republic 0.634 0.669 0.982 0.983 0.983
Denmark 0.832 0.848 0.931 0.934 0.937
Estonia 0.615 0.643 0.834 0.839 0.844
Finland 0.655 0.678 0.816 0.821 0.828
France 0.748 0.772 0.915 0.918 0.920
Georgia 0.441 0.465 0.468 0.489 0.514
Germany 0.705 0.737 0.928 0.930 0.933
Hungary 0.827 0.864 1.000 1.000 1.000
Iceland 0.650 0.671 0.759 0.769 0.781
Kazakhstan 0.494 0.518 0.669 0.679 0.691
Kyrgyzstan 0.899 0.906 0.903 0.906 0.911
Latvia 0.674 0.701 0.894 0.897 0.901
Lithuania 0.667 0.702 0.946 0.948 0.949
Luxembourg 0.612 0.633 0.733 0.742 0.753
Macedonia 0.466 0.491 0.637 0.649 0.662
Moldova 0.727 0.744 0.832 0.837 0.842
Norway 0.778 0.810 1.000 1.000 1.000
Poland 0.820 0.832 0.841 0.846 0.853
Portugal 0.550 0.572 0.643 0.657 0.672
Romania 1.000 1.000 1.000 1.000 1.000
Serbia 0.562 0.586 0.761 0.768 0.776
Slovenia 0.777 0.794 0.894 0.897 0.902
Spain 0.735 0.751 0.852 0.856 0.861
Tajikistan 0.771 0.784 1.000 1.000 1.000
Turkey 1.000 1.000 1.000 1.000 1.000
Turkmenistan 0.803 0.813 0.848 0.853 0.859
Ukraine 0.720 0.755 0.924 0.926 0.928
Uzbekistan 0.762 0.787 0.949 0.950 0.951

Source: own research.
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3. Discussion

The definition of unobservable measures leads to improved efficiency scores, hence the
unobservable measures can be also understood as the benefit of the doubt. Interestingly,
in the case of the Czech Republic, this does not help to increase the health system
efficiency (the BCC model). Very different countries were identified as technically
efficient: Austria, Belarus, Hungary, Norway, Romania, Tajikistan, and Turkey.
However, such result is not surprising as these countries “operate” at different service
levels. For example, a health system with a low (insufficient) number of physicians and
high number of outpatient contacts is a perfect case of technical efficiency. The worst
performing health systems are Armenia, Azerbaijan, and Georgia.

Conclusion

Data envelopment analysis was used as a nonparametric method of efficiency
evaluation of national health systems. A specific DEA model, the DEA model with
unobservable measures (DEA/UM), was formulated and tested on a real data (national
health systems). Further research is needed to investigate the determinants of health
system efficiency in more detail.
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Abstract:

The aim of this paper is to determine which benefits are considered to be less attractive,
resp. inappropriate, by university students — representatives of Generation Y. Research
was done among the students of two faculties of Mendel University in Brno - Faculty of
Agriculture, and Faculty of Business and Economics. It can be stated that the answers of
students of both faculties are very similar. From the data obtained it can be concluded
that the students, except for two employee benefits, do not categorically disregard
various benefits provided. Students would not expect an availability of benefits like
shopping tour in abroad or Christmas box of chocolates for children. Among other
benefits considered to be less attractive by representatives of Generation Y there belong
scholarships for employees' children, provision of employee-stocks, contribution to
clothing, and sports vouchers for swimming.

Introduction

The main objective of the survey, carried out in the period 1999-2014, was to determine
the most popular employee benefits desired by students of the last year of their Master
studies. This paper deals with the opposite pole of the results — the aim of this paper is
to determine, which benefits are considered to be least attractive, respectively
inappropriate by the representatives of Generation Y. The survey included students of
two faculties of Mendel University in Brno — Faculty of Agriculture, and Faculty of
Business and Economics. The aim is also to identify recent trends in the students'
demands, and to find out whether there are some differences among the students from
these two faculties.

1. Survey of literature

The notion of Generation Y first appeared in 1993 in the journal Advertising Age, and it
referred to the generation of children born in 1985-1995 (Constantine, 2010). However,
some authors shift the year of birth beyond 2000, even to 2004 (e.g. Clark, 2007;
Beekman, 2011, and others). Strauss and Howe (2010) define the interval of birth using
years 1982-2004. Alexander & Sysko (2012) even refer to the interval of 1982-2009.
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People born in this generation like to try new challenges, overcome obstacles, and are
not afraid to express their opinion. They are practical, optimistic and confident in the
future and a better tomorrow (Evans, 2011; Kopecky, 2013). It is the first "global"
generation communicating, discussing, and sharing information right over the internet.
Generation Y has sustained access to computers and mobile phones since their youth,
and they require their employers to allow the daily use of these technologies in the
context of professional life, too (Stojanova, 2015; Kubatova & Kukelkova, 2013; Evans,
2011; Eisner, 2005). According Kocianova (2012), the people of Generation Y should
form the bulk of the working age population till 2025. Unlike their predecessors, who
lived for work, for the younger generation the balance between personal and
professional life is quite crucial, and they work to live.

According to many authors (DeCenzo, 1999; Dulebohn, 2009; Dvorakova, 2007)
benefits represent an essential part of a functioning employee motivation program,
because they have a significant impact on whether the employee will remain in the
company. Attracting new employees is not only based on the provided employee
benefits — there are other important characteristics of a company, e.g. a good working
atmosphere, and career advancement (Backes-Gellner & Tuor 2010). Benefits, though,
become an important criterion of acceptability of a job offer. Horska (2009) contends
that the benefits are considered as hygiene factors (Herzberg et al., 2004). According to
the author, if the benefit is withdrawn it leads to demotivation of employees. This view
is supported by research of Vnouckova (2014). Benefits are also less demanding than
the economic exploitation of wages, because many benefits are tax-supported (e.g.
Hammermann, 2014; Machacek, 2013; Duda, 2011; Grubb and Oyer, 2008). According
DeCenzo (1999), Dvotakova (2007), and Kleibl (2001), employee benefits are a part of
the total remuneration, and they represent an effective investment in the staff.
Employees also expect a fair administration of the benefits (Muse & Wadsworth, 2012).

2. Methodology

Research in this field is carried out continuously by the author. This paper uses data
collected in the years 1999-2014. Every year, students are asked to fill-in
a questionnaire with 40 proposed employee benefits that can be expected from the
employers. Students of two faculties of the Mendel University in Brno (Faculty of
Agriculture, and Faculty of Business and Economics) mark their interests in individual
employee benefits. Students evaluate their preference of the particular benefits on
a Likert-type scale of 1 (definitely yes) to 4 (definitely not), and for the purposes of this
paper there are processed the results of the negative answers (benefits evaluated by 4).

Answers were summarized for the whole research period of 16 years in terms of
frequency of occurrence of the particular benefit in the "bottom ten™ and "bottom five" —
identifying the ten resp. five least desired benefits. The summary also aimed on
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identifying the possible differences of perception of the students of the two faculties
related to the undesired benefits.

In order to statistically analyse the differences in the orders of preferences of employee
benefits by students of the two faculties, there was used the Spearman's correlation
coefficient:

63 (x - 1,)°

n- (n2 -1
n ... Number of factors
X; ... Ranking of a particular factor among the FBE students

r =1- @

y; ... Ranking of a particular factor among the FA students

Comparing the values of the Spearman's correlation coefficient provides a picture of
similarity of evaluation also in terms of the lease desired benefits.

3. Results and discussion

When summarizing the findings for the entire research period (16 years), it was found
out that the top ten ranking of the least popular benefits among students FA and FBE
actually reached an optical consensus among eight of the benefits — even though their
ranking slightly differed (see Table 1).

For students of both faculties under review we noted that the order of the first two
benefits that students do not want does not change over the years. "Shopping trips
abroad” and "Christmas box of chocolates for children™ are unpopular for both groups
of students (FA and FBE students) These benefits also occupied the first two places in
the rankings of the unpopularity of benefits, which was done using the averaged values
of responses during the research. These benefits have also been evaluated by the
students that they certainly do not want at a higher rate (in case of the "shopping trips
abroad” more than 55 % of students have expressed that they definitely do not want this
benefit.) For the benefit "Christmas box of chocolates for children™ almost a third of
respondents indicated that this benefit is certainly unnecessary.

Concerning other benefits, the students of both faculties do not considered important to
include scholarships for employees' children, the possibility of rehabilitation exercise
during working hours, provision of employee shares, contribution to clothing, sports
vouchers for swimming, financial contribution to cultural among the offered benefits. It
Is important to note that these benefits are not generally evaluated as categorically
negative (“definitely not"), but rather negative — the answer "definitely not" appeared
only in 13 % resp. 22 % of respondents. An interesting situation can be seen in the case
of the benefit "children's nurseries and kindergartens,” where at the beginning of the
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study in 1999-2008, this benefit traditionally appeared in the "bottom ten" undesired
benefits, and even more than six times in the period it occurred among the five least
favourite. Probably due to the external environment development, the problem of
shortage of places in kindergartens and nurseries, this benefit is ceased to appear among
the unnecessary benefits.

TAB. 1: Frequency of occurrences of the definitely not desired benefits in the

whole research period

FBE students FA students*

Bottom Bottom Bottom | Bottom
Employee benefit five ten five ten
Shopping tour abroad 16 16 15 15
Christmas box of chocolates for children |16 16 15 15
Rehabilitation exercise during working
hours 13 16 12 15
Scholarships for children 12 16 6 11
Sports vouchers for swimming 10 14 9 13
Provision of employee stocks 4 12 1 9
Children's nurseries and kindergartens 6 10 2 8
Contribution to clothing 3 10 6 12
Children's camp 4 10 - -
Guarantee for mortgage 0 9 - -
Financial (material) gifts in important life
jubilees - 7 3 10
Financial contribution to cultural events |- - 3 8

Source: Own processing * The research was not conducted at the FA in 2000, therefore the maximum
possible number of occurrences is 15 in the case of this faculty.

Using the Spearman's correlation coefficient (Stavkova, 2004) there was compared the
ranking of employee benefits (see Table 2) according to student preferences. According
to this coefficient there was examined the consensus of the ranking among the students
of the Faculty of Business and Economics and the Faculty of Agriculture during the
research period.

Spearman’s correlation coefficient values indicate the similarity of the ranking of
"definitely not" desired employee benefits belonging to the "bottom five", respectively
"bottom ten". The more the rankings of students of the two faculties match, the more
this ratio approaches 1, the more the it differs, the closer to -1 the coefficient gets.

The value of the Spearman's correlation coefficient in the case of the bottom five
benefits is 0.85. This value represents a very close consensus in the ranking of the
benefits, and we can say that students of both faculties consider the eight benefits in
Table 2 equally unattractive. Despite some reduction of the coefficient value for the
"bottom ten" benefits, 0.81 still represents a value very close to consensus in the ranking
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of the benefits. Employers should be aware of this and not offer these benefits to
university graduates.

TAB. 2: Ranking "'top five' and "'top ten' definitely not preferred benefits among
the students of the two faculties

Bottom five Bottom ten
Employee benefit FBE FA FBE FA
Shopping tour abroad 1 1 1 1
Christmas box of chocolates for children |2 2 2 2
Rehabilitation exercise during working
hours 3 3 3 3
Scholarships for children 4 5 4 6
Sports vouchers for swimming 5 4 5 4
Provision of employee stocks 7 8 6 7
Children's nurseries and kindergartens |6 7 7 8
Contribution to clothing 8 5 8 5
Spearman’s correlation coefficient 0.85 0.81

Source: Own processing

Conclusion

The paper identified the employee benefits that students of two faculties of Mendel
University described as unattractive from the offer of possible benefits by employers. It
revealed a high level of consensus of the answers of the two student groups. Students
identified two least attractive benefits — shopping trips abroad, and Christmas box of
chocolates for children. Among other undesired benefits there belong scholarships for
employees' children, the possibility of rehabilitation exercise during working hours,
provision of employee stocks, contribution to clothing, sports vouchers for swimming,
children's nurseries and kindergartens. Performed analysis can help employers in
deciding, which benefits to offer in order to attract the university graduates, and which
benefits do not actually represent appropriate stimuli for them.
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Abstract:

The project of the European Monetary Union took away a significant degree of
sovereignty from member states. Forced consolidation of budgets and reduction of
deficits raise the question whether in times of high unemployment these measures are
still suitable or they would rather lead to a further reduction in employment. Current
situation also reveals other issues, such as e.g. the impossibility of the exchange rate
adjustments in boosting economic growth and competitiveness. The economic theory
traditionally recommends a stimulation of aggregate demand, namely consumption and
investment what should help in employment recovery. This paper will focus on analysis
of the reaction of new EMU member states in case of positive demand shocks. The
effects of shocks were identified by vector autoregression model.

Introduction

Recent crises emphasised asymmetries and differences in EMU countries. Persisting
unequal position of individual members is particularly visible in case of small, former
transition economies. However, with regards to current rates of globalisation and
interdependence of individual economies, EMU accession can be highly beneficial
especially for small economies. It should enable deeper and more extensive cooperation
with larger and stronger economies. On the other hand, this can be limited by the fact
that new members are still considered to be lacking in certain areas.

This paper will analyse the strength of countries’ individual responses to demand
shocks in case of selected macroeconomic variables (consumption, investment,
unemployment). We will focus on these new EMU members: Latvia, Lithuania,
Estonia, Slovakia and Slovenia. We would like to verify whether a common European
policy might be suitable in tackling the issues, such as high unemployment or economic
growth in general.
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1. Literature overviewand Methods

Aggregate demand shocks include consumption or preference shocks, investment
demand shocks, monetary policy shocks and fiscal policy shocks. (Gambetti & Musso,
2012) Each shock has dynamic effects on output and its components. These effects are
called the propagation mechanism. The effects of a shock on activity may build up over
time, affecting output in the medium run. Or the effects may build up for a while and
then decrease and disappear. (Blanchard & Johnson, 2013) Krugman and Wells (2009)
explain how the government could intervene to avoid a temporary fall in aggregate
outputassociated with high unemployment by using policy measures to increase
aggregate demand. There has been a growing literature focusing on the fluctuation of
output as a result of demand side shocks in DSGE models. In general equilibrium
models, demand side shocks, such as preference shocks to consumption demand or
shocks to government spending, have a strong tendency to crowd out investment.
(Baxter & King, 1991; Benhabib & Wen, 2004; Wen, 2006; Leduc & Liu, 2014) Other
authors study the similarity of countries’ responses to shock. The analysis made by
Pentecote and Huchet- Bourdon (2012) showed that new EMU member countries
remain at the EMU periphery with stronger shock asymmetries than the founder
members. The similar results were also obtained by Fidrmuc and Korhonen (2003) by
using VAR methods. Their findings suggest that the correlation of supply shocks differs
considerably from country to country but remains usually stronger that the correlation
of demand shocks calculated for accession countries and EMU. What is more, the size
of the shocks was lower for the newer EMU members. Higher level of symmetry for
newer member was also confirmed by the analysis of e.g. Arfa (2009).We can also find
older analyses such as the one by Bayoumi and Eichengreen (1993). They tried to
identify and evaluate supply and demand shocks from 1960 to 1988 in different
countries in Europe (with Germany as a benchmark country) using a structural vector
autoregression model. Their results show a high correlation of supply shocks but low
correlation of demand shocks

To estimate the effects of demand shocks we expect that there is a long-run equilibrium
relationship-cointegration between variables chosen for the model. This approach is
commonly used for modelling the effects of various macroeconomic policies especially
in case of shocks. For this analysis we estimated a simplified following model:

CYt = A(L)Yt—l + ut (1)

In this case, Yt represents a Nx1 vector of the following endogenous variables:
aggregate demand, household consumption, private investment, unemployment,
C corresponds to an NxN matrix and describes the simultaneous relations among
endogenous variables of the model. A(L) corresponds to a NxN polynomial with
coefficients representing relationships among endogenous variables on lagged values.
Lastly, ut - a Nx1 normalized vector of shocks to the model, is used to represent shocks.
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If there are at least 2 endogenous variables integrated of order 1 (I(1)) mutually
cointegrated, then the initial VAR model is adjusted to VEC model. This transformation
is possible if we multiply the equation (1) by 1/ Yt-1:

AY = p+ MYy + 2P TAY + & )

After the transformation, this model is able to capture short-and long-term adaptation to
changes. Once estimated, the VEC model allows to determine impulse-response
functions for all variables. A VEC model requires that there is at least one long-term
cointegration relationship between the variables. That is why the testing of the model
should start with the verification of standard conditions, i.e. stationarity, cointegration,
residual autocorrelation, heteroscedasticity and normality. With respect to the scope of
the paper, the next sections present only selected results of the analysis. The overall
results are available upon request from the authors.

2. Results

2.1. The endogenous variables

In order to compare the evolution in economies we have used quarterly data from
2000Q1- 2015Q1 (61 quarterly observations). Time series were obtained from databases
of Eurostat. Data covered the evolution of the fundamental macroeconomic indicators
expressed in constant prices and were seasonally adjusted in order to eliminate possible
seasonal factors: aggregate demand (AD), household consumption (C), private
investment (1) and unemployment (U). The evolution of variables for monitored
countries in 2000-2015 is depicted on FIG.1.

For all selected variables, we can see a common characteristic, i.e. mainly an increasing
trend with a less or more pronounced dip around a 2009 caused by the global crisis. For
AD, C, | and GDP the fluctuations were only minimal and mostly due to crisis. We can
see that the initial situation of Slovenia was slightly better than in other countries -
initial levels of selected variables in 2000 for all variables were around 80% of their
2010 levels. Other countries “started” this decade at the level around 60%. The lowest
initial level can be observed in case of Slovakia E.g. in case of GDP the 2000 level
represented approximately 55% of the 2010 level of GDP. The periods of up and downs
were the most significant Latvia and Lithuania and it can be observed for AD, C, I and
GDP. These countries also marked a rather pronounced dip of GDP growth caused by
the crisis but resumed their growth rates rather quickly. The most stable growth was
typical for Slovenia.

In general, we can say that the evolution of investment expenditures of domestic firms
was slightly less straightforward than the evolution of C. We can also observe a bit
more pronounced fluctuations. In case of Slovakia or Slovenia the after-crisis period
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brought about stagnation in investment expenditures, sometimes at the levels, lower to
pre-crisis period.

FIG. 1: Evolution of GDP, AD, C, | and U
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The unemployment rate for monitored countries seems to have a strong decreasing trend
reversed by the crisis. U plummeted to the almost 20 % levels in Baltic countries and
Slovakia but resumed its descent again in a short time. In case of Slovakia this
favourable development was postponed by several years of stagnation around 14% level
of unemployment rate. Slovenia shows more stable evolution of U, with rates lower
than 8% before crisis and a slight increase after 2010.

2.2. Impulse response functions

Estimated VEC model enables to analyse impulse response functions (IRF) for selected
endogenous variables. The results are grouped by variables so as to be able to compare
the similarities or differences in responses for each country. The estimated response of
variables on AD shock is observed over the period of 10 quarters after initial shocks. In
case of unexpected demand shock in the form of sudden increase of AD (e.g. policy
intervention) the theory suggests the following short term behaviour of surveyed
variables (with possible time lags): a rise of C, and I, and a decrease of U. Next graphs
(FIG.2) depict IRF function for C, I and U for period of 2000-2015.

179



MACROECONOMIC DEVELOPMENT AND DEMAND SHOCKS: A CASE OF NEW EMU
MEMBER STATES

FIG. 2: Impulse response functions
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3. Discussion

In the case of low aggregate output and falling prices the government intervention by
AD oriented policy measures (e.g increase in government spending, decrease in taxes)
should stimulate C. So the expected evolution of C after positive demand shock
assumes the upward trend in short term. Latvia, Lithuania and Slovakia manifest the
overall strong and dynamic response, permanent in the long run. The reactions in
Slovenia and Estonia seem to be moderate and less dynamic.

Investigation of transmission in case of the demand shock includes also an estimation of
investment responses. Here, the theory indicates that the increased demand should also
encouragethe investment behaviour in economy. However, the base of shock is very
important. The demand shock originated inpolicy changes (e.g. new government
investment) can generate procyclical investment movement and have strong tendency to
crowd-out the investment. Generally, the investment reactions to the demand shock are
positive (lincrease after the demand impulse).We can see that demand shock caused
dynamic increase in the investment expenditures in Latvia.We can observe less dynamic
reaction in case ofLithuania and Slovakia, Slovenia and mainly in Estonia.

The examination of the demand shock pass-through includes the estimations of labour
market responses. Here the theory indicates that the increase of demand should firstly
slow down the increase of U andlater causethe unemployment rate to drop.Responses of
countries with generally high level of unemployment rate (Slovakia, Lithuania, Latvia
and Estonia) seems to be most dynamic and intense. In case of Sloveniawe observed the
least dynamic response of U. This can be attributed to overall less variable evolution of
U and lower unemployment rate in Slovenia.
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Conclusion

This paper was focused on the impact of the demand shock on selected macroeconomic
variables (consumption, investment, unemployment) in new EMU members (Latvia,
Lithuania, Estonia, Slovakia and Slovenia). We wanted to verify whether a common
European policy might be suitable in tackling the issues, such as high unemployment.
Summary of overall results showed that the demand stimulation had remarkable
influence on the basic macroeconomic variables. The responses to the unexpected
demand shock were generally dynamic and intense in Latvia, Lithuania, Slovakia,
Slovenia or Estonia.
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Abstract:

Are customers who seek the best less loyal? This theoretical paper provides brief
introduction into the personality trait of maximizing (the need to find the best option
possible) versus satisficing (accepting “good enough” option as satisfactory), its
measures and correlates. Further, mechanisms that relate maximizing trait to consumer
satisfaction and loyalty are discussed and finally, the conclusion that maximizers are
less loyal than satisficers is drawn and supported with arguments.

Introduction

Customer satisfaction is positively related to consumer loyalty, and consumer loyalty is
in turn positively related to profitability. This link has been demonstrated, discussed and
accepted in the literature to wide extent (Gronholdt, Martensen, & Kristensen, 2000;
Hallowell, 2013). Although some authors warn against perceiving customer satisfaction
as the ultimate goal of business operation (Bennett & Rundle-Thiele, 2004), the positive
relation between satisfaction, loyalty and profitability holds in general. The goal of this
paper is to provide a brief introduction into the concept of maximization and to explore
how it might determine customer satisfaction. The rest of the paper is organized as
follows: first different determinants of consumer satisfaction are discussed, and then
maximization, its measures and behavioral implications are discussed. Later we look at
how maximization might determine consumer satisfaction and loyalty. In the last part of
the paper, implications for researchers and for practitioners are presented.

1. Consumer satisfaction and loyalty

Where does consumer satisfaction come from? The model that has received much
attention in past decades is the expectancy disconfirmation model (Oliver, 1980).
Oliver’s model proposes customer satisfaction to be determined by consumer’s
expectations about the product, its actual perceived performance and disconfirmation of
expectation (subjectively perceived difference between the expectation and
performance). As consumer satisfaction is of key interest to both practitioners and
researchers, many authors have expanded on this model by introducing new variables in
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the effort to explain consumer behaviour patterns and to find ways to increase consumer
satisfaction and loyalty. Findings resulting from these model iterations include the
following: When performance is ambiguous, the role expectations play in determining
satisfaction increases (Yi, 1993). When expectations are ambiguous, the role
performance plays in determining satisfaction increases (Nyer, 1996). Not only
cognitive disconfirmation, but affective disconfirmation (how the consumer expects to
feel during consuming the product or service vs. how does he feel once consuming it)
also determines the resulting satisfaction level (Ladhari, 2007). Encouraging consumer
complaints results in greater consumer satisfaction (Nyer, 2000). Quality of consumer’s
interaction with frontline employee, determined by the employee’s personality traits
strongly influences the resulting consumer satisfaction (Ekinci & Dawes, 2009).

Consumer’s satisfaction and loyalty is affected by several traits of retailer personality,
namely congeniality, originality, conscientiousness and preciousness (Lombart & Louis,
2012). Here, the retailer (or brand) personality refers to brand itself, not to actual
person. Brands are, in an anthropomorphic manner, ascribed ,,personality traits“ that
refer to the set of human characteristics associated with brands (Aaker, 1997)

Individual differences in consumers‘ personality traits also determine the level of
consumer satisfaction, as (Vazquez-Carrasco & Foxall, 2006) find in their empirical
study. They show that Need for Social Affiliation is a strong determinant of active
loyalty, and Need for Variety has direct effect on consumer satisfaction and loyalty.

Another personality trait that plays a role in how loyal consumers are is their tendency
to maximize (Lai, 2011). In the following sections of this paper, | provide more detailed
look on what maximizing is, how to understand and measure it and mainly whether and
how does it relate to consumer loyalty.

2. Maximizers and satisficers

Every day, we make choices on what to buy, where to travel, who to spend our time
with, what to eat, etc. Although we try to make choices that lead to our satisfaction, in
most cases it is not possible to act like homo oeconomicus: investigating all available
options in depth, selecting the one that turns out to be the best in the final comparison
(Simon, 1955). Simon argued, that people instead tend to satisfice, selecting an option
that meets the minimum level of acceptability, or put simply, the item deemed “good
enough”. Building upon Simon’s work and popularizing the concepts of maximizing
and satisficing, (Schwartz et al., 2002) propose maximizing to be a stable personality
trait. Maximizers feel the need to select the best option available, often exerting great
effort to find, investigate and compare all alternatives available. Satisficers, on the other
hand, aspire to select an option that is better than an certain threshold — once this option
is found, other alternatives are often not investigated at all (Schwartz et al., 2002).
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While for satisficers good enough is just good enough, for maximizers only the best is
good enough.

To measure maximizing in people, (Schwartz et al., 2002) developed a 13-item self-
report scale. The scale labels people with high scores as maximizers, and those with low
scores as satisficers. It is the most used one in research up to this day, although it also
received its share of criticism, mainly for its poor psychometric properties (Turner, Rim,
Betz, & Nygren, 2012; Weinhardt, Morse, Chimeli, & Fisher, 2012). Also, containing
items related to renting videos, driving a car or watching a TV, this scale is rather
culture specific and its use outside of the US might be problematic (Nenkov, Morrin,
Ward, Hulland, & Schwartz, 2008). Hence, a number of other scales and inventories
have been built to measure maximization: the shortened 6-item version of the original
MS (Nenkov et al., 2008), 9-item Maximizing Tendency Scale (Diab, Gillespie,
& Highhouse, 2008), the Decision Making Tendency Inventory with 29 items
(Misuraca, Faraci, Gangemi, Carmeci, & Miceli, 2015), the Maximization Inventory
(Turner et al., 2012) containing 34 items, and the 5-item scale developed by (Lai, 2010)

As the scales available to measure maximization are so numerous, picking the one to
use in one’s research becomes a maximization problem of its own. It has been shown
that the scales are not very strong predictor of behaviour, and that the results vary
depending on what scale is used in the research (Giacopelli, Simpson, Dalal, Randolph,
& Holland, 2013). Thus, when picking the scale to use, one must carefully consider
which one is appropriate in terms of conceptualization and construct validity with
regards to the research question at hand.

Although debated by some authors (Diab et al., 2008), maximizers, as opposed to
satisficers, report in general lower levels of happiness, less optimism, less self-esteem
and less life-satisfaction, while scoring higher in depression, regret and perfectionism
(Schwartz et al., 2002). Maximizers are also reported to be more likely to engage in
social comparison and to be more sensitive to regret (Schwartz et al., 2002).

3. Are maximizers less loyal?

Compared to satisficers, maximizers tend to spend more time elaborating on their
decisions, examining more options, relying on external sources of information and
seeking the opinions of others (lyengar, Wells, & Schwartz, 2006; Parker, Bruine de
Bruin, & Fischhoff, 2007; Schwartz et al., 2002). Maximizers want to pick the best
option available, and each new piece of information they encounter can alter which
option is deemed the best. What is more, maximizers do not stop ruminating after the
decision has been made, and keep collecting information and evaluating alternatives to
make sure they indeed made the best decision possible (Schwartz et al., 2002).
Although maximizers in general select objectively better outcomes than satisficers, they
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are subjectively less satisfied with them — they end up doing better, but feeling worse
(Dar-Nimrod, Rawn, Lehman, & Schwartz, 2009; lyengar et al., 2006; Schwartz et al.,
2002).

Maximizers were shown to experience more regret and less happiness regarding their
purchases and to be less satisfied with them (Schwartz et al., 2002). Additionally,
maximizers are more prone to experience regret about their choices (Parker et al., 2007;
Schwartz et al., 2002) As consumer satisfaction is positively related to loyalty
(Gronholdt et al., 2000; Hallowell, 2013), this finding is of great importance for those
interested in customer loyalty.

When making purchase decisions, satisficers tend to rely on their past decisions as cues,
allowing them to save on time and effort put into the decision. If they were satisfied
with a purchase previously, they find it satisfactory to simply repeat that purchase.
Maximizers, though, start from scratch with each decision, minimizing the value of
information resulting from their previous decisions, hoping to find the best option
currently available (Carrillat, Ladik, & Legoux, 2011).

Maximizers were also shown to prefer reversible decisions over irreversible ones
(Shiner, 2015; Sparks, Ehrlinger, & Eibach, 2012). Although irreversible decisions in
general leave people more satisfied (Bullens, Forster, van Harreveld, & Liberman,
2012), opting for reversible decision leaves maximizers with the opportunity to change
their mind once they decide another option is the optimal one. If reversible choice is
presented under a time constraint, maximizers are more likely to actually change their
initial choices (Chowdhury, Ratneshwar, & Mohanty, 2009). Additionally, (Sparks et
al., 2012) find satisficers (but not maximizers) to engage in dissonance reduction after
making a decision, resulting in satisficers being more satisfied with their choices.

Seeing that maximizers, compared to satisficers, display lower satisfaction and more
regret regarding their purchases, doubt their choices more and that they tend not to let
their past purchases influence new ones, we can hypothesize that consumer loyalty
would be lower for maximizers compared to satisficers. In her empirical study, (Lai,
2011) shows this assumption holds. (Lai, 2011) finds that maximizers are more prone to
regret, discuss their choices with others more, have more knowledge of alternatives and
their ego involvement in the end product is higher. As a result, their intensions to switch
service providers are intensified.

What do we learn from this? Firstly, and most importantly, maximizers are less loyal
than satisficers. They feel the need to be sure they picked the best option possible. They
engage in exhaustive search and discussions to assess the alternatives, and they do this
anew with each decision. After making a decision, they doubt their choices and end up
less satisfied, and when given the opportunity, they tend to switch their choices.
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Knowing that maximizers differ from satisficers in consumer satisfaction and loyalty,
implications for practice and for research can be outlined. Further research may help
understand individual differences in proneness to decision change, helping practitioners
in their efforts to improve customer retention rates. In research, new directions open up
to investigate the impact of situational context on the decision making and post-decision
processes of maximizers and satisficers.

Conclusion

This paper briefly introduced the construct of maximizing and satisficing. Important
correlates as well as ways to measure the construct were described. Several mechanisms
of the influence of maximizing tendency on customer satisfaction, and ultimately
loyalty, were proposed and a conclusion that maximizers are less loyal is drawn.
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Abstract:

Strategic approach to human resources management enables a consistent use of modern
tools for managing human resources in an enterprise. This allows enterprises to achieve
close integration of the different systems of human resources management and increase
their effectiveness. Effective activity in the strategic dimension requires involvement of
all entities operating in the area of the personal function, i.e. managerial staff at all
levels, employees, trade unions or personal counselling companies. The aim of this
paper is to identify the strategic dimension of human resources management as
presented in literature on the subject. Further part presents findings of empirical studies,
which enabled verification of the hypotheses and formulation of conclusions.

Introduction

Management through strategies is a philosophy of an organisation. Strategic activities
are nothing else than implementation of strategic plans and the concepts contained in
them. In other words, a strategy is a statement of a number of activities of an enterprise
aimed at developing or maintaining competitive advantage.

A strategy of human resources management as one of functional strategies has to
harmonize with the strategy of an organisation. Like other functional strategies,
personnel strategies are also located in a specified hierarchy of objectives, missions and
strategies of an organisation. Thus, personnel strategies have to be reflected in specific
plans and personnel decisions, as they fulfil a fundamental role in an organisation's
attempts to achieve specific objectives, and thus success (Listwan, 2003).

Management of human resources based on a strategy of an organisation is connected
with identification and elimination of problems existing in an organisation and its
environment, actions based on decisions that have a significant impact on the concept of
employment and development of staff and mutual personal relations.
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Actions based on specific strategies force the use of appropriate management systems.
Sometimes, it will be pressure on inventiveness, invention, at other times on experience
or routine.

1. Literature overview

Human resources management is an aspect that addresses how an enterprise will
implement its objectives through people, strategic measures and integrated rules for the
operation. It is based on three postulates (Armstrong, 2010):

a) human resources fulfil a strategic role in ensuring success to an organisation and
are one of the main sources of its competitive advantage.

b) human resources strategies should be consistent with the economic plans of
organisations,

c) individual human resources strategies should be consistent with each other so
that they strengthen each other.

A human resources management is not only strategic planning, but above all the
implementation of tasks which are in line with an organisation's strategy as well as all
strategic decisions and actions of HR specialists in cooperation with other managers of
an organisation. Any decisions have a long-term impact on an organisation's actions and
its future success.

For strategic management of human resources to be effective, a few basic principles
should be taken into account (Armstrong, 2010):

d) human resources are of significant importance for the implementation of the
existing general objective,

e) human resources are taken into account in the process of developing a strategy
of an organisation,

f) the existing effective and constant relationships ensure the inclusion of activities
connected with human resources in the decision making process, at all levels of
an organisation,

g) concepts initiated in the area of human resources are connected with the needs of
an organisation; human resources management is responsible for decisions and
actions based on which an organisation undertakes economic activities.

A strategy-based management of human resources is a conscious choice of prospective
objectives and rules for operation in the area of human resources. It reflects an
organisation's plans as to how people should be managed. Consistent and integrated
decisions, a clearly defined set of expected skills of human resources and a defined
model for their management are necessary for an organisation to achieve an expected
competitive advantage (Lipka, 2000).

According to A. Pocztowski (2008), a human resources management strategy is a
consistent system of actions that involve setting long-term objectives, formulating
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principles, plans and programmes focused on the creation and use of human capital of
an organisation, guaranteeing it the achievement and maintenance of competitive
advantage. The task of the human resources department is to make sure that people are
committed, effective and constructive. It has to recognise relationships between
employees and the employer, find out what motivates or demotivates employees and
thus impact the success of the whole organisation (Reilly&Williams, 2009).

The implementation of a human resources strategy comprises four stages (Lipka, 2000):

h) strategic assessment of human resources,

i) formulation of a human resources strategy based on an organisation's strategy,

J) definition of sub-strategies for human resources, implementation of changes in
the area of human resources and their control.

In order to fulfil their role, human resources strategies should cover strategic actions of
all the functions in the area of human resources management, such as: employment
planning, recruitment, selection, interpersonal communication, motivation and
assessment, organisational culture and labour costs. Based on the individual functions of
human resources, the so-called sub-strategies are created, which have to be consistent
with each other and in line with the strategy of an organisation (Lipka, 2000).

While developing a human resources strategy, one should not forget about ethical issues
in the context of those involved in the matters of an organisation, i.e. employees,
owners, managerial staff and local community. In the process of human resources
management, of importance is the aspect of human relations, security issues,
interpersonal communication, involvement and maintenance of balance between work
and private life. While developing strategies, the human factor should be taken into
account. Strategies should not ignore people's aspirations and needs. People whose
needs have been satisfied are more motivated to work more effectively and work safer
(Armstrong, 2010).

2. Methods

The findings presented in this paper were obtained during the implementation of the
project entitled “New tendencies and challenges in managing SME human resources in
Silesian Voivodeship.” The aim of the studies was to diagnose the state of management
of human resources taking into account its impact on the functioning of enterprises
operating in Silesian Voivodeship and to indicate improvement areas of the model
under diagnosis. One of the specific objectives of the studies was to diagnose the state
of the process of strategic management of human resources and to identify fundamental
problems. In this area, the main hypothesis was formulated: The enterprises analysed do
not have comprehensive strategies for management of human resources. The following
detailed hypotheses were also formulated: H1. The enterprises analysed have
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a development strategy in place, but operational employees are not sufficiently familiar
with it is. H2. The strategy is implemented in an inappropriate way.

In order to obtain reliable results, literature studies were complemented by analysis of
original data obtained in a quantitative study using a questionnaire survey with a survey
questionnaire as the research tool. The questionnaire was addressed to 1000 randomly
selected employees of enterprises located on the territory of Silesian Voivodeship
(Poland) between February and April 2015. The survey resulted in 264 completed
questionnaires, of which 221 completely and correctly completed questionnaires were
accepted for further analysis.

221 people participated in the survey, with females constituting 43.9% and males -
56.1%. The respondents had higher education (48.0%), secondary education (43,3%) or
vocational education (8.6%). As far as the age is concerned, employees aged 36-45
(37.1%) and 26-45 (27.6%) dominated. People aged up to 25 made up 16.7%, those
aged 46-55 — 10.0%, whereas those above 55 constituted 8.6%. As far as the seniority is
concerned, the biggest group consisted of respondents with 11 to 20 years of work
experience (34.4%) and between 5 and 10 years of work experience (33.5%). Work
experience of up to 5 years was declared by 13.6% of those surveyed, 21 to 30 years of
work experience - by 11.8%, whereas the rest 6.8% had over thirty-years' work
experience. The respondents fulfilled operational (75.6) and managerial functions
(24.4%). The employees surveyed worked in micro-enterprises, i.e. employing 0-9
people (31.2%), small enterprises, i.e. employing 10-49 people (44.8%) and in medium-
sized enterprises, employing 50-249 people (24.0%). These companies operated on the
regional (40.7%), domestic (33.0%), local (16.3%) and foreign markets (10.0%).

3. Results

The employees surveyed claimed that the enterprises in which they worked had a vision
of future development. 24% of those surveyed confirmed that the enterprise employing
them had such a vision in the form of a specific project, whereas 48.4% thought that
their institution had such a vision, but these were not specific projects, but only plans
that have not been fully thought out. 27.6% of respondents indicated lack of such
a vision. These results correspond with those referring to the possession of strategy by
the companies surveyed. In most cases, employees of the companies where the staff are
familiar with the vision of the future are also aware of the existence of the strategy and
know its assumptions. In turn, in those cases where there is no vision, there is also no
strategy or employees are not aware of it. In 64.7% of cases, companies have
a developed strategy of action, whereas in 35,3% of cases they do not have such
a strategy in place (fig. 1); (143 questionnaires were accepted for further analysis, in
which the respondents indicated the existence of a strategy).
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Over half (55.2%) of those surveyed know the basic assumptions of the strategy
developed and implemented in their companies. In the remaining 44.8% of cases, these
assumptions are not known. Taking into account the division of respondents into
employees fulfilling managerial and operational functions, we should notice that
employees in managerial posts know the assumptions of the strategy in 87.0% of cases,
whereas in 13.0% of cases they are not familiar with them. In the case of employees in
operational posts, these assumptions are known to 36.5% of those surveyed, whereas
63.5% do not known them. The objectives arising from the strategy are assessed by
employees as formulated in a clear and comprehensive way (55.2%), whereas the
remaining 44.8% think that the objectives do not meet these criteria, and they are
unclear and unintelligible.

FIG. 1: Strategy in the enterprises surveyed

64,77
Yes

EThereis a strategy developed in the company

Emplovees’ knowledge of the assumptions of the strategy

m Clear and intelligible objectives

Source: own

The developed strategy usually covered the period of 2-3 years (45.5%). According to
23.8% of respondents, strategies were prepared for a period shorter than 1 year, 21.7%
indicated that strategies were developed for the period of around 1 year, whereas
according to 9.1%, they covered a period longer than 3 years.

In the area of a strategy for human resources management, 69.9% of those surveyed
indicated the existence of such a strategy, whereas the remaining 44.1% indicated its
lack. Respondents working in enterprises which have developed a strategy for managing
human resources, most often indicated that this strategy referred to the area of staff
appraisal (83.8%), employees' development and improvement of their skills (76.3%),
motivation and remuneration (72.5%) and staff selection (51.3%). Staff planning is an
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area of the strategy for human resources management that was relatively least often
indicated (23.8%).

Another question concerned issues connected with the implementation of a strategy,
namely: do the tasks aimed at the achievement of the objectives have their addressees in
the company (i.e. was the responsibility for the completion of the different tasks
defined)? 57.3% of respondents gave a positive answer to this question, whereas 42.7%
- a negative one.

The extent of the participation of line managers in human resources management
compared with the year preceding the survey (i.e. 2014) did not change (52.0%),
increased (14.0%), and decreased (12.2%). In the rest 21.7% of cases, it was difficult for
respondents to give the correct answer.

4. Discussion

Half of the companies surveyed have developed a strategy of action. However, it is
often informal. Similar findings were obtained by Smolarek (2008), who examined the
area of strategic planning in small enterprises in Poland. Moreover, we can also see the
lack of procedures connected with the implementation of the strategy. Although over
half of those surveyed (55.7%) knew the basic assumptions of the strategy, this
percentage is definitely too small, as these assumptions should be known by all the
employees, not only part of them. What’s more, employees fulfilling managerial
functions were more familiar with these assumptions than employees fulfilling
operational functions (hypothesis H1 was confirmed). Thus, a large percentage of
respondents (44.8%) do not understand the objectives formulated, which may in turn
indicate failure to properly implement the strategy. One of the basic conditions of an
appropriate implementation of a strategy is to ensure that employees that will
implement it understand its objectives. If employees do not understand the objectives, it
is difficult for them to contribute to their achievement through appropriate performance
of tasks. As pointed out by Deal & Kennedy (1982), Lachiewicz & Zakrzewska-
Bielawska (2005), in order to survive every organisation has to possess and develop its
own set of objectives, assumptions and principles, which impact every day behaviour of
people in the workplace. This is one of the basic conditions of the functioning of an
enterprise. Yet, as other studies, conducted by Smolarek & Dziendziora (2012) show,
enterprises operate based on intuition. Although they carry out a process of planning, in
the case of around half of them the strategies prove to be ineffective, which is often
a result of errors in the implementation of the strategy. It is thus worth paying attention
to the problems connected with the implementation of a strategy in enterprises.

Strategies in the companies surveyed usually cover the period of 2-3 years. Strategies
for such a period have to be more general due to changeability of the environment,
therefore a very important issue and at the same time an important condition for an
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organisation to achieve its objectives is to make these strategies specific and cascade
them to tasks, which have specific addressees. However, in most enterprises surveyed
(57.3%) the tasks do not have their addressees. This is highly worrying, as it suggests
inappropriate implementation of the strategy and may lead to failure to achieve an
institution’s objectives which are very important from the perspective of implementing
economic goals. This confirms hypothesis H2.

Numerous authors, including D. Lewicka (2010), stress that a strategy in the area of
human capital and an enterprise's strategy have to be interrelated. The companies
surveyed have a separate human resources strategy within their general strategy, but this
IS not a comprehensive strategy covering all the areas of human resources management.
Their strategies refer only to selected areas, which most often include: staff appraisal,
employees' development and improvement of their skills as well as motivation and
remuneration. We can see the lack of a clear strategy for human resources management
that would be clear-cut and defined necessary instruments of human resources
management in an enterprise. Analysis of research findings in similar areas shows that
today's enterprises struggle with the problems of modern management of human capital.
For instance, a report by H. Krdl (2007) highlights the lack of a formally written
strategy for human resources management, which in many cases is a consequence of the
lack of an overall strategy of an enterprise. Strategies for human resources management
are very brief and rarely implemented in a systemic way.

Conclusion

For human resources management in an organisation to fulfil its strategic aspect, it
should be implemented in close connection with the strategy of an enterprise. The
process of human resources management has to be adjusted to the structure of an
organisation, result from its objectives, so that an organisation can fully implement its
strategic plans and achieve success and competitive advantage on the market.
A guarantee of success is an accurately developed policy of human resources
management based on earlier analyses of the existing procedures and possessed human
resources.
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Abstract:

Supply chain is a decentralized system where material, financial and information flows
connect economic agents. There is much inefficiency in supply chain behaviour.
Recently, considerable attention of researchers is drown to provide some incentives to
adjust the relationship of supply chain agents to coordinate the supply chain, i.e., the
total profit of the decentralized supply chain is equal to that achieved under
a centralized system. The paper compares coordination mechanisms based on models of
game theory, contracts and auctions.

Introduction

Supply chain is a decentralized system composed from layers of potential suppliers,
producers, distributors, retailers and customers etc., where agents are interconnected by
material, financial and information flows. A supply chain is the collection of steps that
a system takes to transform raw components into the final product. There is much
inefficiency in supply chain behaviour. When one or more agents of the supply chain try
to optimize their own profits, system performance may be hurt. Supply chain
management has generated a substantial amount of interest both by managers and by
researchers. There are many concepts and strategies applied in designing and managing
supply chains (Simchi-Levi, D., Kaminsky & Simchi-Levi, E., 1999), (Cachon, 2003).
The expanding importance of supply chain integration presents a challenge to research
to focus more attention on supply chain modelling (Tayur, Ganeshan & Magazine,
1999), (Simchi-Levi, Wu & Shen, 2004), (Snyder & Shen, 2011). The paper compares
coordination mechanisms based on models of game theory, contracts and auctions.

1. Coordination problem

The most important part of managing phase is the coordination of individual activities
to be optimal in terms of the whole system. Supply chains are decentralized systems.
A centralized system can be taken as a benchmark. The question is: How to coordinate
the decentralized supply chain to be efficient as the centralized one? The seller rarely
has complete information about buyer’s cost structure. However, the quantity the buyer
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will purchase and therefore seller’s profit depend on that cost structure. Somehow, the
seller will have to take this information asymmetry into account. The numbers of sellers
and buyers are denoted by m, n, respectively. The symbol Si represents i-th seller while
the symbol Bj represents j-th buyer. The seller-buyer relations in supply chain can be
taken as decentralized or centralized (see Fig. 1).

FIG. 1: Decentralized (a) and centralized (b) seller-buyer relations

(a) (b)

Most supply networks are composed of independent agents with individual preferences.
It is expected that no single agent has the power to optimize the supply network. Each
agent will attempt to optimize his own preference, knowing that all of the other agents
will do the same. This competitive behaviour does not lead the agents to choose polices
that optimize overall supply chain performance due to supply chain externalities. The
typical solution is for the agents to agree to a set of transfer payments that modifies their
incentives, and hence modifies their behaviour. Coordination between sellers and
buyers can be provided through information sharing (schematically see Fig. 2).

A seller S; and a buyer B; have information and analytical tools for their problem

representations. A coordinator helps by information sharing and by formulation of a
joint problem representation (Fiala, 2005).

FIG. 2: Coordination through information sharing

Shared
Seller’s S: information | Buver's B;
problem problem
representation | Joint problem| representation
representation

Seller 5;
-information
-tools

Buver B;
-information
- tools

Coordinator
- information
- tools

We compare some coordination mechanisms based on: games, contracts and auctions.
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2. Game theory models

This section summarizes some of the basic non-cooperative (Cachon & Netessine,
2004) and cooperative concepts (Nagarajan & Sosi¢, 2008) of the game theory that are
applied in coordination of supply chains. The non-cooperative theory of games is
strategy oriented; it studies what one may expect the players to do. The cooperative
theory is a “micro” approach in that it focuses on precise descriptions of what happens.

An n -player non-cooperative game in the normal form is a collection, where N is a set
of n players; X,, i=12,....,n, is a set of strategies for playeri; 7zi(x1,x2,...,xn),
i=12,....,n, is a pay-off function for playeri, defined on a Cartesian product of n sets
X, i=12,...,n.

Decisions of other players than player i are summarized by a vector

X = (Koo Xigy Xy X ) - 1)

A vector of decisions (xf xg,...,xr?) is the Nash equilibrium of the game if

X} (x° ) =argmax, z; (%, X, )Vi=12,...,n. )

The Nash equilibrium is a set of decisions from which no player can improve the value
of his pay-off function by unilaterally deviating from it.

Cooperative game theory looks at the set of possible outcomes, studies what the players
can achieve, what coalitions will form, how the coalitions that do form divide the
outcome, and whether the outcomes are stable and robust. When modelling cooperative
games is advantageous to switch from the game in normal form to the game in the
characteristic function form. The characteristic function of the game with a set of n

players N is such function v(S) that is defined for all subsets S< N (i.e. for all

coalition) and assigns a value v(s) with following characteristics:
v(D)=0, v(5,US,)=v(S,)+v(S,), (3)
where S,, S, are disjoint subsets of the set N .

The pair (n,v) is called a cooperative game of n players in the characteristic function

form. A particular allocation policy, introduced by Shapley (1953), has been shown to
possess the best properties in terms of balance and fairness. So called Shapley vector is
defined as

h=(h,h,,...,h,), (4)
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where the individual components (Shapley values) indicate the mean marginal
contribution of /-th player to all coalitions, which may be a member. Player
contribution to the coalition S is calculated by the formula:

v($)-v(s-{i}). ()

A complicating factor is that with the increasing number of n players is rapidly
increasing number of coalitions and complexity of their production. Shapley value for
the i-th player is calculated as a weighted sum of marginal contributions according to
the formula:

h[zzsl{(|5|—l)r!7(!n—|5|)!.[V(s)_v(s_{i})]}, (6)

where the number of coalition members is marked by symbol |s| and the summation
runs over all coalitionieS.

The ongoing actions in the supply chain are a mix of cooperative and non-cooperative
behaviour of the participants. A biform game is a combination of non-cooperative and
cooperative games, introduced by Brandenburger and Stuart (2007). It is a two-stage
game: in the first stage, players choose their strategies in a non-cooperative way, thus
forming the second stage of the game, in which the players cooperate. The biform game
approach can be used for modelling general buyer-seller relationships in supply chains.
First, sellers make initial proposals and take decisions. This stage is analysed using
a non-cooperative game theory approach. Then, sellers negotiate with buyers. In this
stage, a cooperative game theory is applied to characterize the outcome of negotiation
among the players over how to distribute the total surplus. Each seller’s share of the
total surplus is the product of its added value and its relative negotiation power.

3. Contract models

Supply chain contracts have drawn much attention from the researchers (Cachon, 2003).
A combined problem of supply chain coordination with price-dependent stochastic
demand will be analysed. We define the following quantities: g buyer’s total order

quantity; ¢ seller’s unit production cost; p retail price. The setting can be characterized

as a newsvendor problem. We will analyse the multiplicative form of price-dependent
stochastic demand

D(p,u)=y(p)u, (7)
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a function of p and u, where v is a random variable independent of p and y(p) is

continuous, nonnegative, twice differentiable function. The expectation of D s
specified by a function y(p) for any given pricep :

E[D(p,u)]:y(p). (8)

The expected profit for centralized solution for any output level g and price p is:

7(p,q)= E{p[min(q,D(p,u))]—cq} =E{(p —c)q —pmax(O,q —D(p,u))} =

B

)
F(u)du . 9)

Y

=(p—c)a-py(p)

o t—

The objective is to choose ( po,qo) to maximize the expected profit z(p,q).

By fixing price p the problem reduces to standard newsvendor problem without pricing
and the optimal level of production

q° = y(p)Fl(%} (10)

By substituting it into the expected profit
4 p-cC
z(p)=y(p)|(p-C)F [Tj—p I F(u)du |. (11)

The problem is now with only one decision variable p and the optimal price p° can be
obtained by solving

dz(p)

. 0. (12)

The assumptions of the existence and uniqueness of the optimal solution (po,q°) are

concavity of deterministic part of demand function y(p) and IGFR property of

stochastic part of the demand functionu .

The proposed contract for coordination of the decentralized supply chain is a specific
buy-buck contract. The wholesale price w and the buy-buck price b are specified:
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=A(p—c)+c, b=4Ap,where 0<A<1. (13)

By the setting of the prices w and b the buyer’s profit and the seller’s profit for any
chosen output level g and price p are

Ty = E{p[min(q, D(p,u))]—wq+bmax(0,q—D(p,u))}:(1—/1)75, (14)
7y =E{(w-c)g—bmax(0,q-D(p,u))} = Ar. (15)

From previous expressions of the buyer’s profit and the seller’s profit, it is clear that the
buyer and the seller solve the same problem as the centralized supply chain and the sum
of the buyer’s profit and the seller’s profit is equal to the profit of the centralized supply
chain. The parameter A characterizes a splitting of the total profit between the buyer
and the seller.

4. Auction models

Combinatorial auctions are promising for supply chain analyses (Cramton, Shoham &
Steinberg, 2006). We propose a complex trading model based using of iterative process
for combinatorial double auctions. Let us suppose that m potential sellers S,S,,...S,,

offeraset R of r items, j=12,...r, to n potential buyers B,B,,...,B,.

A bid made by seller S,, h=12,...,m, is defined as b, ={C,ch (C)} a bid made by
buyer B, i=12,...n, is defined as b :{C, P, (C)} where C R is a combination of
items, ¢, (C) is the offered price by seller S, for the combination of items C, p,(C)

is the offered price by buyer B, for the combination of items C.
Binary variables are introduced for model formulation:

x;(C) is a binary variable specifying if the combination C is assigned to buyer B;,

¥, (C) is a binary variable specifying if the combination C is bought from seller S, .

n

> n(C ZZch ) — max

i=1 CcR h=1 CcR

subject to zn: D% ( i Z , VjeR, (16)
h=1 CcR

i=1 CcR

X, (C)e{O,l}, VCcR, Vi,i=12,...,n
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¥, (C)e{0,1}, VCcR, Vvh, h=12,..,m.

The objective function expresses the profit of the auctioneer (supply chain). The
constraints ensures for buyers to purchase a required item and that the item must be
offered by sellers. The formulated combinatorial double auction can be transformed to
a combinatorial single-sided auction.

Multi-round iterative auctions can be taken as a solution approach. In the fundamental
work Bikhchandani and Ostroy (2002) demonstrate a strong interrelationship between
the iterative auctions and the primal-dual linear programming algorithms. A primal-dual
linear programming algorithm can be interpreted as an auction where the dual variables
represent item prices. The algorithm maintains a feasible allocation and a price set, and
it terminates as the efficient allocation and competitive equilibrium prices are found.
For the problem we will formulate the LP relaxation and its dual. Several auction
formats based on the primal-dual approach have been proposed in the literature. Though
these auctions differ in several aspects, the general scheme can be outlined as follows:

a) Choose minimal initial prices.

b) Announce current prices and collect bids. Bids have to be higher or equal than
the prices.

c) Compute the current dual solution by interpreting the prices as dual variables.
Try to find a feasible allocation, an integer primal solution that satisfies the
stopping rule. If such solution is found, stop and use it as the final allocation.
Otherwise update prices and go back to b).

Conclusions

The paper proposes and compares coordination mechanisms based on game, contract
and auction models. The game theory approach seems to be a basis for the other two
approaches. Contracts and auctions are possible to model as specific game theory
models. The proposed contract model with stochastic price-dependent demand is
a generalized newsvendor model. The proposed combinatorial double auction model is
binary linear programming model solved by iterative process. Biform games are
promising for combination of non-cooperative and cooperative behaviour of the
participants. It may form a global view of the coordination problem. Combination of
these approaches can be a powerful instrument for coordination in supply chains.
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Abstract:

The aim of this study is to present the types and amounts of public support for the food
industry in Poland as this sector is very important for food safety of the country. States
help their own enterprises through numerous instruments of influence in order they can
compete with the other entities on the market in particular with transnational food
concerns. During the pre-accession period Poland made use of pre-accession
programmes such as SAPARD, PHARE whereas after the accession of Poland to the
European Union the entrepreneurs had and have the possibility to benefit from
preferential loans, export subsidies, direct payments, grants for private storage,
reference prices and others. The analysis of these instruments is based on examining
their amount and comparing them with the similar instruments in the other European
Union countries.

Introduction

The food industry enables proper functioning of both developed and developing
countries therefore it is one of the most important sectors of national economy. In the
functioning of the food industry the important role played the accession of Poland into
the European Un-ion in 2004 that caused the opening of Polish economy to the
European Union markets. The position of Polish agriculture changed after the accession
and in the common agricultural policy was determined by numerous parameters being
in effect in the European Union (Czyzewski & Poczta, 2013) as well as its management
with the use of instrumentation that is instruments of the market regulation, organization
of its activity in time and institutions (Czyzewski & Henisz-Matuszczak, 2006).
Poland’s membership in the European Union enabled the Polish entrepreneurs to sell
products on a wide market as well as compete with the international food concerns. It
has also caused the important changes in the methods, ways and standards of production
in the Polish food industry (Firlej, 2014b). The agricultural entrepreneurs have been
functioning on the highly competitive market where the competition of the operating
establishments is present in the all areas of production and trade proposing the best
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product, which is connected with its development (Firlej, 2014a). Poland received funds
for these aims from the European Union programmes SAPARD and PHARE (during
the pre-accession period) and from the structural funds. The public funds transfers (the
European Union and domestic) to the sector allow for significant stimulation of the
process of food economy modernization, improvement of its competitiveness and the
quality and safety of food. The Polish entrepreneurs operating in the food industry made
use of assistance financed from the European Union funds and domestic funds. At
present the Polish farmers can use the following types of support: preferential loans,
direct payments, operating groups creation, private storage subsidies, reference prices,
support instruments of information, promotional and educational character.

1. The aim, object and methodology of the studies

The aim of this article is to present the types and amounts of public support for the food
industry in Poland as this sector is very important for food safety of the country. The
object of the study is the analysis of the source texts referred to support of the food
industry in Poland and in the European Union. Individual countries as well as the
European Union support their own enterprises in order they can compete with the other
market subjects in particular with transnational food concerns. The object of the study
were the funds that Poland made use of during the pre-accession period such as the
SAPHARD and PHARE. After the accession of Poland to the European Union the
entrepreneurs had and have the possibility to benefit from: preferential loans, export
subsidies, direct payments, private storage subsidies, reference prices and the others.
The analysis of these instruments is used as a methodology of the studies which is based
on investigating their size and comparing them with the similar in the other European
Union countries.

2. Results

The first assistance given to Poland was aimed at adapting the country to the European
Union requirements thanks to such pre-accession programmes like: Special Pre-
accession Programme for Agriculture and Rural Areas Development, Poland and
Hungary: Assistance for Restructuring their Economies. The realization of the European
Union support in Poland can be divided into three stages: the first from 2004, the
second during 2004-2006 and the third during 2007-2013. Poland used the SAPARD
programme together with ten other countries. This programme was aimed at the
improvement of competitiveness of the Polish entrepreneurs and adapting the facilities
to sanitary, hygienic, veterinary and quality standards (Cie$lewicz, 2011).
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FIG. 1: Annual allocation of funds for the countries taking part in the SAPARD
programme
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Source: Sapard reviewimpact: Analysis of the agriculture and rural development, European Institute
Foundation, 2005 r., s.12.

The applications for funds from the SAPARD programme in Poland terminated on the
20th of February 2004. There were submitted 27761 applications and the contracts
signed for in total 4779 million zlotys. Fig.1 shows the annual allocation of funds for
the countries taking part in the SAPARD programme in EUR. Annually the European
Union allocated 520 million euros, and Poland received the most funds amounting to
168, 683 million euros. The second was Romania — 15, 636 million euros, and the least
annual allocation of funds received Slovenia — only 6337 million euros.

Another pre-accession programme, which at first was only addressed to Poland and
Hungary, was the programme ‘Poland and Hungary: Assistance for Restructuring their
Economies’ PHARE. Poland used it in the years 1990-2003. The main aim of this
programme was to adapt the infrastructure to the European Union members standards
by increasing the mobility of investments.
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FIG. 2: PHARE figures for Poland in the years 1990-2003 in millions euros
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Source: Own studies on the basis of Committee for European Integration, Taking advantage of the
PHARE funds.

Poland received 3,916 billion euros with the PHARE programme and since 1997-20000
there has been the rapid increase of funds from this programme (FIG.2). In the years
1990-2003 Poland received the most funds from the PHARE programme compared with
the other countries that took advantage of assistance from this program (FIG. 3). After
the accession to the European Union Poland had an opportunity to benefit from export
subsidies which were used to 2013.

FIG. 3: PHARE figures in the eight selected countries in the years 1990-2003 in
million euros
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Source: own studies on the basis of Librarun The Accession Story: The EU from 15 to 25 Countries, s.
122.

Since 2004 the Polish entrepreneurs of the food industry have received the support for
export amounting to nearly 460 million euros, three times more than Lithuania
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(142 million euros) and five times more than Hungary (91 million euros). The value of
subsidies for export in the European Union from the year 2003 to the year 2012
decreased by about 95%. The largest subsidies during the researched years were for the
dairy products.

Currently these forms of assistance are not present in the European Union countries and
one of the fundamental assistance instruments within the Common Agricultural Policy
is the system of direct subsidies financed from the first pillar of the Common
Agricultural Policy. Since 2004 Poland has been using simplified system of direct
subsidies. During the early years the level of these payments was much lower than in
the other fifteen European Union countries. Only in the year 2010 it was compensated
thanks to the funds from the domestic budget. In 2013 the average amount of subsidies
in the European Union was 266 EUR/hectare and Poland was under this average
because the amount of subsidies was 197 EUR/hectare. The largest subsidies received
the farmers from Greece 544 EUR/hectare, Malta 494 EUR/hectare and the Netherlands
669 EUR/hectare, the smallest Latvia 83 EUR/hectare and Estonia 112 EUR/hectare.
Fig.4 shows the division of funds within direct payments in the years 2014-2020 in the
European Union countries.

In the years 2014-2020 the largest amount of funds within direct payments will receive
France and Germany, the smallest Malta and Luxembourg, Poland is on the sixth
position and will receive about 21,1 billion euros for direct payments.

FIG. 4: The division of funds within direct payments in the years 2014-20120
(milliard EUR, current prices)
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Apart from direct payments new activities aiming at improvement of the situation of the
Polish producers will be undertaken within PROW 2014-2020. That will be the creation
of operating groups for innovations — EPI which will develop new solutions concerning
new products, practices, processes, technologies, methods of organization and
marketing in the agricultural, food and forest sectors. 36 904 246 euros was allocated
for this purpose from the European Union funds and together with domestic funds it
will amount to 57 999 730 euros. The assistance will be in a form of subsidies covering
the part of the costs of classified transactions. The recipients of these activities will be
the operating groups for innovation created by at least two different entities from
different categories: farmers or groups of farmers, forests owners, scientists, institutes
or scientific units, universities, food industry (including catering services), the
entrepreneurs of the sectors acting for the benefit of food industry (for example
producers of fertilizers, feed, crop protection chemicals, machines and devices for
production) (Monitor Polski, 2015).

An important instrument of influence on the food industry market is the reference price.
In the European Union the so called basic price for certain food industry goods is set
which is a reference level for the undertaken intervention activities. The reference price
is estimated as a weighted average of an agricultural and food product market price in
the individual European Union countries taking into account the level of production in
these countries. When the reference price falls below the basic price and there are
reasons that it will remain at this level the intervention buying of products begins.
TAB. 1 presents reference prices for the selected products.

TAB. 1: The reference prices of the selected products

Product Price (in Euro) Price (in PLN) From To/Untill

VWheat 101,31 EURHA 413,89 PLN# 1.04.2015 | 30.04.2015
Sugar beet 26,29 EURA 110,15 PLNi 1.10.2014 | 30.09.2015
Skimmed dried milk | 169,80 EUR/M00 kg | 693,67 PLN/00 kg | 1.04.2015 | 30.04.2015
Butter in blocks 246,39 EUR/100 kg | 1006,55 PLN/100 kg | 1.04.2015 | 30.04.2015

Beef 378,33 EURMOO0 kg | 1589,35 PLNM00 kg | 29.03.2015 | 5.04.2015
Mutton 659 EUR/MO00 kg 2761,14 PLN/M00 kg | 29.03.2015 | 5.04.2015

Source: Own studies on the basis of the data from Agro Tydzien BGZ Bank,

Nr 388 — 13 April 2015
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The data presented in table 1 shows that the reference prices of such meat as beef and
mutton are at the higher level than the reference price for the plant products. The highest
reference price of mutton was 2761,14 PLN/100 kg, the lowest was the price of sugar
beet 110,15 PLN/ton.

TAB. 2: The reference prices of livestock and meat in the selected European Union
countries (30.03-5.04)

Countryftype EURIT0D kEg mps EOR/100 f; Rm+|:|Dc e a0 kg oo
Germany 14393 378,37 260,00
France 134,00 376,65 220,00
The Netherlands 124,35 341,77 196,00
Denmark 12915 38213 254 44
Poland 143,33 317.29 129,84
The Czech Republic 135,60 326,24 180,37
Hungary 144 55 241,95 157.01
Lithuania 143.05 270,43 152,28
Slovakia 144 85 308,76 177.67
Romania 143,55 27498 149,74
UE in average 141,22 376,09 189,07

Source: Agro Tydzien, BGZ Bank, Nr 388, 13.04.2015, pp. 4.

The average reference price of pigs in the European Union was 141,22 euro/100 kg, the
Polish price was a little higher 143,33 euro/100 kg, the highest price was in Germany
and it was by 60 cents bigger than in Poland. The reference price of the cattle of class
U+R+0O and chicken carcasses was by 65% lower in Poland than the average price in
the European Union. The lowest prices were in Romania, Slovakia and Hungary
(TAB.2).

There are also the forms of special assistance in Poland such as the subsidies for private
storage. This mechanism is activated periodically upon the request of a member state of
the European Union by the European Commission and its aim is to stabilize the market
by seasonal use of surpluses of production. The grants have an interim nature when after
the determined time a product comes back on the home market of the European Union
again or stable when a product under this mechanism is taken beyond the European
Union borders. (The Agency of Agricultural Market, 2015). Currently two products are
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supported in this way — butter and beef. An entrepreneur can apply for private storage
grants for the period of 90, 120 or 150 and a rate amounts to 200 euros per ton and
increases along with the time of storage. The lowest rates are for the whole or cut along
bacon and begin from 210-233 euros per ton. The most the entrepreneurs will receive
for the storage of ham, shoulder, loin with pork butt, pork butt, loin with or without
chump — from 254-278 euros per ton. The number of realized applications from the 9th
of March 2015 to the 3rd of April 2015 is presented in table 5.

TAB. 3: The number of realized applications for private storage from the 9th of
March 2015 to the 3rd of April 2015.

Member country Number (tonz)
Spam 10336
Denmark 2456
Poland 2137
Germarny 6679
Ttaly 3630
France 2327
The Netherlands 2405
UE-28 47368

Source: AgroNews: Applications for over 47 tons of pork. European Commission will end granting
subsidies soon, 2015.

The European Commission introduced the subsidies for private storage of butter and
skimmed dried milk on the 4th of September because of low market price and difficult
market situation of dairy products caused by the Russian embargo. On the 25th of
February 2015 the European Commission extended the system of subsidies for private
storage to the 30th of September 2015.

Within the domestic assistance in 2009 the Agency of Restructuring and Modernization
of Agriculture made an agreement on granting preferential loans with the Bank Polskiej
Spotdzielczosci S.A. (Bank of Polish Cooperative Movement), the Bank Gospodarki
Zywnosciowej S.A. (Bank for food industry and agriculture), the Mazowiecki Bank
Regionalny S.A. (Mazowiecki Regional Bank), the SGB Gospodarczy Bank
Wielkopolski S.A. (Wielkopolski Commercial Bank), the ING Bank Slaski S.A., the
Bank BPH S.A., the Bank Zachodni WBK S.A. and the Bank Pekao S.A.
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FIG. 4: A figure of preferential loans granted in Poland in thousands PLN
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Source: Own studies on the basis of Statistical Bulletin for agriculture 2013 and 2014.

Until the year 2015 the entrepreneurs could take a loan with the ARIMR intrest subsidy
within the following types of loans:

a) nlP - this loan was granted for the realization of the investment in agriculture or
processing of agricultural products and for purchasing stocks and shares,

b) nGP - this loan was granted for the realization of the investment in agriculture or
processing of agricultural products which allow to increase the goods offer and
its better adaptation to the market requirements, improvement of production
effectiveness, maintenance or improvement of the conditions in protection of
environment requirements and the like,

c) nBR13 - this loan could have been allocated for investments in the farms
producing starch potatoes for production of starch,

d) nBR14 — this loan could have been allocated for the investments in farms,
special branches of agricultural production, slaughter, meat cutting and meat
processing plants, storage refrigeration in freezing and storing meat and in the
eggs processing plants,

e) nBR15 — this loan could have been allocated for the purchasing or installation of
the devices for acquiring and storage of milk, purchase of necessary machines
and equipment.

The data presented in fig. 5 shows that the loan granted most often was the loan from
the nIP line, during the discussed period this loan was granted 5414 times for the total
sum of 954191,52 thousand zlotys. The least popular was the nBR13 loan because in
the years 2010-2011 it was granted twice for 1350 thousand zlotys. During the year
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2014, 789 loans were granted for the food industry for the amount of 176874,93
thousand zlotys. The loan that was granted most often was the nIP loan and 768 such
loans were granted for the sum of 168 285,93 thousand zlotys.

Summary

The study gives an analysis of the support of the Polish agriculture, as agriculture is the
area of politics for which the citizens of the European Union decided to share
responsibility and finance it with necessary funds. The European Union became so to
speak an administrator regulating the agriculture support in the individual countries on
the principle of equal respect of their laws concerning the benefits from subsidizing and
responsibilities in the area of food production. Analyzing the budget share of expenses
allocated for agriculture in the European Union it can be noticed that it significantly
decreased from 70% in the 70s to about 38% in 2015. That results from the current
needs in the other fields of the European Union countries economies as well as from
successively carried out reforms that effectively limited the amount of support for the
food industry. It is excellent that since 2004 (up to now) these expenditures have
remained at the same level.

Assessing the public support during the last 25 years in the food industry the following
conclusions can be drawn:

a) Pre-accession and after- accession periods significantly contributed to the active
financial support of the Polish agriculture development as well as all the
initiatives aiming at introducing innovations and improvement of the Polish
agriculture competitiveness.

b) The SAPARD programme as a pre-accession programme contributed to the
improvement of the domestic entrepreneurs competitiveness, adapting the
facilities to sanitary, hygiene, veterinary and quality regulations. The European
Union allocated 520 million euros per year for financing this programme and
Poland received the most of the funds.

€) The programme ‘Poland and Hungary: Assistance for Restructuring their
Economies’ PHARE, from which Poland benefited in the years 1990-2003
enabled to adapt infrastructure to the standard of the European Union members
through the increase of investment mobility. Compared with the other countries
Poland received the most funds from the PHARE programme as well as had the
opportunity to take advantage of export subsidies which were used to 2013.

d) The main instrument of assistance within the Common Agricultural Policy in
2015 is the system of direct subsidies financed from the first pillar of the
Common Agricultural Policy. The simplified system of direct subsidies has been
used in Poland since 2004 which caused that in the beginning years of the
membership the level of these payments was much lower than in other fifteen
European Union countries but in 2010 it was equaled.

e) The important instruments that influence the food industry are the referential
price, which is the level of reference for the undertaken intervention activities,
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the other forms of special assistance such as private storage subsidies and
granted by banks preferential loans.
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Abstract:

The main aim of our contribution is to evaluate economic development of the districts
in the Czech Republic during the last twelve years. To evaluate particular years and
districts, the Data envelopment analysis (DEA) method was used. In order to assess the
efficiency development of the districts, we decided to use Malmquist productivity index
(MI). The comparison of districts efficiency with their potential development
represented by Malmquist index is an additional aim of this contribution. The input data
set are based on statistics periodically published by the Czech Statistical Office. The
model considered five socio-economic variables: unemployment rate, criminality,
average length of incapacity to work, ageing index and proportion of economically
active inhabitants. From obtained results we derived several representative groups of
regions from point of view of efficiency and development within selected time period.

Introduction

To analyse the economic efficiency in particular districts in our work, we have used the
Data Envelopment Analysis (DEA) models. This method is advantageous because it
does not require initial weights for particular criteria. In this case, the regions were
assessed according to the achieved input and output so that the efficiency (the ratio of
the outputs and the inputs) would be maximal. Therefore, the potential of the particular
regions are respected in the maximal way, see more in section Methods.

In the paper by authors Martic and Savic (2001), the assessment of the regional
performance in Serbia was conducted using the DEA Models together with discriminant
analysis. The work of Xiong, Liu and Tang (2008) shows problems with the choice of
criteria for the assessment made with the DEA Method in the field of regional
development and the comparison with the static comparative analysis. The social-
economic development in the Province of Sichuan is analysed by Li and Cheng (2010)
using the DEA Method.
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1. Methods, literature overview

We have evaluated the efficiency and development of 76 districts (NUTS-4, resp. LAU-
1) in the Czech Republic, according to the selected criteria by the DEA method. We had
to exclude the city of Prague from the model because of its exceptionality originating in
the capital status and in the subsidy policy of the EU.

This method was initially proposed to evaluate the general efficiency by comparing the
weighted sum of inputs and outputs. Therefore, it was necessary to suggest such
indicators representing economic efficiency of the regions.

We tried to involve economic and social factors into the assessment and using the
reached results, we determined representative groups of regions from the point of view
of efficiency and development within the selected time period. The following data were
included into the assessment: unemployment rate, criminality, average length of
incapacity to work, ageing index and proportion of economically active inhabitants.

The unemployment rate (UN) is represented by so called the registered unemployment
rate. This rate is derived as the ratio of the number of job applicants out of work
(registered by job centres) to the number of employees plus the number of job
applicants. In all cases, this is an annual moving average published by the Ministry of
Labour and Social Affairs. This indicator is considered, from the point of view of DEA
method, to be an input because lower values are desirable.

The criminality (CR) represents the number of crimes per 10 thousand inhabitants. The
source for this statistics is the Police Headquarters of the Czech Republic. Criminality is
recognized as an input too, because lower value is desirable.

The average length of incapacity to work (UNC) is represented by the number of
calendar days of incapacity to work per one registered event. The information about
incapacity to work (IFW) was provided by the Czech Social Security Administration.
This indicator is considered as an input as well as the two previous ones.

The ageing index (Al) is a composite demographic ratio, defined as the percentage of
the old age population (over 65) over the young population (under 15). It is one of the
several demographic indicators (e.g. old age dependency index, average age, turnover
index) that can be used to measure the rate at which a population ages. The ageing index
is, however, difficult to control. For its specificity, we treated it as an uncontrollable
input.

The last index is the proportion of economically active inhabitants (EA). This indicator
represents the proportion of economically active inhabitants, defined as a ratio of
inhabitants aged from 15 to 64 to the whole population. This indicator was considered
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as an output, as from the sustainable regional development’s point of view, higher
values of this indicator are desirable.

The DEA models come out from Farrel’s model (1957) used to measure the efficiency
of the units with one input and one output which was extended by Charnes, Cooper, and
Rhodes (1978) — CCR model. The CCR Models are assumed to have a constant range
yield, i.e. the changes of the number of input are proportionally projected to the changes
of the number of output. The use of the DEA Method is more detailed described, for
example, in work of Cooper, Seiford and Tone (2007).

The DEA method is used to divide evaluated subjects (Decision Making Units -
DMUs), according to expended inputs and produced outputs, into two groups — efficient
and inefficient. Basic DEA models CCR and BCC are either input or output oriented.
The output oriented model aims to maximize outputs without requiring a change of one
or more of input values. The input oriented model tries to minimize inputs without
requiring a change of one or more of output values. The CCR model has assumed that
all inputs and outputs can be varied. So we have used modification of this model - CCR
model with non-discretionary inputs.

The disadvantage of the DEA method, when compared with multicriteria decision
making methods, is a certain limitation in terms of the number of inputs and outputs
included in the model. It stands to reason that with an increase of inputs and outputs
under the same number of assessed unit, the number of efficient unit increases, for more
information see Dyson et al. (2001). For this reason, we involved in efficiency
assessment only four inputs and one output.

In the first stage, we have considered four inputs and one output (see above). Because
one of input (index of ageing) is recognized as uncontrollable, we had to use DEA
model with non-discretionary inputs. We evaluated the efficiency of all districts within
12 years (2001-2012).

Furthermore we can compare their progress with Malmquist productivity index (Ml).
This index was in its initial formulated by the Swedish economist Sten Malmquist
(1953) and further developed in the work of Fare and Grosskopf (1992). This index is a
geometric mean between two consecutive periods in order to avoid an arbitrary
selection among base years.

In the next stage we computed Malmquist productivity indices based on previously
obtained results by DEA method.

Because we included 76 districts within 12 time periods in our model, the usage of
special DEA software was necessary. The overview of DEA software support is given
by Jablonsky (2009). At our faculty we have only Banxia Frontier analyst at our
disposal. This software can work with basic DEA models including mentioned non-
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discretionary model, however does not offer calculation of MI. Calculation of MI is
possible with DEAP.

2. Results and discussion

In our work, we dealt with economic efficiency on the level of districts (LAU 1).
Considering the data accessibility, we assessed regions from year 2001 to year 2012.
The source data are available at home.ef.jcu.cz/~ludva/research/districts/dea_4.xIs.

From correlation between variables entering the DEA model we can see that the partial
correlation indices were not higher than 0.436, so the requirements for building a DEA
model were fulfilled.

To determine the rank of districts we calculated the arithmetic mean of efficiencies
obtained for twelve assessed periods see Table 1. Among the best districts are the
regions surrounding the capital: Praha-zapad, Praha-vychod, Mlada Boleslav, Mélnik.
The worst districts from the efficiency point of view are border districts (D&Cin, Tachov,
Teplice) and North Moravian districts (Ostrava, Frydek-Mistek, Karvina) which is not
surprising. For detailed results see home.ef.jcu.cz/~ludva/research/districts/dea_4.xls.

TAB. 1: Mean efficiency for best and worst ten districts

Rank District Mean [Rank District Mean
1|Praha-zapad 1.000 67|Dé&cin 0.799
2(Vyskov 0.995 68| Pfibram 0.797
3| Trebic 0.989 69| Tachov 0.794
4|Mlada Boleslav 0.983 70|Frydek-Mistek 0.786
5|Praha-wchod 0.977 71|Bfeclav 0.781
6|Jihlava 0.975 72| Teplice 0.761
7|Pelhfimov 0.974 73|Ceska Lipa 0.713
8[Mélnik 0.972 74|Jablonec nad Nisou 0.709
9(Cheb 0.970 75|Ostrava-mésto 0.706

10[Hradec Kralove 0.967 76|Kanvina 0.706

To evaluate the efficiency progress within the assessed time period and determine the
best districts, we calculated also the geometric mean of MIs for each of the districts
from Mls obtained for eleven periods (2001/2002 — 2011/2012). We used the geometric
mean instead of the arithmetical because the Ml is the geometrical mean between two
consecutive periods. Five of ten districts with the fastest development were the districts
where regional capitals are located (Brno, Olomouc, Usti nad Labem, Ostrava and
Liberec). High MI for some districts is caused by low efficiency that implies possible
growth potential (Ostrava, D&Cin. Bruntal).

220


http://home.ef.jcu.cz/~ludva/research/districts/dea_4.xls

USING DEA FOR EVALUATION OF DEVELOPMENT OF THE DISTRICTS IN THE CZECH
REPUBLIC

On the contrary, in the subset containing worst ten districts, we can see mainly the
districts surrounding the capital. The districts of Sumperk and Prachatice had low mean
efficiency and at the same time, they did not show any progress.

The binding of the efficiency level with its development was widely explored in the
next part of contribution where subsets of the best and the worst districts were extended.

We tried to create subsets with respect to the rank of particular district in efficiency and
development evaluation. Four combinations may incur: low efficiency and low
development, low efficiency and high development, high efficiency add low
development and high efficiency and high development. The subsets for the first three
combinations are given in Tables 2, 3 and 4.

Table 2 presents districts with low efficiency and low development. That means that the
level of efficiency was low and remained low within the whole assessed period.

TAB. 2: Subset of districts with low efficiency and low Malmquist index

District Mean of EF|Rank in EF [Mean of Ml [Rank in Ml
Louny 0.800 66 1.015 62
Sumperk 0.806 63 1.000 74
Strakonice 0.810 59 1.018 59
Prachatice 0.819 56 1.003 71
Beroun 0.849 51 1.018 58

Table 3 represents districts with low efficiency and high development. This group
represents districts with the biggest improvement. This improvement was caused by the
initial low efficiency. The typical examples are Karvind, Ostrava and Décin.

TAB. 3: Subset of districts with low efficiency and high Malmquist index

District Mean of EF|Rank in EF |Mean of Ml |Rank in Ml
Kanina 0.706 76 1.039 20
Ostrava-mésto 0.706 75 1.051 6
Jablonec nad Nisou 0.709 74 1.038 22
Teplice 0.761 72 1.043 13
Tachov 0.794 69 1.044 12
Décin 0.799 67 1.051 7
Trutnov 0.809 61 1.038 24
Brno-mésto 0.809 60 1.060 3
Karlow Vary 0.828 55 1.046 11
Bruntal 0.829 54 1.062 2
Usti nad Labem 0.833 53 1.052 4
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The last Table 4 shows the districts with low development and high efficiency. There
we can see the districts which are efficient, but their growth potential has been
exhausted. The largest development usually passed before the assessed period. The
typical example is the district of Praha-zapad which was fully efficient for all twelve
years.

TAB. 4: Subset of districts with high efficiency and low Malmquist index

District Mean of EF|Rank in EF |Mean of Ml |Rank in Ml
Praha-zapad 1.000 1 1.003 69
Mlada Boleslav 0.983 4 1.021 52
Praha-wchod 0.977 5 1.005 68
Pelhfimov 0.974 7 0.989 76
Hawvi¢k(v Brod 0.964 11 1.014 63
BeneSov 0.950 15 1.003 70

The existence of the last possible group representing districts with high average
efficiency has not been proven. The intersection of respective sets was empty.

Conclusion

All 76 districts were assessed according to the following criteria: unemployment rate,
criminality, average length of incapacity to work, ageing index and one output
proportion of economically active inhabitants. Prague was excluded, see above. We
used input oriented CCR model. The same DEA model was used for calculating
efficiency in order to determine Malmquist productivity indices.

Only one district was fully efficient within the whole time period — Praha-zapad. Two
districts (Pelhfimov and VySkov) were efficient nine times. On the contrary, 50 districts
were inefficient for the whole period. From the point of view of the particular years, 13
districts were recognized as fully efficient in 2012 and 12 districts in 2010.

In terms of efficiency change evaluated with MI, among the best districts there were
mainly districts where regional capitals are located (six of fifteen) with unexpended
developing potential. Surprisingly, among best districts were not the districts of Praha-
zapad and Praha-vychod.

In the final stage, we divided the districts into three groups according to the
combination of the average efficiency and average Malmquist index (low-low, low-
high, high-low). The existence of the last possible group representing districts with high
average efficiency and high MI has not been proven.
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The most problematic districts, regarding economy, are the regions with low efficiency
and low development. These are usually neglected districts such as Sumperk and
Prachatice.

The group of districts with low efficiency and high development represents districts
with the biggest improvement. This improvement was caused partially by the initial low
efficiency and partially by the development within the assessed period. The typical
examples are Karvina, Ostrava and Décin.

The last subset represents districts with low development and high efficiency. There, we
can see districts whose growth potential has been exhausted although the mean
efficiency is high. The largest development usually passed before. Typical example is
the district of Praha-zapad which was fully efficient for all twelve years but its average
Malmquist index is low.

The greatest lack of this contribution is a certain imbalance between the number of
inputs and outputs — only one output is included. Such as output could be the average
salary in a particular district. However, the Czech Statistical Office recorded the average
salaries at the district level only till 2005.

In further research, we would like to focus on the spatial character of the model of
districts efficiency. This character was represented during the modelling process in Rost
and Friebel (2013) but only via Euclidean distances. We would like to implement
mutual driving distances and driving distances to the administrative centres (capital and
county town).
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Abstract:

The main aim of the article is to identify the economic situation of agricultural holdings
in the EU (25) countries. The economic situation of agricultural holdings in the EU is
much varied and depends primarily on conjectural factors, including the prices of
agricultural products. Variability of incomes in the case of farms from the EU (10) (new
members) was generally lower. The existing extensive system of support although
stabilizes the level of income it does not eliminate a significant variability, despite an
increase in the level of payments and subsidies. Farms from the new member states
achieve much lower incomes on the background of agricultural holdings from old
member states EU(15).

Introduction

Agriculture in the EU countries is one of the sectors covered by a high support, which in
practice is carried out by the instruments of the Common Agricultural Policy (CAP).
Despite of the fact, that there is the trend decline in the importance of this sector in the
GDP, what is a permanent and universal phenomenon, it does not mean a weakening
of its role in the economic policy. At the same time agriculture takes on added
significance in the context of widely understood meanings of ensuring food security,
energy and the delivery of public goods, which is also increasingly exposed in the
evolution of the CAP mechanisms. As a result the increasing importance of non-
production and non-food functions of agriculture. It can be stated with a high
probability that agriculture increasingly is dependent on external determinants,
independent of the same head of agricultural holdings. This is due to the increasing
integration of the world's food markets (Rembeza, Seremak-Bulge, 2009) and in the
case of EU countries, with the importance of strong institutional factor (CAP) (Giersz
2011).

The biggest EU enlargement was in 2004, the accession made 10 new member states.
Moreover, in the years 2004-2012 we had to deal with not noticed previously
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fluctuations in agricultural prices and the global economic crisis. There is a question
about how in that period the volatility of income was shaped, taking into account the old
and new member states. The main aim of the article is to identify the economic situation
of agricultural holdings in the EU(25) countries.

The economic situation of agricultural holdings was considered primarily from the
perspective of agricultural income. The article focuses on the main determinants
shaping the phenomenon studied, ie. subsidies support income and prices of agricultural
products. The analysis takes into account the aggregated data for all the EU countries
(25) who are members at least since 2004, specifying the so-called the old EU member
states (15) and the new EU members (10).

1. Research methods

The evaluation of changes in the economic situation of farms in the EU has been made
by using the aggregated results within the agricultural accounting system of the EU
FADN (Farm Accountancy Data Network). In the field of observation of this system
there are market farms, ie. the main beneficiaries of the Common Agricultural Policy,
which produce in a given region or country at least 90% of the standard value of
production. Is a random selection of agricultural households, taking into account the
representativeness in terms of economic strength, types and countries. The time range
adopted in the analysis refers to the period 2004-2012, ie. the period covering the
biggest enlargement of the EU, on the other hand it results from the availability of data.
The analyzes used a comparative analysis of the studied phenomena, using means,
coefficient of variation, Pearson correlation and trend equations.

2. Results

Dependence economic effects in agriculture on weather conditions, and low elasticity of
agricultural production leads to greater volatility of prices than production. As a result,
the sector's reactions to changes in economic conditions take place mainly by the price
volatility of agricultural products and it is one of its main determinants. In the years
2004-2012 we had to deal with high volatility in agricultural commodity prices on food
markets in the world (fig. 1), wherein oncan notice their increase since 2006.
Ssimultaneously it has been observed cyclically repeated fluctuations around the trend
line. In total during the examined period it took place upward trend when it comes to
agricultural commaodity prices, especially for cereals (wheat).

Until 2008, prices of agricultural products increased. Then in 2009 there was a rapid
decline, then in a period 2009-2011 growth and a decline in 2012. This situation
determined the general economic conditions in agriculture. Such significant fluctuations
in agricultural product prices resulted, inter alia, crop failure, from speculation in these
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FIG. 1: The FAO index of agricultural commodity prices in the years 2004-2012
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markets, the growing demand for food, plant products increased demand for non-food
purposes.It has been stated that prices of agricultural products strongly reacted to the
changing of the global business outlook. It is particularly in the case of the price of
wheat and oilseeds. The prices of these products react more flexibly to changes in
supply-demand relationship, which makes from the other hand, that they can quickly
catch up for declines (Kavallari, Fellman and Gay, 2011).

In the analyzed period it has been noted a moderately upward trend in the case of farm
incomes in the EU (25). Their formation was corrected by conjunctural conditions.
Confirmation of thiscan be relatively high coefficient of correlation (0.74) between
income and the FAO index of agricultural commodity prices. The upward trend in
incomes mainly resultedthe improvement in relative prices in favor for agriculture, as
well as direct payments and other payments that increase was especially the case of the
new EU Member States (10). With high probability one can beaccept that part of this
increase can also be attributed to both: increased production resources and improve
efficiency.Much more clear upward trend occurred for debt of agricultural holdings. In
this case, the correlation with the change of the FAO index price was even higher (0.9).
It is possible that the reaction of farms to changes in economic conditions is increasing,
or reducing the tendency to propensity to take out loans and thus the implementation of
specific terms of risk operational strategy. It is difficult to clearly determine trends for
the formation of the net investment. Their level is relatively low, and there is high
volatility. The correlation coefficient of the FAO index of agricultural prices is moderate
(0.52), which confirms that conjectural factors have influence on the level of net
investment. In addition, it is worth noting that the low level of this parameter, and even
negative (in 2010) result from the relatively high level of depreciation, and this in turn
with high-value of assets involved in farms in the EU countries. Consequently, it is
difficult to achieve expanded reproduction of assets, especially in countries in which
dominates the high intensity of agricultural production, eg. in the Netherlands.
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FIG. 2: The economic situation of agricultural holdings in the EU (25) in the years
2004-2012 (data for the average agricultural holding being in the field of
observation of the FADN system, in thous. Euro)
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It has been noticed significant differences in the economic situation of agricultural
holdings between the so-calledthe old member states (table 1). In the case of 5 countries
the average level of subsidies was higher compared to their income (with subsidies).
This means that if no support under the EU then farms in these countries would
achieved average a negative income. So despite the relatively long period of functioning
of agriculture of those countries in the EU structures, that enabled concentration,
specialization of production, technical progress, they are not able to function on its own
without subsidies (Grzelak, 2013). On the other hand, it should be noted an important
role of direct support in stabilizing the income situation, although failed to manage to
reduce fluctuations in farm income (Phimister, Roberts and Gilbert 2004). Attention is
drawn very high volatility of income and the share of subsidies in incomes in farms in
Denmark, despite the relatively high efficiency and extended reproduction of fixed
assets (Sobczynski, 2011).1t results among other things from the fact that in agricultural
production dominates pigs, which in the examined period showed a strong changes in
profitability due to price fluctuations. Moreover, in this country there is a system of
inheriting farms, where the successor buys the farm from the farmer, usually by the use
of credit, and simultaneously family members are often classified as paid employment.
Hence it limits the level of income. In turn, in agriculture of the southern variability of
incomes was relatively low. This was due to the relatively greater stability of prices of
fruits and vegetables, which are important in agricultural production in those countries.
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TAB. 1: The mean (for the period 2004-2012) subsidies, incomes for the average
agricultural holding being in the field of observation of the FADN system in the
EU(25) (in thous. Euro; for the share of subsidies and coefficient of variation in%o)

Countries Subsidies | The share Income per Income Coefficient of
of full-time variation of
subsidies emplovee income*®
in income | family member
UE1LS
Belgium 23,93 45,6 32,83 52,49 16,31
Denmark 3485 6509 6.87 3,35 673,24
Germany 33,36 07.21 2425 3431 23,22
Greece 6.51 4908 12,19 13,26 8.1
Spain £.81 37.8 21,73 23,30 12,35
France 31,57 86,67 2499 36,43 26,91
Ireland 20,53 106,26 18.00 19,32 13,83
[taly 6.09 2745 2227 2222 6,44
Luxembourg 534,11 139,29 27,33 38,84 2242
Netherlands 17,29 4025 2968 4295 32,74
Austria 20,58 78.49 18.96 26,22 12,95
Portugal 6.71 61,89 8.17 10,85 16,34
Finland 4728 227.03 18.39 20,83 15,2
Sweden 3449 235,05 12,80 14,67 52,12
United 44.05 99.8 3446 4414 25,22
Kingdom
UE1L0
Cvprus 540 58,92 8.96 9.17 25,02
Czech 69,71 2345 13,92 2973 46,2
Estonia 21,50 120,51 11,06 17,84 28 48
Hungary 13,63 111,79 12,83 12,19 4832
Lithuania 048 74,17 820 12,78 32,56
Latvia 14 49 12278 6.96 11,80 20,17
Malta 6.13 51,31 876 11,96 29.71
Poland 4.59 34,65 341 £.40 242
Slovakia 143,09 - - 2791 -
Slovenia 7.68 129,03 3.66 5,96 222

*coefficient of variation = standard deviation / mean; explanations to the other categories see. fig.1

Source: own calculations based on (FADN, 2015)

While the highest income per one full-time employee member of agricultural family
reported in Belgium and the UK. If howeverwe exclude the subsidies then farms in
Belgium and the Netherlands would be the most productive. This is due to intensive
agricultural production, high specialization and concentration of production in these
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countries. It was not without significance also specialization in the production of fruits
and vegetables, and in cattle and poultry.

In the case of agricultural holdings from the new member states one has noted
substantially lower levels of agricultural income (almost 3-fold) and income per
employee family member as a result of lower production resources per average farm,
less advanced processes of specialization, lower level of technical devices and lower
subsidies. Except, in terms of incomes, there are agricultural holdings from the Czech
Republic due to the high scale of production and the level of subsidies, efficiency,
greater importance of leases (Davidova, Latruffe, 2007). In sum, generally one can
observed in examined period higher growth of income in farms in the EU(10) than in
the EU (15) (Runowski, 2014). It is worth paying attention to the negative level of
income on farms in Slovakia. This is connected with the fact that the farms in this
country are characterized by a relatively high costs of depreciation and wages (payment
of employees) at a relatively low productivity per 1 hectar. In total only in 4 new
member states, incomes were higher than the level of subsidies in the analyzed period.

Conclusion

The economic situation of agricultural holdings in the EU (25) is much varied and
depends primarily on conjectural factors, including the prices of agricultural products.
Variability of incomes in the case of farms from the EU (10) (new members) was
generally lower. The existing extensive system of support although stabilizes the level
of income it does not eliminate a significant variability, despite an increase in the level
of payments and subsidies. On the other hand, their lack would cause an even greater
fluctuation in income. In the analyzed period (2004-2010) among the 25 surveyed EU
countries, in 9 cases the incomes were lower than the level of support, and in the
following 2 cases (UK and Germany) the level of subsidies was comparable with the
level of income. It means that without the CAP a significant part of agriculture in the
EU would be a non-profit, and thus its products uncompetitive (in terms of price) on the
global food market. On the other hand, it should be emphasized that in the examined
period the incomes showed on average a moderate upward trend, simultaneously farm
debt quite clearly increased, while the level of net investment generally provide
extended reproduction of assets, but one has noted the high variability of this parameter.

Increasingly the agricultural incomes are shaped by subsidies. Simultaneously
agricultural holdings from new member states achieve much lower incomes compare to
farms from the "old" member states, which is connected with a lower scale of
production, technical devices and the level of subsidies. It can be stated that due to
modulation (restrictions) direct payments to larger farms, which also apply to new EU
member states (10) since 2012, the income situation of agriculture in some countries,
for example Slovakia, the Czech Republic may deteriorate.
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Abstract:

This paper aims to evaluate trends associated with the development of social care at the
regional level in the Czech Republic. The paper particularly focuses on the development
of selected social-care services, from a quantitative point of view, for the elderly and the
disabled. In relation to the development of social services in years 2007, 2010 and 2013,
the results have shown a correlation in the regions of the Czech Republic, both between
the number of users and the amount of expenditure on selected social-care services of
a community type, and between the expenditure on selected social-care services and the
population aged 65+.

Introduction

The social-service sector has changed markedly from the quantitative and qualitative
perspective in the Czech Republic over the past two decades. There are currently more
than 30 types of social services that are procured by providers from the citizen sector
(voluntary associations, facilities of churches) and from the public sector (public-benefit
corporations) (Prusa, 2010). Modernisation of social services facilitates observation of
trends in social-service development (Halaskova, 2014, Jarosevska, 2012, Kvasnakova,
2013, Mertl, 2014, Prasa, 2011). These are associated with the transformation of social
services, which represent the changes to management, funding, education, and the place
and form of provision of social services in terms of deinstitutionalisation (Ctvrtnik
& Lejsal, 2013, PrGsa, 2010). What is taking place is the transformation of
institutionalised care into community care, a controlled closure of facilities or further
limitations to bed capacity, including the cuts in government funding in institutions of
social care, and in the development of community social services (JaroSevska, 2012,
Kvasnakova, 2013).

This paper aims to provide an evaluation of trends related to the development of social-
care services in the Czech Republic at the regional level from a quantitative perspective,
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focusing on the development of selected social-care services for the elderly and the
disabled in regions of the Czech Republic in years 2007, 2010 and 2013. In relation to
the objective of the paper, is the research question the correlation between the number
of users of and the amount of expenditure on selected social-care services, and the
correlation between the expenditure on selected social-care services and the population
aged 65+.

1. Methods, literature overview

Social services are a significant segment of public services, usually organised on the
local level and markedly dependent on financing from public resources (Halaskova,
2015). Social services are defined as a significant part of activities of the government,
self-administrative bodies and non-governmental subjects, which are provided to
individuals, families as well as groups of inhabitants and which contribute to tackling of
social issues (Halaskova, 2014, Mertl, 2014, Prtasa, 2011, Wildmannova, 2015). The
provision of social services at the practical as well as theoretical level is a topic both
Czech and foreign authors deal with. In relation to the demographic development and
population ageing, attention is paid to social services for the elderly (Baldock, 1997,
Lewis & West, 2014, Mertl, 2014, Prtsa, 2010), trends connected with the development
of community social services for the elderly and the disabled (JaroSevska, 2012, Jensen
& Lolle, 2013, Kvasnakova, 2013, Lewis & West, 2014, Wildmannova, 2015), to
changes in connection to a more effective financing of social services (Baldock, 1997,
Ctvrtnik & Lejsal, 2013, Prtsa, 2010, Prasa, 2011, Visek & Prtsa, 2012), to the quality
of social services (Malley & Fernandez, 2010, Netten, Jones & Sandhu, 2007) and to
the approaches to social-service standardisation in the Czech Republic (Halaskova,
2014, Visek & Prusa, 2012).

The sample of the quantitative analysis is a set of 14 regions of the Czech Republic:
PRG (the Capital City of Prague), CRB (Central-Bohemian region), SUB (South-
Bohemian region), PLZ (Plzeii region), KAV (Karlovy-Vary region), ULN (Usti-nad-
Labem region), LIB (Liberec region), HRK (Hradec-Kralové region), PCE (Pardubice
region), VYS (Vysocina region), SUM (South-Moravian region), OLM (Olomouc
region), ZLN (Zlin region) and MSR (Moravian-Silesian region).

The analysis focuses on selected social-care services, namely: community care service,
personal assistance, distress care, relief services, day service centres and day care
centres. The data was taken from the annual statistical report on labour and social
matters of the Ministry of Labour and Social Affairs of the Czech Republic, of the
Czech Statistical Office (annual report of the Czech Republic and the individual
regions) for expenditure on selected social-care services and the numbers of social-care
users in the regions of the Czech Republic (in years 2007, 2010 and 2013), and data
from the Annual Demographic Report of the regions 2005-2014 for population aged
65+ in the regions of the Czech Republic (in years 2007, 2010 and 2013). All scales in
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the scatter plots were depicted applying power scale with inversed square exponent to
provide unequivocal identification of the regions in particular years (Tab.1 and 2).

TAB. 1: Summary of descriptive statistics for social-care services in the Czech
Republic (2007-2013)

Y ear
2007 2010 2013
Expenditure on social-care semvices
(CZK.in thousands) 2083 200 34673028 3948 399
Users of social care services 110 4049 137 681 138 847
Population aged b5+ 15612 834 1635 826 1825 544

Source: CSU (2015), MPSV (2014c)

TAB.2: Summary of descriptive statistics for social-care services in

Czech Republic (2007-2013)

regions of the

Minimum Maximum Mean Standard
deviation
Expenditure on socialcare 28 035 342 664 148 800,00 | 95628454
services (CZK in thousands) 2007
Expenditure on socialcare 80474 520392 | 255 216,50 | 120 627 932
services (CZK in thousands) 2010
Expenditure on social-care 89 3N 663 854 | 28206343 | 138 716,789
services (CZK in thousands) 2013
Users of social care services 2007 2422 18 861 7 886,21 5 348 562
Users of social care services 2010 3§22 18 621 583450 4 507 545
Users of social care services 2013 3708 20495 §917.64 4902516
Population aged 65+ 2007 41033 189 524 108 05967 | 48 201.501
Population aged 65+ 2010 44 261 205 390 116 844 71 52 341621
Population aged 65+ 2013 50 442 225 042 130 396.00 | 57 694 651

Source: CSU (2014), CSU (2015), MPSV (2014c)

Statistical testing of the correlation between the number of the service users and the
expenditure on selected social-care services, and the expenditure on selected social-care
services and the population aged 65+ in years 2007, 2010 and 2013 was carried out
using correlation analysis. This method is used to measure the strength of linear
correlation between two random variables. Values range within the interval <-1, 1>,
when the positive or negative value indicates the direction of correlation (positive in the
case of correlation, negative in the case of anticorrelation) and its absolute value the
strength of correlation. The more the absolute value approaches 1 (or —1 for that matter),
the stronger the correlation is. One of the most frequently used calculations of
correlation analysis appropriate for a given type of data is the Pearson’s correlation
coefficient. To express the strength of correlation, the coefficient of determination (r?)
was used, which is the squared value of the coefficient of correlation (r), expressed in
per cent. The coefficient of determination also states the extent of suitability of a model.
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It shows the part of Y variability which can be explained by the model (Lynch, 2013,
pp. 127-134). The calculations in the following part were generated in the SPSS
Statistics 21.0 software.

2. Results

2.1. Correlation between the number of social-care users and the expenditure on
selected social services in the regions of the Czech Republic

The period 2007-2013 saw a significant rise in the number of users in the Central
Bohemian and Hradec Kralové regions of facilitating services, and the Capital City of
Prague in facilitating services and personal assistance. Along with the provision of
ambulatory and field social care, an increasing tendency is observed in the expenditure
on selected social-care services in years 2007, 2010 and 2013, mainly in the Central
Bohemian, Hradec Kralové and South Bohemian regions, and as much as almost double
the expenses on social care in the Capital City of Prague (fig. 1).

Using the Pearson correlation coefficient (r) and the coefficient of determination (r?),
the correlation between the number of social-care users and the expenditure on selected
social-care services in the regions of the Czech Republic in years 2007, 2010 and 2013
is observed.

FIG. 1: Correlation between the users and the expenditure on selected social-care
services in the regions of the Czech Republic
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The Pearson correlation coefficient indicated a statistically significant positive
correlation between social-care users and the expenditure on selected social-care
services in the Czech Republic, with the result of the Pearson correlation coefficient r =
0.871 (p < 0.01) and of the coefficient of determination r*> = 0.759, i.e. 75.9% (see
Figure 1). It thus applies that a higher number of users of social care is in line with
higher expenditure on selected social-care services in the regions of the Czech Republic.
As the coefficient of determination indicates, the mutual impact of the number of users
and the volume of expenditure on selected social-care services in the regions of the
Czech Republic accounted for 75.9%, whilst other factors accounted for 24.1%. These
include, among others, the capacity of ambulatory care, as the users need not be
permanent. Also the scope of the provided care, the number of staff and economic
factors associated with the service play a role.

2.2. Correlation between the expenditure on selected social-care services and the
population aged 65+ in the regions of the Czech Republic

Further, using the Pearson correlation coefficient and the coefficient of determination,
the existence of a correlation between the volume of expenditure on selected social-care
services and the number of people aged 65+ in the regions of the Czech Republic in
years 2007, 2010 and 2013 (fig. 2) was observed.

FIG. 2: Correlation between the expenditure on selected social-care services and
the population aged 65+
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The Pearson correlation coefficient proved a statistically significant positive correlation
between the expenditure on selected social-care services and the number of population
aged 65+ in years 2007, 2010 and 2013, with the Pearson correlation coefficient of r =
0.872 (p < 0.01) and the coefficient of determination of r> = 0.760, i.e. 76%. It thus
applies that the higher the expenditure on selected social-care services is, the higher the
number of population aged 65+. The coefficient of determination indicates that the
mutual impact on selected social-care services and the population aged 65+ in the
regions accounted for 76%, and other factors accounted for 24%. Analysis of the
population age structure in the regions of the Czech Republic in 2007-2013 indicated
that it was the most populous regions that had the largest population aged 65+: the
Capital City of Prague, the Central Bohemian, South Moravian and Moravian-Silesian
region. These regions are expected to increase the demand of the elderly citizens for
social-care services, resulting in a corresponding rise in expenditure on social services
for the aged.

3. Discussion

Deinstitutionalisation and transformation of social services in the Czech Republic bring
about a gradual development of community social services (JaroSevska, 2012,
Kvasnakova, 2013). The supply of social-care services and the numbers of users who
can use these services in the regions of the Czech Republic is differentiated more
markedly. In all regions, the most frequently used social-care service for the elderly and
disabled is day care. Other social-care services have been gradually introduced since
2007, namely facilitating services, personal assistance and day-care centres. According
to Mertl (2014), Visek & Prusa (2012) it is difficult to specify the scope of the provision
of these services, as they are a reflection of a whole host of factors determining the
development in the individual regions. As Ctvrtnik & Lejsal (2013), Visek & Prisa
(2012) argue, a systemic connection of planning, registration and financing of social
services (not only in terms of the elderly and the disabled) could contribute to the
development of social services. Since 2015, according to MPSV (2014a), MPSV
(2014b) regional governments have been authorised to make decisions about subsidies
for providers of social care, with the rate of funding of each region being defined with
respect to the total volume of financial resources allocated from the national budget
(tab. 3). This resulted in the stabilisation of proportions of the allocated resources and in
a more consolidated interconnection of social-care financing in terms of a mid-term plan
of regional social-service development. Regional governments are also obliged to define
a network of social services in accordance with the needs of the population and
available financial resources.
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TAB. 3: The proportion of regions in the annual volume of financial resources

PRG |CRB | SUB [PLZ [ KAV [ULN [UB [HRK [PCE [WYS [ SUM [ OLM [ ZLN [ MSR

Original propartion of guided numbers (in %)

541 [11.21] 645 [4.63 [ 317 | 944 [4.10 | 516 [ 5.26 [5.12 | 9.11 | 763 | 6.61 [1142

Proportion of guided numbers for individual regions (in%) - the mean value of 2012, 2013 and 2014

843 111211653 (487 [308 [945[411 [518 1527 [515 (913 [ 766 [ 664 [1142

Source: MPSV (2014b, p. 31)

Follow-up research related to a more transparent financing for regions may address the
evaluation of the availability and financial complexity of selected social-care services
for the elderly and the disabled in the regions of the Czech Republic.

Conclusion

The social-service sector of the Czech Republic has transformed fundamentally over the
past two decades. Modernisation of social services has introduced new trends associated
with the development of social services, whose intensity varies across regions. Along
with the development of social-care services, from the quantitative perspective,
statistical testing of the correlation between the number of users of social-care services
and the expenditure on selected social-care services, and the expenditure on selected
social-care services and population aged 65+ in regions of the Czech Republic was
carried out in 2007, 2010 and 2013. The results have proved a correlation between both
the number of users and the expenditure on selected social-care services of a community
type, as well as the expenditure on selected social-care services and the population aged
65+. In the following years, more transparent financing should contribute to the
development of social services in the regions, which will enable stabilised financing and
ensuring of objective needs of social-care users.
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Abstract:

This article deals with the analysis of development of number of statistical units of
small and medium-sized enterprises in the years 2008 - 2014, which were providing
business activity in the Czech Republic. The main aim is to describe the dynamics of
the establishment of new small and medium-sized enterprises in relation with the new
legislation which is in force since 1st January 2014. Internal resources of Czech
Statistical Office were used to the analysis of the development of number of small and
medium-sized enterprises, where these resources are not generally available, and
therefore it can help with the clarification of the tendency of development of small and
medium-sized entrepreneurship in the Czech Republic in the last six years.

Introduction

Small and medium-sized enterprises represent a significant sector of the market
economy. It is an undisputable reality that the sphere of small and medium-sized
entrepreneurship has the largest number of business entities (Morris & Kuratko, 2002).
Every year a lot of entities launch their business. It is also an irreversible fact that a lot
of business projects end in failure. In professional circles there are number of opinions
referring to small and medium-sized entrepreneurship (Lukes & Jakl 2012). Some of
them say that it is not a specific phenomenon which should be a cause for special
approaches in economics and management (Hisrich, 1995).

In fact, the same rules apply for small and medium-sized businesses as for any other
organization, so there is no need whatever to highlight this category of firms. On the
other hand, it is possible to come across the opinions saying that the sphere of small and
medium-sized enterprises has a unique position in the economy of every state and
therefore it is necessary to give a special attention and care to this group of business
entities (Quereshi & Velde, 2008).
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There are rational reasons for the permanent attention which is paid to this sector. These
lie in the specific merits of SMEs and also in their disadvantages or more precisely their
vulnerability (Pike, Neale, 2006). As for the merits are concerned, these are relative
flexibility and the ability to respond quickly to the change of conditions (including the
establishment of the firm and termination of its activity), as well as a relatively high
ability to absorb workforce and the ability to fill the gap in the structure of business
relationships between large enterprises (the role of subcontractor).

On the contrary, disadvantages involve more complicated, or rather costlier access to
capital, information and knowledge (Otcenaskova, Bure§ & Brunet-Thornton, 2014),
less ability to eliminate the effects of fluctuation of external influence in the early stages
of their development (start) and less restraint in the release of redundant labour force
(Maresova & Halek, 2014).

That is why governments choose different forms of public support for SMEs (Petticek,
2006), including a financial support. If the rules of this support are set correctly, it does
not mean favouring these business entities at the expense of others (and thus breaking
the rules of the market), but just alleviating the above mentioned disadvantages.

1. Methodology and Data

Internal database of Czech Statistical Office was used during the preparation of this
article. The basic difference between the generally available data and the data used in
this article is in the conception of so called companies reporting business activities.
A business that is economically active according to the information from statistical
surveys or administrative sources is considered to be an enterprise-type statistical unit.
The Statistical Business Register is continually updated with data coming from
commercial registers, trade licence offices and statistical sources. It is used mainly to
prepare and conduct statistical surveys. Records about the number of SMEs in 2008 -
2014 were obtained thanks to Information Services Unit of the Czech Statistical Office
and Business Statistics Coordination and Business Cycle Surveys Department of the
Czech Statistical Office. Data are organized according to the regions of the Czech
Republic, where there are 14 of them, and these data describe specific number of SMEs
with the number of employees between 0 and 250. Analysed tendencies are explained
based on the number of companies with business activity in each size group. The
numbers of such companies are included into analysis, which do not officially declare
their size in The Statistical Business Register of Czech Statistical Office and which
present "not reported”. It can be assumed that these companies do not communicate
with Czech Statistical Office on the daily basis, where this behaviour is typical for small
companies (with less than 50 employees) or even micro-companies (with less than
10 employees). The methodology used to tackle the subject has the nature of basic
theoretical research which is focused on the analysis of the structure, linkages and
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relations of the studied subject. From the methodology point of view trend, system and
qualitative analysis is used to achieve the objective.

The regions of the Czech Republic are different in the terms of its size, and therefore
also in terms of the number of inhabitants. This fact corresponds with the regional
disparities among each region in terms of the number of SMEs-type statistical units.
Following FIG. 1 divides regions of the Czech Republic according to the number of
active SMEs at 31st December 2014.

FIG. 1: Organizational Structure of the National Economy: Small and Medium-
sized Enterprises by Territory at 31 December 2014
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Source: own research

From the data in the FIG. 1 is obvious that four regions in the Czech Republic (Prague,
StiedoCesky, Jihomoravsky, Moravskoslezsky) have higher than 50% share on the total
number of SMEs.

The highest shares both in national and also regional point of view have active business
subjects with 0 employees. These entities are mostly so called self-employed persons
without employees, which have been in business as natural persons. Data in TAB 1
shows that in all regions except Prague have these subjects share on the total number of
SMEs companies around 60%, where this share is 47% in case of Prague.
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TAB. 1: Organizational Structure of the National Economy for Small and
Medium-sized Enterprises by Territory and Size of Businesses at 31st December
2014

. Size of business (number of employees)
Region Total

not reported 0* 1-5 6-9 |10-19]|20-24]|25-49]50-99|100-199] 200 - 249
Czech Republic 1444098 309980 852937| 199952| 27988| 24895| 5694| 11807| 6958 3263 624
Prague 311547 89778| 147650 55201| 6795 5852 1306 2488 1535 778 164
Stfedocesky 174 838 31792| 115485 19504| 2862 2463 544| 1187 665 279 57
JihoCesky 84 674 16927 52879 10438| 1518| 1267 326 709 405 176 29
Plzerisky 72 362 15069 44766 8699 1261 1164 271 576 341 182 33
Karlovarsky 35474 7712 21250 4618 613 600 122 290 173 80 16
Usteck\’/ 82979 17043 50173 11230f 1524] 1399 272 671 427 205 35
Liberecky 55393 11229 34836 6511 957 878 197 406 259 105 15
Kralovéhradecky 72 620 13038 47128 8611 1325 1129 268 614 332 151 24
Pardubicky 61675 10805 39770 7471 1212 1097 255 543 336 155 31
Vysocina 60970 11102 39522 7019 1117 943 214 529 344 152 28
Jihomoravsky 161711 33895| 95012 23042 3395 3073 715 1406 758 342 73
Olomoucky 70777 13096 43599 9715| 1469| 1340 332 625 379 195 27
Zlinsky 72983 13045 46163 9349| 1447| 1403 331 641 391 187 26
Moravskoslezsky 126 095 25449 74704 18544 2493| 2287 541 1122 613 276 66

* without employees

Source: own research

2. Results and Discussion

