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ABSTRACT

This paper aims to investigate and determine the relationship among the budget, changes in
GDP, price indices and the movement of the real exchange rate on the one hand and the state
of the mud balance in Bosnia and Herzegovina in the period 2005-2019. The paper covers
literature that deals with the given field, empirical knowledge and case studies of various
international researches, as well as certain econometric methods. The results of the research
point to the existence of a negative link between the budget deficit, the reduction of prices and
the real exchange rate, and the improvement of the current balance. The results are different
depending on whether it is a long-term or short-term horizon.

Keywords: budget, current account, price index, and real exchange rate

1. INTRODUCTION

The balance of payments is an important indicator for measuring the state of an economy.
However, without other indicators alone, the balance of payments does not say much, especially
when it comes to various shocks in the economy. On the other hand, with different fiscal policy
tools, governments can lead the economy in a certain desired direction. The question is whether
these two quantities have a causal relationship with each other and how strong is this
relationship? This issue has been particularly considered in the 1980s and 1990s, both in
developed and developing countries Islam (1998), Magazino (2012). The correlation of the
given variables is especially interesting nowadays especially with the different economic
problems that countries face. Economic theory provides two important determinants in terms
of the relationship of given quantities. One is that changes in the current account balance and
the fiscal balance are strongly interrelated (Keynesian theory) which is the basis of the
Feldstein-Horioka hypothesis (1980). Another approach is the Ricardian equivalence
hypothesis which emphasizes that there is no correlation between given quantities or that
influence is negative. What is the impact of the budget deficit on the current account deficit in
Bosnia and Herzegovina, taking into account other parameters such as inflation, changes in the
real exchange rate and the trend of GDP growth is presented in this paper. Countries like B&H,
which are still in transition, have some difficulties in fiscal governance due to both increased
public debt and weak competitiveness in foreign trade. Fiscal policy has been implemented
through the establishment of a single VAT rate since 2005 with a tendency to increase.
However, there was also an increase in public debt as well as budget expenditures. In
accordance with the methodology and research dedicated to the relationship between the current
account balance and the fiscal account, an analysis of the interrelationship of these two
indicators was made on the example of B&H for the period 2005 to 2019. GDP change had the
largest oscillations in 2007 and 2008 as expected. Examining the given relations is especially
important for Bosnia and Herzegovina as it has a highly decentralized fiscal policy where the
general government in accordance with the Budget Law cannot have a budget surplus.
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On the other hand, the entities that have the right to create public debt represent the bearers of
budget deficits, while the current account deficit is shown at the country level. Indirect taxes
such as those controlled by the state are unquestionably the main source of financing
government spending at both the state and entity levels. Direct taxes in the last decade also have
a growth trend, and follow GDP growth. Inflationary movements are moderate and do not show
major oscillations.

2. HYPOTHESIS OF DOUBLE DEFICITS IN DIFFERENT EMPIRICAL STUDIES
Research on the relationship between the budget deficit and the current account deficit has been
conducted and published in numerous papers. All works can be divided into four groups. Thus,
if we talk about the impact of the budget deficit on the current account balance, we can mention
the following works (Abell 1990; Bachman 1992; Cash 1994; Islam, 1998; Piersanti 2000;
Bluedorn, Leigh, 2011; Leachman, Francis 2002, Cavallo 2005, Erceg, Guerrieri, Gust 2005;).
Another group of authors in their works confirms the impact of the current account deficit on
the budget deficit, but not vice versa. This group of works includes (Anoruo, Ramchander 1998;
Khalid, Guan 1999; Alkswani 2000; Kim, Kim, 2006; Marinheiro 2008). The third group are
papers that indicate the non-existence or negative relationship between the budget deficit and
the current account deficit (Enders and Lee 1990; Evans and Hasan 1994; Kaufmann, Scharler,
Winckler 2002). The existence of a negative correlation between the fiscal deficit and the
current account deficit on the example of the Baltic countries in the period 1999-2010 was
established by Piotr (2012) in his paper. Finally, there is the fourth group that includes papers
confirming the two-way relationship between the current account and the fiscal balance (Laney,
1984; Miller, Russek 1989, Boucher 1991, Evans 1993; Papaioannou, Yi 2001; Kaufmann,
Scharler, Winckler 2002; Baharumshah, Lau 2007). It is particularly interesting to point out the
work of Darrat (1988) in which it is proved beyond doubt that there is a double connection
between the budget deficit and the current account deficit. These are quarterly data for the
period 1960-1984. The paper confirms that there is a significant in the United States the impact
of the budget deficit on the current account deficit and an even greater impact current account
deficit to the level of budget deficit. It is interesting to mention the study by Khalid and Guan
(1999) who analyzed the cause-and-effect relationship between the budget deficit and the
current account deficit in five economically developed countries (USA, UK, France, Canada,
Australia), and in five developing countries (India , Indonesia, Pakistan, Egypt, Mexico)) in the
period 1950-1994, using the method of cointegration. The survey confirmed the existence of a
causal link between the budget deficit and the current account deficit in four of the five
developing countries. However, similar links have not been observed in developed countries. It
is also important to mention a study done by Kumhof and Laxton (2009) which shows that a
continuous increase in the budget deficit of 1% relative to GDP is not associated with an
increase in the deficit in other countries. Consequently, this leads to a short-term deterioration
in the current account balance of about 0.5 GDP and a long-term deterioration of the current
account balance by 0.75 percent of GDP in large economies such as the United States and 1%
percent in small open economies. Similar results are obtained by Lau, Baharumshah and Khalid
(2006) who analyzed the relationship between the budget deficit and the current account deficit
in four Asian countries (Indonesia, Malaysia, the Philippines and Thailand) between 1976 and
2000. they proved the existence of a long-term relationship between budget deficit and current
account deficit. Thus, the paper confirms the existence of the twin deficit hypothesis in the case
of Thailand, the inverse hypothesis of twin deficits in the case of Indonesia and the Feldstein-
Horiok hypothesis in the other two countries. In his paper, Marinheiro (2006) investigated the
relationship between the fiscal balance and the current account balance and found that there is
an impact of the current account deficit on the fiscal deficit. In that sense, he used a series of
data for the period from 1974 to 2002.
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If we take into account most empirical studies, we can conclude that they confirm the presence
of an interrelationship between the fiscal deficit and the current account deficit. Of course, there
are papers that indicate the connection of other macroeconomic variables to the current account
balance. Thus, in his work, Kovacevi¢ (2017) explores the relationship between the current
account and its determinants on the example of nine countries in Southeast Europe, and
emphasizes that the real effective appreciation of the exchange rate negatively affects the
current account, while the net inflow of foreign direct investment has a positive impact. In
addition to the above, the inflow of capital into the country is also of a great importance. That
IS, an increased inflow of foreign capital can mean (if it is only loans, not interest-free funds)
and increased indebtedness, as well as an increased outflow in terms of interest and return on
capital payments to foreigners. Increased capital inflows can cause increased demand, creating
pressures that can eventually worsen the current account (Abbas et. All 2010).

3. METHODOLOGY

3.1. National income, government spending and current account

In order to clarify the relationship between the fiscal deficit and the current account, it is useful
to begin with some items of national income accounting. Economic theory analyzes the
correlation of elements of national income and establishing the link between investment and
savings, national income and public expenditures and public revenues. In this way, we express
national income as a sum of consumption (C), investments (1) government expenditures (T),
and differences between imports and exports (X-M):

Y =C+1+G + (X-M) (1)
Income must arise either from domestic sales of consumer goods (C), investment goods (1),

government goods (G), and net sales of goods to foreign entities (exports X minus imports M).
We write the mentioned equation as:

Y-(C+1+G)=X-M (2
That is,

Y-(C+1+G)=CA (3)
Or,

Y -A=CA, (4)
Where:

CA- current account balance

And,

A =C + 1+ G - total absorption (5)

If we have a closed economy, savings are equal to investments, since external variables do not
exist (Hohberger and Herz, 2012; Krugman and Obstfeld, 1997). Therefore, investments can be
written as:

l=Y-C-G, (6)



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

If savings are equal to investments then we have:

S=J-C-G, (7
Then we get that in an open economy investments are not always equal to savings. This is
because individuals, the government and other businesses can borrow funds from abroad. We
can write savings as:

S=1+CA (8)

Further, analyzing aggregate savings we see that it is made up of the private and public sectors.
Therefore, we could write:

S=Sp+Sg 9)

Private savings are considered to be a portion of disposable income that individuals have not
spent. Therefore, we write private savings as the following equation:

Sp=Yd-C=(Y-T)-C (10)
Where:

Yd- disposable income,

| - taxes.

Public savings, as opposed to private ones, are equal to the difference between taxes and
government expenditures, which includes government purchases and transfers. In this sense,
we write public savings as:

Sg=T-(G+R)=T-G-R. (11)

where:
G- Government (state) purchase,
R - Government transfers.

In relation to expression (9), total private and public savings can be written as:
S=Sp+Sg=(Y-T-C)+(T-G-R) =I1+CA (12)
According to the above formula, the current account balance is written as:

CA=S—1=Sp—I+(T-G-R)=Sp—I-(G+R+T) (13)

3.2. Model development

The expression (13) shows that if we have a constant difference between private savings and
investment, then any change in fiscal policy is reflected in changes in the current account
balance. This causal relationship indicates the emergence of twin deficits hypothesis. In other
words, if we do not have a fixed difference between savings and investments, then changes in
the fiscal balance must be offset by changes in savings. Namely, this situation is related to the
fact that the increase in the budget deficit leads to an increase in private savings due to the fear
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that the state will increase taxes in the future, in order to reduce the deficit. This further leads
to a reduction in citizen spending and a current account deficit. (Mukhtar, Zakaria, Ahmed
2007). Thus, we see that the twin deficits hypothesis does not emerge in this situation. If we
start from the assumption (traditional approach) that the country’'s economy is at the level of
full employment, then an increase in the budget deficit causes a current account deficit, all due
to an increase in aggregate demand (for domestic and foreign goods and services). This
traditional approach emphasizes the strict link between the budget deficit and the size of savings
and investments, the prices of production factors, the movement of the real exchange rate, the
distribution of income, the value of foreign trade. Another explanation of the twin deficits
hypothesis (Mundell-Fleming model 1962), emphasizes the quantitative approach. This model
indicates that through fiscal expansion (the budget deficit arises as a consequence) which causes
the current account deficit by increasing the interest rate, attracting foreign capital and at the
same time appreciating the domestic currency. The second approach, in contrast, is based on
the assumption that twin deficits are unrelated or negatively related (Makin 2002). This
approach is called the Ricardian equivalence hypothesis which says that the budget deficit does
not change interest rates and the exchange rate of the domestic currency and as such does not
affect savings and consumption. As a consequence, the budget deficit has no impact on the
current account balance. Therefore, according to the Ricardian equivalence hypothesis, these
two balance sheets are not interrelated or have a negative correlation. The third approach starts
from the assumption that there is an inverse causal relationship between the budget balance and
the current account. That is, this approach explains that an increase in the current account deficit
slows down the economy leading to a budget deficit (Enders and Lee 1990). The fourth
approach starts from the assumption that the cause-and-effect relationship between the budget
deficit and the current account deficit has a two-way relationship. In this sense, the Feldstein-
Horioka hypothesis is used, according to which domestic savings and investments are highly
linked in the long run, regardless of the large international mobility of capital. Therefore,
according to expression (13), a high degree of connection between domestic savings and
investments also means changes in the budget deficit and current account deficit. Thus,
expression (13) can be written in the following form:

CA=Sp-1+FB (14)

Where,
FB - balance of the state budget.

Economic theory offers several different econometric models by which analysts try to
determine the relationship between the fiscal deficit and the current account deficit. This study
seeks to show the relationship between a particular fiscal policy defined as the ratio of the
budget balance to GDP and the current account balance as a share of GDP on the example of
Bosnia and Herzegovina in the period 2005-2019. In addition to considering the causal
relationship between these variables, this study also investigates the impact of other variables
on current account value movements. In this sense, an economic model was used which can be
represented by the expression:

CA=a+P1FB+p2Z +¢, (15)
Where:

Z - other explanatory variables Gross Domestic Product growth (g GDP), Real exchange rate
(REER) and consumer price index (CPII).
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B1 and B2 coefficients of the regression equation, i
¢ - the concept of error.

3.3. Data source and variable relationships

The time series of data used in this model is based on the quarterly frequency and covers the
period from the first quarter of 2005 to the last quarter of 2019. The model is based on the
stationarity of the analyzed time series. According to the time series of data, the research has
the task of determining the stability of the positive relationship between the budget balance and
the current account balance. Basically, the paper contributes to determining whether there is a
causality of the mentioned quantities, which affects the possibility for the B&H model to predict
the twin deficit hypothesis. In order to obtain a complete picture, it is necessary to take into
account the variables that are related to the values of the current balance, especially
emphasizing the changes in the real exchange rate. In that sense, descriptive statistics as well
as correlation between variables were done, and finally a unit root test as well as a Granger
Causality test were done, which is presented in the paper.

4. DATA ANALYSIS

4.1. Descriptive statistics

This paper seeks to investigate the relationship between fiscal policy and the balance of
payments and to consistently determine whether there is a causal link between the fiscal deficit
and the current account deficit. The current account balance was created on the basis of real
GDP growth, inflation, tax revenues, the real exchange rate and government spending. The
study first established descriptive statistics before assessing trends and models. Figure 1 shows
that the trend of the fiscal balance is moderate with a slight fluctuation in 2009 and 201, which
was caused by the shock on the financial market, which affected the reduction of budget
revenues. Larger oscillations in the current account balance were noticeable in 2005 and 2006
at the time of the introduction of VAT in the B&H fiscal system.

Table 1: Descriptive statistics

CAD BD GDP G CPI REER

Mean -28,398550 | -2,515915 1,484637 5,214833 -1,203233
Median -25,989840 | -2,642722 0,700000 4,550000 -1,035000
Maximum -12,620460 | -0,772559 21,485100 16,800000 4,180000
Minimum -62,500000 | -4,334861 -15,321030 -0,700000 -7,470000
Standard

Deviation 8,905900 1,031529 7,894407 47,416980 2,550214
Skewness -1,667036 0,099386 0,188710 1,133876 -0,307194
Kurtosis 6,528468 1,768492 3,423657 3,609054 3,270539
Jarque-Bera 58,015300 | 3,885397 0,804829 13,784110 1,126659
Probability 0,000000 0,143317 0,668703 0,001016 0,569310

Source: Own calculation

Figure following on the next page
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Figure 1: Balance of the state budget and current account of Bosnia and Herzegovina
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Changes in the current account balance in 2005 and 2006 are not accompanied by changes in
the budget. After this period, changes in the current account balance are followed by changes
in the fiscal balance. Only 2019 deviates from the given trend where it is evident that although
there were no major changes in the budget, the current account balance experienced a sharp
increase. Mean values recorded in the period 2005-2019. for the current account balance and
the fiscal balance in relation to GDP are 28.39 and 2.51% respectively.

Figure 2: Trend in current account balances and consumer price indices in Bosnia and

Herzegovina
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With the exception of 2010, the CCl has a fairly steady trend over a given period. The recorded
mean value of the price index is 5.21.
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Figure 3: Trend in current account balances and gross domestic product in Bosnia and
Herzegovina
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GDP growth, with some fluctuations from 2005 to 2011, has a steady and slight growth of 0.8%
on a quarterly basis. Its mean value recorded for the observed period is 1.48.

Figure 4: Trend in current account balances and real exchange rate in Boshia and
Herzegovina
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The movement of the real exchange rate of the domestic currency fluctuates around zero, and
the largest decline was recorded in 2016 and 2017. Its average value for the observation period
is -1.20. The correlation between the budget balance and the current account balance, as well
as the correlation between the current account balance and other macroeconomic variables with
which the given model was constructed are shown in Table 2.

4.2. Correlation between the observed variables

Correlation coefficients, calculated on the basis of available data, between the current account
balance on the one hand and the fiscal balance, and changes in the real exchange rate on the
other, indicate the presence of real significant correlation while the price index and current
account balance show a slight correlation. The established correlation records a negative
relationship between the given variables. Gross domestic product growth has no significant
impact, with the price index also showing a low value.
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This further means that the improvement of the state budget balance as well as to some extent
the real exchange rate in Bosnia and Herzegovina was accompanied by a deterioration of the
current account balance in the analyzed period, which can be seen in the following table.

Table 2: Correlation coefficients between Current Account Balance, Fiscal Balance,
Consumer Price Index and Gross Domestic Product Growth in Bosnia and Herzegovina for
the period 2005-2019.

CAB FB
CAB 1
FB -0,57581 1
CAB CPI
CAB 1
CPI -0,289115 1
CAB REER
CAB 1
REER -0,463 1
CAB G GDP
CAB 1
GDP gr -0,05099 1

Source: Own calculation

Based on the analysis of the correlation between the given quantities, no conclusions can be
made about the impact of one value on another. This analysis cannot provide answers to
possible shocks in fiscal policy that would arise due to changes in the market of certain goods
or services. If, for example, on the one hand the economic situation in the country improves (in
terms of increasing national income) it could lead to a reduction of the budget deficit, however
on the other hand it could lead to an increase in the current account deficit due to increased
imports. Precisely, from the impossibility of obtaining accurate results that indicate the
correlation of given quantities through correlation analysis, we can suggest that there is still a
negative relationship between the budget balance and the current account balance.

4.3. Unit root analysis

In order to perform a complete evaluation of the model, it is necessary to determine the
stationarity of the analyzed time series. An extended Dickey-Fuller test (ADF) was used for
this purpose. To use the test itself, the model in functional terms needs to be redesigned to
obtain the stationarity of the variables used. This was done by substituting the values of the
variables for their first differences. After the first differentiation, the extended Dickey-Fuller
test for the sizes included in the model would look like this:

Table 3: Unit root test — first differentiation

Variable name ADF Test 1% Level 5% Level 10 % level
Current account balance -3,56941 -3,56002 -2,91765 -2,59669
Fiscal balance -8,29612 -3,54821 -2,91263 -2,59403
GDP growth rate -7,80589 -3,565747 -2,91657 -2,59612
Consumer price indeks -6,86696 -3,54821 -2,91263 -2,59403
Real exchange rate -8,58540 -3,54821 -2,91263 -2,59403

Source: Program Eviews 11

A graphical representation of the dependence of the current account balance on other variables
is presented in the graphs given in the appendix.
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4.4. Granger Causality Test

In order to establish the direction of causality among the mentioned variables, a Granger
Causality test will be conducted to help us understand the interactions between the fiscal
balance and the current account balance and what the results are.

Table 4: Granger Causality Test

Pairwise Granger Causality Tests

Sample: 2005-2019

Null Hypothesis: Obs F-Statistic Prob.
CPI does not Granger Cause CAB 57 0,69021 0,50600
CAB does not Granger Cause CPI 0,53252 0,59030
FB does not Granger Cause CAB 57 2,14868 0,12690
CAB does not Granger Cause FB 0,35721 0,70130
G_GDP does not Granger Cause CAB | 57 2,85272 0,06680
CAB does not Granger Cause G_GDP 0,99571 0,37640
REER does not Granger Cause CAB 57 1,25301 0,29410
CAB does not Granger Cause REER 1,43147 0,24820
FB does not Granger Cause CPI 57 1,21879 0,30390
CPI does not Granger Cause FB 0,11294 0,89340
G_GDP does not Granger Cause CPI 57 1,31752 0,27660
CPI does not Granger Cause G_GDP 0,07305 0,92970
REER does not Granger Cause CPI 57 0,16903 0,84490
CPI does not Granger Cause REER 2,21851 0,11900
G_GDP does not Granger Cause FB 57 1,72534 0,18820
FB does not Granger Cause G_GDP 1,10316 0,33950
REER does not Granger Cause FB 57 1,02102 0,36730
FB does not Granger Cause REER 0,08479 0,91880
REER does not Granger Cause

G_GDP 57 2,47901 0,09370
G_GDP does not Granger Cause

REER 0,96397 0,38810

Source: Program Eviews 11

The study conducted a pair-wise Granger causality test in order to determine the
interrelationship of the variables. The test results can be seen in Table 4 The null hypothesis at
the 5% significance level was rejected in the event that Granger’s fiscal balance sheet affects
the current account balance. The same situation is in the case of the consumer price index
Granger affects the fiscal balance. The results also further suggest that the real change in the
Granger exchange rate also affects GDP growth when the zero hypothesis is rejected at the 10%
significance level.

4.5. Long-term causal relationship between variables

The analysis of the estimation of the structural parameters of the model is given in the following
table. By performing the first differentiation of the variables to eliminate the nonstationary
form, results describing the given relationship were obtained. The vector autoregressive model
(VAR) used shows a long-term cause-and-effect relationship between certain variables. The
results that indicate a long-term period are shown in Table 5. The long-run R-squared regression
coefficient of 0.4278 implies that 42.7% of the current account balance variation can be

10
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explained by independent variables of the budget account balance and price index in the long
run. The model as a whole is significant, as shown by an F statistic of 10.2 (p value = 0.000002).
the results indicate that the change in the budget balance has a negative and significant
relationship to the current account balance (Beta = -3.7107, p value = 0.0012). This means that
any reduction in the budget deficit by one unit improves the current account by 3.71 units.
Regarding the consumer price index, we can also state that the ratio is negative and significant
in relation to the current account balance. Namely, the reduction of prices for one unit
simultaneously improves the current account balance by 0.498 units.

Table 5: Results for the long term

Variable Coefficient Std. Error  t-Statistic Prob.
Intercept -36,166255 2,942914 12,289269 0,000000
FB -3,710734 1,094281 -3,391024 0,001295
GDP gr 0,047557 0,116602 0,407855 0,684964
CPI -0,498165 0,192959 -2,581713 0,012526
REER -0,797067 0,440979 -1,807493 0,076155
R Square 0,427844
Adjusted R Square 0,386233
Significance F 0,000002
F 10,281907

Source: Own calculation

4.6. Short-term relationship between variables

To correct the error in the model, the ratio will be calculated on a short-term basis. Namely, for
the analysis of the relationship between the current account balance and the state budget as well
as other determinants that were taken into account, a vector autoregressive model (VAR) was
also used, which indicates a short-term cause-and-effect relationship between variables. From
table 6 it can be seen that the regression coefficient shows that 50% of the variation of the
current account balance can be explained by the price index and changes in the real exchange
rate in the short run. Changes in the fiscal balance did not gain statistical significance as their p
value was above 0.05. F statistics in the case of a short-term relationship have no significant
value. Namely, only changes in prices and the real exchange rate lead to changes in the current
account balance. Since the changes have a negative relationship, this means that a reduction in
prices and the real exchange rate by one unit improves the current account deficit by 1.90744
and 1.4183 units, respectively.

Table 6: Results for the long term

Variable Coefficient Std. Error t-Statistic Prob.
Intercept 9.241907 6.222943 -1.485134 0.165593
FB 5.497217 2.730846 2.013009 0.069242
GDP gr -9.276552 6.036027 1.536864 0.152578
CPI -1.907447 0.805457 2.368155 0.037273
REER -1.418398 0.431929 3.283872 0.007284
R Square 0.506173
Adjusted R Square 0.326600
Significance F 0.078092
F 2.818755

Source: Own calculation

11
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5. CONCLUSION

The results of the research on the relationship between the current account balance on the one
hand and the fiscal balance, price index, GDP trends and changes in the real exchange rate on
the other hand show different influences according to the time period of observation. In the long
run, changes in the budget in terms of reducing the deficit affect the reduction of the current
account balance. Price changes also have a significant impact on the decline in the current
account deficit. In the short run, fiscal policy has a corresponding impact on changes in balance
of payments. However, the change in prices and the real exchange rate in the short term leads
to changes in the country's mud balance, as is the case with the long-term horizon. Thus, long-
term changes in fiscal policy may affect the improvement of the current account balance. Price
changes also have a noticeable intensity of action. Changes in the real exchange rate have a
certain significance only if it is a question of currencies outside the euro area, since the KM is
fixedly pegged to the Euro due to legal solutions. In that sense, the existing monetary policy in
Bosnia and Herzegovina does not have the possibility to change the real exchange rate.
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APPENDIX
Basic data on a quarterly basis for the period 2005-2019
Period CAB FB GDP gr CPI REER
-32,55 -1,88 2,63 -0,50 2,2
-62,50 -1,83 2,56 -0,70 3,82
-30,98 -1,78 2,50 -0,50 4,18
2005 -57,14 -1,74 2,44 1,70 2,71
-26,77 -1,79 -11,07 6,30 -2,04
-33,06 -1,47 21,49 6,10 -1,62
-34,74 -1,26 17,35 5,60 -1,16
2006 -40,49 -1,46 -14,19 6,40 1,19
-33,86 -1,36 -1,09 7,10 -0,14
-39,64 -1,19 14,42 6,50 111
-33,99 -1,03 14,92 6,60 2,08
2007 -43,72 -1,22 -15,32 10,70 0,04
-39,86 -1,32 1,70 14,10 -1,92
-44,67 -1,16 13,73 15,40 -1,08
-38,55 -1,02 13,66 16,60 0,34
2008 -41,89 -1,20 -14,47 16,80 -1,2
-29,40 -4,33 -6,22 15,90 -3,2
-30,60 -3,76 15,19 14,30 -0,57
-24,03 -3,35 12,34 15,00 -1,14
2009 -28,76 -3,89 -13,92 16,00 -1,8
-21,98 -2,50 -6,06 0,20 -2,13
-26,11 -2,19 13,82 -0,40 0,56
-26,41 -2,01 9,04 -0,50 0,26
2010 -29,79 -2,26 -10,85 0,70 -0,98
-25,86 -0,94 -5,59 3,50 -0,44
-28,19 -0,82 14,36 3,60 0,89
-26,98 -0,77 6,17 3,40 0,006
2011 -32,39 -0,86 -10,55 4,30 -0,74
-25,02 -2,20 0,10 5,90 3,8
-25,87 -2,04 0,20 5,70 2,31
-28,80 -2,07 0,30 5,20 1,28
2012 -27,60 -2,08 0,40 6,40 1,22
-21,51 -2,83 0,50 6,70 0,55
-21,32 -2,72 0,50 6,10 -0,67
-25,29 -2,73 0,60 5,00 -0,8
2013 -25,35 -2,80 0,60 5,00 -0,43
-22,36 -3,48 0,60 5,00 -1,44
-26,61 -3,43 0,60 4,70 -2,34
-28,81 -3,51 0,70 4,40 -2,57
2014 -28,45 -3,39 0,70 4,90 -3,54
-20,06 -3,63 0,70 4,40 -0,99
-23,94 -3,47 0,70 4,20 -4,08
-24,76 -3,49 0,60 3,00 -3,18
2015 -23,33 -3,46 0,70 3,10 -3,06
-18,71 -4,25 0,70 5,00 -2,66
-23,28 -4,10 0,80 4,70 -4,09
-22,05 -4,00 0,80 4,40 -4,9
2016 -22,45 -4,01 0,90 4,90 -4,72
-19,15 -3,47 0,80 4,40 -6,3
-23,29 -3,31 0,80 4,20 -7,1
-23,97 -3,23 0,80 3,00 -7,47
2017 -23,04 -3,27 0,70 3,10 -6,93
-19,66 -3,37 0,80 0,50 -0,68
-22,33 -3,22 0,80 -0,06 -1,41
-22,89 -3,17 0,80 -0,10 -1,26
2018 -18,58 -3,18 0,80 0,23 -0,97
-12,62 -2,80 0,7 1,50 -0,49
-23,53 -2,64 0,6 1,36 -2,22
-21,49 -2,53 0,5 0,46 -3,39
2019 -22,83 -2,65 0,3 1,40 -2,89

Source: Agency for Statistics of BiH, Ministry of Finance of RS and FBiH, Bulletin of the
Central Bank of BiH
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State budget balance and current account balance in Bosnia and Herzegovina, after the first
differentiation
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Trend in current account balances and price indices in Bosnia and Herzegovina after the first
differentiation
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Trend of current account balances and changes in GDP in Bosnia and Herzegovina after the
first differentiation
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ABSTRACT

TDK Corporation, a well-known multinational electronics company that originated in Japan,
has gone through a major business change - moving from household electronics to digital
technology and components for mobile devices and industrial automation. The company also
produces electronic materials, electronic components, recording and data storage media.
There is no question that we live in a rapidly changing, unpredictable, and uncertain world
where agility reflects a firm's set of capabilities to prosper and thrive in an unpredictable and
rapidly changing environment (Vinodh et al. 2012). This paper examines how TDK re-
engineered its talent operations to support its business model change during the Covid. The
primary goal of this paper is to show how organizations that focus on value creation, dynamic
capabilities, and strategic change may benefit from internal communications. As a secondary
aim, this paper aims to show how efficient and successful communication support cultural
alignment, increased employee engagement, and cultural confidence in the context of remote
working and alternative employment conditions.

Keywords: Talent, Organization, Globalization, Innovation, Transformation, Japan,
Technology, HR, International Relations

1. RESEARCH METHODOLOGY

Based on a real-world scenario, the study was conducted. Some of the researchers who
contributed to this study were actually present during this change management procedure
(Levine et al., 1980; Yin, 2003). Participants of a group or community are observed in order to
obtain an understanding of their society, often called "observing™ (Allen, 2017). Because of the
aforementioned, some writers might track several phases of the implementation process -
corporate misalignment, the many phases of decision-making choices such as shifting global
headquarters and talent operations to Germany, as well as the whole procedures of
organizational and cultural integration, with the eyes of in-house full-time team members, from
the start of the project until the end, in the context of remote working and social distancing
restrictions imposed by the Covid-19 global pandemic. Research Objects: TDK HR employees
in Japan and talent operations associates in Europe.
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2. BACKGROUND

TDK Corp. (Tokyo Denki Kagaku Kogyo, HU{ s L7 T.3£) TDK was created on December
7, 1935, in Tokyo. The firm started out by producing iron-based magnetic material ferrite and
has since expanded into the manufacture of magnetic tapes for use with compact cassette tapes
and videos. The firm boosted its operations by diversifying into blank CD-Rs and recordable
DVD discs. The tape and disc industry was sold to Imation Corporation in 2007, as the
worldwide electronics market was changing dramatically. Users of cassette tapes and CDs were
rapidly switching to streaming music on portable devices and utilizing new sorts of music and
video file playing technologies. The Global Financial Meltdown of 2008 had a significant
impact on electronics manufacturers in Japan, while worldwide digitalization put Japanese
firms into a thorny business innovation problem: grow, transform, or acquire new skills? In
2011, Sanyo Electric Co., Ltd. became a 100% owned unit of Panasonic, and in 2016, Sharp
Corporation was acquired by the Taiwan-based Foxconn Group. Someone else sees profit in
the situation, while someone else thinks it's an opportunity. As Toffler (1980) observed, violent
changes now striking our planet. TDK, in order to keep up with worldwide deep tech
movements, changed its business emphasis to Artificial Intelligence (Al) and the Internet of
Things (1oT) in 2015, while also utilizing its core technologies for the manufacture of industrial
sensors and semiconductors. The TDK CEO Shigenao Ishiguro signed off the move of the
company's Global Headquarters from Tokyo to Munich, with most executive directors being
required to hold dual positions - one in Japan and another in Europe. As of October 2019, under
10% of the global workforce at TDK was in Japan, while over 80% of the world's talent pool
had joined the company through various strategic mergers and acquisitions. Andreas Keller has
been implementing a series of policies and programs intended to modernize talent operations,
redefine corporate architecture, and globalize the pool of TDK talent as General Manager for
Global Human Resources with a dual assignment in Munich and Tokyo. Keller released a
Global HR Midterm Plan 2018-2020 before taking office, which includes key performance
indicators (KPIs) for each project. The goals include succession planning, defining global
competencies, creating a long-term sustainable global culture of inclusion and engagement,
upgrading talent management platforms, and raising awareness of international HR initiatives
that are aided by a digital talent management system that was implemented to enable and track
the integration of these activities. Keller went one step further, standardizing worldwide KPIs
in order to make it easier for local and global management to monitor and manage risk while
also improving resilience. “The objective isn't simply to tap into Japanese talent; we want to
use it from all over the world. We'll need to establish comparable platforms and definitions for
things like global competencies and evaluation criteria in order to do so,” Keller adds (2018).
After agreeing on a strategy for developing global talent operations standards and definitions,
the TDK group all around the world realized that creating and sustaining a worldwide culture
based on inclusiveness, participation, and value creation was a must. As a result, the firm's
development of an agile and culturally guided global communications infrastructure to support
this culture across the world became a top priority. The Covid-19 worldwide pandemic, which
struck in January 2020, disrupted Keller's plans to launch the worldwide competence program
and engage TDK Europe and TDK Japan personnel in utilizing cognitive technology and digital
platforms for cross-divisional and cross-geographical collaboration.

3. LITERATURE REVIEW

Value is generated by meeting and fulfilling people's needs in order to satisfy demand.
Corporates and academics alike have regarded value creation as a major business aim (Cicea et
al., 2015). Some economists believe that value should be created not only for shareholders but
for all stakeholders as well (Haksever et al. 2004; Harrison et al. 2010; Giosi et al. 2018); other
academics advocate for mutual stakeholder partnerships in which stakeholders are both
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recipients and co-creators of value in joint value creation situations (Freudenreich et al, 2020).
Superior user value, according to Gummerus (2013), leads to a competitive advantage.
However, despite the numerous definitions and scientific analyses brought forth in order to
define "value,” no comprehensive consensus has been reached among academics (Anokhina,
2014). Value is a complex topic, according to Hassan (2012), and it isn't simply about pricing,
quality, or location. It's drawn from the integration of various processes involved in how
different users perceive a collection of encounters. Some experts believe that a company's value
output may give insights into its performance (Cicea et al., 2015). Furthermore, committing to
corporate value creation sharing helps keep skilled employees (Altman et al., 2020). Internal
value, which is derived from the viewpoint of a shareholder, and external value, which is
derived from the viewpoint of a customer, are described by Bititci et al. (2004). Furthermore,
internal value implies that "value™ is created by organizational income and profit, which it then
converts into words. External value, on the other hand, refers to customers' and clients'
perceptions and understandings of "satisfaction™ in connection with the product, service, or
business model. Employee happiness is another option to evaluate internal value (in the case of
life science, pharmaceuticals, and healthcare organizations), which is influenced by knowledge
management strategies such as knowledge acquisition, sharing, and utilization. The majority of
writers presently acknowledge that value creation is increasingly reliant on or linked with
intangible assets (Kaplan, Norton, 2004). Intangibles are non-material qualities that aid in the
production of products or services, or that are expected to generate future economic benefits
for the entities or individuals who control their use. Eustance (2000:31) states that intangibles
are assets without physical existence, such as brand names and customer loyalty programs. An
intangible asset is a non-physical, identifiable asset without monetary value, according to Kirk
(2009). Intangible assets are recognized as a primary resource and driving force behind
company success and value creation (Oliner et al., 2008; O'Mahony, Vecchi, 2009; Surifiach,
Rosina, 2011; Holthausen, Zmijewski, 2018). Human capital, structural capital, and relational
capital are the three types of intangibles. (Serrat, 2017; Altman et al., 2020) They are highly
entangled, dependent on one another, and deliberately organized by managers and employees
in order to generate long-term value. Direct investments are made at the beginning of the
process in order to improve economic development (Cicea et al., 2015) and to promote both
intangible and tangible assets, all with the goal of increasing value creation in every business
or economy. In the context of remote working and digital value co-creation, people are more
inclined to learn from and train each other if customized learning and engagement platforms,
accessible across geographies on many linked devices, are made available across locations on
a variety of connected devices, readily available by anybody inside the company (Law et al.,
2019). Furthermore, cognitive technology-facilitated organizational culture integration by
enhancing the potential for cross-cultural communication and by automatically tearing down
organizational silos through the development of creative procedures (Vlad et al, 2019a).
Collaborative technology and visual communications are key enablers in improving an agile
organizational architecture that fosters the adaptation and utilization of collaboration
technology to support the maintenance and quick updating of corporate culture throughout
multidisciplinary teams (Vlad et al, 2019Db).

4. FROM HIERARCHY TO “WIREACHY” - CREATING A COLLABORATIVE
PLATFORM FOR GLOBAL INTERACTIONS

At the outset of 2020, as the TDK HR team was preparing to launch the recently created Global
Talent Competencies and assess talent development across borders, the worldwide epidemic of
Covid-19 struck with unforeseen limitations on international travel and face-to-face interview
assessments. Due to the sensitive nature of the talent evaluation meetings, most Japanese and
European CEOs believed that online alternatives were unworkable and proposed delaying

19



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

executive succession plans and the development of new talent pipelines. Nobody could have
predicted how long the turmoil would last or what the company's ultimate financial impact
would be, but Keller's team recommended aligning talent operators across the world on a set of
new rules, one of which was to de-centralize decision-making for people-related issues and
encourage each entity to adopt a "wireachy" mindset, as described by Husband (2014). By doing
that Keller wanted to understand, anticipate and adopt evolution of work, knowledge
transformation and organizational structures as they are moving from hierarchies to
wirearchies.

Figure 1: The Future in Continuous Transformation, JCE Japan Creative Enterprise Material
(2019)

Wireachy is defined as a dynamic two-way flow of power and authority, based on knowledge,
trust, credibility and a focus on results, enabled by interconnected people and technology
(Husband, 2014). Shifting to a more decentralized, connected way of doing business will not
only encourage faster information sharing throughout the company but will also enhance
personal accountability and promote cross-divisional cooperation and transfer of competencies.
It will also increase the need for cooperation, expand the amount of resources available and
make employees anticipate future. A survey of Japanese workers conducted by JCE Japan
Creative Enterprise in February 2020 found that less than 25% believed in independent, remote
working, and less than 20% thought that significant cross-geographical collaborations were
possible. This was due, in part, to cultural and linguistic differences. According to people
managers in Europe, corporate HR was being too invasive and there was no business-related
cause for talent information to be shared across geographies. People-related data could not be
shared because of the GDPR, and as a consequence, talent operators from all across Europe
were becoming increasingly hesitant to participate in global people operations or talent data-
sharing initiatives. Despite local resistance to cross-regional cooperation, Keller urged his
employees to consider a wide range of digital technology implementation in the light of future
barriers to international mobility and the necessity for talent development talks solely within
the digital realm. Talent managers were reluctant to do so, but they reluctantly examined SAP
SuccessFactors, UiPath RPA services, and IBM Your Learning, an intelligent learning
management system (LMS) powered by IBM Watson artificial intelligence (Al), allowing
workers to access personalized learning content based on their interests and goals. The Covid-
19 epidemic, which began in late February 2020, has brought further restrictions to global
travel. TDK announced on March 26, 2020, that all international business trips would be put on
hold until further notice.
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On April 4, 2020, TDK Europe and Japan committed to using Successfactors, RPA, Your
Learning, and other digital talent management systems as well as learning and development
platforms in both Europe and Japan.

4.1. Organizational Impact

Keller adopted a three-pillar strategy to change in order to expedite the introduction of new
technology across borders. He recognized the importance of investing in re-skilling talent
worldwide and creating a collaborative culture throughout the company, assisting workers in
developing technical expertise to make the most of the new cognitive technology. Keller
decided to rely not just on technology, but also on human talent in order to encourage global
dexterity and cultivate a collaborative mindset throughout the company. He stimulated
intellectual curiosity among employees by encouraging them to pursue mastery of their chosen
subject areas with Emotional Intelligence and Cultural Intelligence (CQ).

Skilling — Re-skilling — Up-skilling

Global Dexterity Emotional Cultural
Intelligence (EQ) Intelligence (CQ)

& ©

Clarify what skills managers

and leaders need for Facilitate needed advances Learn how to collaborate

developing and deploying in engagement, attention effectively, understanding

business models, mission and identity management, and respecting various

statements, and roadmaps focusing on empathy and cultures, behavior patterns,

internationally employee centricity and concepts of ethics and
value

Figure 2: Skilling, Re-Skilling, Up-Skilling, JCE Japan Creative Enterprise Material (2020)

Through the adoption of intelligent learning platforms, TKD offered employees the opportunity
to access professional learning material aligned not only with their own transformational goals,
but also with their own individual interests and aspirations. Thus, TDK employees in Europe
and Japan were offered the opportunity to familiarize themselves with the newly adopted
technology at their own pace, on a device and location of their own choice.

4.2. Remote Work and the New Normal

Although the notion of remote working was relatively new to Japanese business prior to the
Covid-19 epidemic, most firms have utilized and tested various collaboration technologies such
as video conferencing platforms and numerous automated solutions in the last year. During the
third year of the pandemic, TDK employees were hesitant to use digital collaborative
technologies at first; however, prolonged remote working situations influenced employee
mindsets and behavior, resulting in digital dexterity and collaborative literacy. They would
want to continue working remotely at least for a certain amount of their time, and they would
be interested in exploring different employment possibilities after the end of the pandemic.
Concerns have been raised about psychological health and social isolation, as a result of a
lengthy remote working arrangement. Globally, over one-third of all employers will take steps
to provide employees with a feeling of community, connection, and belonging through digital
technologies in order to address the well-being issues presented by the move to remote work
(World Economic Forum, 2020.)
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The results of a second pulse survey completed in December 2020 showed that 65% of the staff
population was in favor of independent, remote working without expecting detailed instructions
from their manager. Significant cross-geographical collaborations were viewed as possible by
78% of those polled globally, while 83% thought the new way of working was more appropriate
for their living circumstances. When asked whether they would consider going back to the
workplace full-time in 2021 as part of an individual interviews conducted in Japan and Europe,
88 percent of respondents said they would not. The participants also showed interest in a mixed
workstyle that allows them to pick and choose between corporate office space and remote
working choices based on business need, client requirements, and personal circumstances.

5. CONCLUSIONS

1) Even though cognitive technology's advantages in talent operations are apparent, a lack of
knowledge, fear of change, and need for reskilling prevent it from being implemented.

2) The unforeseen need for cooperation, which arrived with the Covid-19 epidemic from
overseas, hastened the adoption of digital technology in a variety of business operations.

3) MNCs from Japan may benefit from utilizing cognitive technology to speed up global talent
management and develop cross-regional engagement.

4) Personalized learning platforms give multi-device learning possibilities to employees,
fostering their intellectual curiosity and changing the way they learn.

5) After the Covid-19 pandemic, remote working and alternative employment options will
most likely continue and develop. Businesses will need to establish new working
arrangements in order for their operations to operate at optimal efficiency after the Covid-
19 epidemic.
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ABSTRACT

In the past, thanks to the industrial revolutions (1st-3rd), we got various inventions that made
life easier for humanity. It is the same now. All countries in the world are affected by the fourth
industrial revolution (Industr 4.0), which originated in 2011 in Germany. Industry 4.0 consists
of several elements that positively and negatively affect the working and personal life of people.
On the one hand, Industry 4.0 simplifies business processes, facilitates the work of employees,
and increases the company's performance and the country. But on the other hand, there is a
significant change in the labour market when the requirements for job applicants change. IT
skills, creativity and analytical thinking come to the fore, for example skills that digital
technologies do not possess. While the fourth industrial revolution is focused on new
technologies and digitization and their implementation in business processes or public services,
the net fifth industrial revolution (Industry 5.0) represents a shift from technology back to a
person. The emphasis is on sustainability and resistance to change. We use element scientific
methods in the article - analysis, synthesis, comparison, induction and deduction. The article
aims to provide the element characteristics of the concepts of Industry 4.0 and Industry 5.0,
based on the analysis of foreign scientific works, to identify their benefits for the future
functioning of enterprises, as well as their common features and crucial differences.
Keywords: Industry 4.0, Industry 5.0, Technologies, Human, Sustainability, Resilience
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1. INTRODUCTION

Industry 4.0 emerged gradually in chronological order. The beginning was the first industrial
revolution taking place in the period from 1760 to about 1820-1840 (Wrigley, 2018). It was
characterized by the use of steam power and mechanical production. The first industrial
revolution developed the field of textile production, iron industry, glass industry, agriculture,
chemicals, transport, mining and others (Vinitha et al., 2020). The so-called second industrial
revolution industrialization (Industry 2.0) was built on the first and started in the late 19th
century and early 20th century (Hull, 1999). It brought with it mass production with the help of
developed machine tools. This revolution also used new technologies at the time, such as
electricity, telephones, gas, internal combustion engine, railway networks, water supply,
sewerage and telegraph (Vinitha et al., 2020). Industry 3.0 began in the 1970s with the use of
automation through computers, and later industrial robots were incorporated into the practice.
This advantage was highly valued in engineering, for example, due to its efficiency and
reliability. The disadvantage was that the human factor took a backseat to machines which were
reflected in the increased unemployment rate (Vinitha et al., 2020). Industry 4.0 was first
presented in 2011 at a trade fair in the German city of Hannover (Polat, Erkollar, 2020). It is
also called the fourth industrial revolution, which brought advanced developments in
technology. With the use of the Internet of Things, the cost of using cables and wires has been
significantly reduced in the company, which has brought control to the cloud system in
enterprises (Rojko, 2017). A cyber-physical system was developed, which represented the
interconnection of all systems through machine learning technology and cloud computing
(Grieco et al., 2017). Breque et al. (2021) stated that Industry 4.0 emerged as a chronological
continuation of its predecessors. However, Industry 5.0 is not a direct successor to Industry 4.0.
Shortly after companies decided to adopt Industry 4.0, the concept of Industry 5.0 emerged,
which is future-oriented, complements and extends the typical features of the fourth industrial
revolution, but is characterized as a different type of industrial revolution. The article aims to
provide the element characteristics of the concepts of Industry 4.0 and Industry 5.0 based on
the analysis of foreign scientific works to identify their benefits for the future functioning of
enterprises, their common features and main differences.

2. LITERATURE REVIEW

2.1. Industry 4.0

The fourth industrial revolution brought with its several principles by which it can be
characterized. It is about taking into account connectivity, decentralized decision-making,
technical assistance, information transparency, touch operability, human factor, intelligence,
technology, organization and perception of production (Carias et al., 2021). The essence of
Industry 4.0 is an autonomous system that is used by technology such as artificial intelligence
that brings decision-making capability. Even though it thinks about the good of consumers, it
abstracts from the human factor. It is the emergence of cybernetic-physical systems, that serve
to connect production equipment using the Internet of Things, cooperating robots and artificial
intelligence (Polat, Erkollar, 2020). The initiative of Industry 4.0 is, thus, manifested in the
principle of ensuring cyber security, safely used and shared data, and reliable communication
between the company and its surroundings (Xu et al., 2021). Enterprises that use 4.0
technologies are starting with a modular system, which means that production machines
communicate via the Internet, so they work without human assistance. Thus, processes can be
controlled virtually, and, thus, businesses become intelligent. On the one hand, it has the effect
of reducing the time required and costs. But on the other hand, increasing productivity and
improving the performance of the company (Polat, Karakus, 2019). Industry 4.0 consists of
many elements and technologies.
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It is, for example, Business Intelligence, artificial intelligence, digitalization, robotics, virtual
reality, Big Data, cloud computing, etc. When the technology is used in the manufacturing
industry, it is the Internet of Things (l1oT), similarly, when it is used in the service sector, it is
called the Internet of Services (10S). It is beneficial to be able to use services in one network
managed from a centralized system. On the one hand, this contributes positively to the
autonomy of companies, but on the other hand, it brings several threats. It is mainly about
security, which is disrupted by cyber attacks (Polat, Karakus, 2019). Therefore, the element
condition of the fourth industrial revolution is an accessible Internet, which enables the very
modest connection of billions of people in a globalized environment. Storage capacities are
increasing, and the size of the carriers is getting smaller and smaller. There is a lot of data
available. Cyber-physical systems are the basis for 10T and, together with the Internet, form the
basis of Industry 4.0. 10T, in turn, represents the principle according to which the majority of
things in the common network should work in the future. 10S represents an infrastructure that
uses the Internet as a medium for offering services, such as Amazon (CEO Forum, 2021).
Authors such as Xu, Lu, then Li and Kim were the pioneers in the development of Industry 4.0.
The Internet of Things was first addressed by Xu, who described the transition from radio
frequency identification to wireless sensor networks. Lu and Li analyzed the present trends in
Industry 4.0, which they also applied to the modernization of Chinese industry under the name
of the "Made-in-China 2025" project. Kim was focused on cybernetics and IT trends. Zhang
and Chen followed it up with new elements, namely Blockchain and business analytics
(Zarzuelo, 2021). Elements of Industry 4.0 are used in building smart and sustainable cities.
According to Thaver (2019), whose subject of interest was the "Smart Port City" concept,
Industry 4.0 techniques were also applied in Barcelona and Hamburg to build smart cities.
Smart lighting, buses and bus stop, intelligent solutions for water and parking were placed in
cities, and smart waste management was also promoted. These smart solutions bring their
benefits transformed into lower costs, higher revenues, more satisfied citizens and an increase
in the employment rate. An interesting project focused on the connectivity of sensors and
cameras, the use of the Internet of Things and the development of Wi-Fi around the port took
place in Rotterdam as well. Technologies of the Internet of Things, cloud and fog computers
and Big Data technologies as elements of Industry 4.0 can also be provided in the field of
healthcare, based on which Healthcare 4.0 was also created. This revolution radically changes
the health services and products provided. Today we can see the results of the fourth industrial
revolution in the health sector using, e. g. smart cards, robots, smart and mobile phones, sensors,
etc. The quality and availability of medical software applications have also increased. the
creation of new biology of each person, groups of patients are no longer grouped into treatment
groups, which brought its benefits in the form of a reduction in the number of hospitalized
patients, a reduction in the size of the healthcare budget, and the consumption of inappropriate
or unnecessary drugs was also minimized (Aceto et al., 2020). Businesses are aware of every
fourth industrial revolution but are still afraid to invest because of the possible risks. Risks and
barriers limiting companies from investing in Industry 4.0 technologies include, for example,
an unstable situation and the related possible crisis with limited financial resources, big
problems with investment data security, gaps in knowledge about Industry 4.0, IT skills,
difficulties in training the workforce, qualified with the necessary skills and other components
of their human capital, as well as the willingness to learn and many others. The governments of
individual countries should support businesses to invest in 4.0 technologies, as without
government support there is a risk of widening the economic gap. From the point of view of
businesses, it is the same that they may lose competitiveness in the market. In terms of the
application of Industry 4.0 technologies, several surveys have confirmed that small businesses
in their Internet of Things business, medium-sized enterprises Big Data and large enterprises
have cyber security.
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The least applied technology in small businesses is 3D printing and medium and large
businesses autonomous robots (Ylksel, 2020). The elements and technologies of Industry 4.0
bring several benefits, such as reducing costs, increasing the efficiency of business processes,
increasing performance, competitiveness in the market and the final consequences and
increasing the value of enterprises for their interested groups (DuriSova et al., 2021). Important
is that we get the maximum benefit from this progress and abstract from the latest influences,
that is, learn to work with them.

2.2. Industry 5.0

Industry 5.0 was defined in Japan in 2016 and is still a question of the future. Industry 5.0 is a
next-level industrialization model characterized by the return of labour to factories, distributed
manufacturing, intelligent supply chains, and hyper-customization, all aimed at providing
tailored customer experiences (Zuthi, 2019). The step forward is mainly the direction toward a
sustainable, human-centred and resilient industry (Polat, Erkollar, 2020). From the above, it
follows that three elemental pillars are typical for Industry 5.0, namely focuses on people,
sustainability and resilience. A basis is a human-centred approach. It means using technology
to adapt the production process according to the needs of the employee, it also includes his
management and education. It is required that the use of new technologies does not interfere
with the fundamental rights of employees, such as the right to privacy, autonomy and human
dignity. For the industry to respect the limits of the planet, it must be sustainable. It is necessary
to develop circular processes that reuse, reassess, and recycle natural resources, and reduce
waste and its negative impact on the environment. Resilience refers to the ability to flexibly
cope with change. Globalized value chains and markets are increasingly susceptible to
disruptive change. By being resilient in itself, an industry can significantly contribute to the
resilience of the whole society and ensure that production is sustained and workers can continue
to work (Breque et al., 2021). In this context, it is necessary to set up strategies that are not
primarily aimed at achieving the company's profit and creating value not only for shareholders,
but also at increasing value and prosperity for all its stakeholders. The fact that Industry 5.0 is
focused on people is that it supports their talent, strengthens their position in society, and thus
forces them to lifelong learning. It has a very good effect on the economic maturity of the
society, thereby increasing the gross domestic product (GDP) of the country. Industry 5.0 is
also resilient and flexible to adapt to new technologies. The main change compared to other
industrial revolutions is sustainability, which emphasizes the importance of respecting the
ecology and the limits of our planet (I-Scoop, 2021). The production of enterprises is constantly
on the rise, therefore Industry 5.0 must respect planetary boundaries. Sustainability, as one of
the values of Industry 5.0, is thus ensured by a form of circular economy, which leads to the
efficient use of resources. In the event of a crisis due to geopolitical changes or natural
emergencies, the value of resilience is also in the foreground, which tries to protect industrial
production in unexpected situations (Xu et al., 2021). The fifth industrial revolution focuses
mainly on the sustainable, flexible industry, where people come to the centre of events. It can
be concluded that Industry 5.0 provides a solution for people and our planet. It may seem that
Industry 5.0 is just a reflection of the unceasing trend to be greener, both as a company and as
a business. However, the industry's driving forces are not new, just adapted to modern fast-
paced lifestyles (I-Scoop, online). Industry 5.0 builds on the technologies of Industry 4.0, such
as digitization, Big Data and artificial intelligence, emphasizing the role that these technologies
can play in solving new, emerging requirements in the social and environmental fields. The
requirement is that the deployment of new technologies adapts to the worker and not the other
way around. It is about using technology for circularity and sustainability (Breque et al., 2021).
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Figure 1: Industry 5.0 as problem-solver
(Source: own processing)

Therefore, businesses should think about implementing these ideas and modern technologies.
The advantages (Figure 1) are that costs are reduced, as resources begin to be used efficiently.
Employees become skilled, remain in control of the business and achieve a certain authority
within their profession. It is exactly what leads to competitiveness, which attracts as many
talented people as possible to the company. And this will also increase interest in lifelong
learning and striving to be the best, not easily replaceable. Developing new skills will increase
competitiveness in new markets and improve well-being and safety in the workplace (European
Commission, 2021). Technologies based on the fifth industrial revolution have already brought
with them several complementary concepts, such as Hospitality 5.0 or Society 5.0.
Technologies are welcomed not only by doctors, who can better focus on critically infected
patients with Covid-19 disease, as a result of which they can more reliably define treatment but
also by the loss of medical students, for whom technology facilitates the acquisition of
necessary medical training during the pandemic (Avoid et al ., 2020). Industry 5.0 also affected
the catering and accommaodation sector during the pandemic. The time when increased hygiene
is taken care of, and the hygiene of establishments where a lot of people are changing, required
the application of elements of the fifth industrial revolution, which at the same time increased
the competitiveness between hotels and restaurants. The task of Hospitality 5.0 technologies
was to ensure more effective safety, cleanliness and hygiene on the customer's journey using
contactless technologies. Technologies are meant to help employees focus on more important
things while general cleaning duties shift to visual monitoring of disinfection stations (Pitrelli,
2020). Another example of the use of Hospitality 5.0 technologies is when cooking robots
complete tasks, while the chefs themselves can devote the saved time to developing new recipes
and menus, sensory evaluation, meeting specific customer requirements, and so on (Park et al.,
2017). As one of the leading technological nations in the world, Japan strongly supports
Industry 5.0 by defining its goal as the use of advanced technology for the benefit of society.
As Japan has a large number of elderly people in its population and frequent natural disasters,
by applying the characteristics of Society 5.0, it tries to prevent population decline, enable
solutions to facilitate and improve the living conditions of the elderly, create a sustainable
environment and carry out its activities for the benefit of society using technology. As a result
of fulfilling the set goals, Japan will ensure a better quality of life for its population (Ozdestici,
2019; Harayama, 2017; Federation, 2016).
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3. METHODOLOGY

Several scientific methods were used in the article, especially a systematic review of the
literature, which includes the analysis of professional articles, the synthesis of acquired
knowledge but also induction and deduction, which were necessary for the formation of
conclusions. The article aims to provide the element characteristics of the concepts of Industry
4.0 and Industry 5.0, based on the analysis of foreign scientific works, to identify their benefits
for the future functioning of enterprises, as well as their common features and crucial
differences.

4. RESULTS

4.1. Common features of Industry 4.0 and Industry 5.0

From the analysis of various foreign literature, we found out not only what distinguishes
Industry 4.0 and 5.0 but also their common features. We can also indentify their common
parameters (Figure 2) through the relationship between Industry 4.0 and complementary
concepts to Industry 5.0, e. g. through Society 5.0. It goes, for example, o Big Data, artificial
intelligence, 10T, cloud computing and the person himself, who cooperates with these systems
and is of course influenced by them (Polat, Erkollar, 2020).

ARTIFICIAL
INTELLIGENCE

INDUSTRY 4.0 and
INDUSTRY 5.0

Cloud computing

Figure 2: Common features of Industry 4.0 and Industry 5.0
(Source: own processing according to I-SCOOP, 2021)

According to Polat and Erkollar (2020), the present age is so advanced that information is
everywhere around us. They accumulate in our smartphones, cars, production machines and
other devices through sensors, such as location sensors, and temperature or humidity
measurements. Big Data is created at the moment the acquired data is transferred to the
computer. These are characterized by the necessary cloud system, scalability, automatic
processing and use in production, consumption or mobiles. In production operations, data is
received from machines, and thus industrial Big Data is created. With the help of artificial
intelligence, the data is processed so, that it is usable for the desired purposes. A new generation
of the industrial revolution is being created here. Even Society 5.0 uses the collected digital
data, creating the so-called social Big Data.
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When machines can make their own decisions, solve problems, and act thanks to programmed
algorithms and calculations, unlike machines that need to be given commands by humans. Then,
we can talk about artificial intelligence. Artificial intelligence can be applied in various fields.
Industry 4.0 is used in intelligent production. Society 5.0 plans to create a new artificial
intelligence that will work for the benefit of the community by using raw data in digital media
through various applications. In both, Industry 4.0 and Society 5.0, the last but not least
common parameter, the Internet of Things, is used. 10T is used to secure a global network to
communicate with every object on the network. It also supplies devices and sensors necessary
for object communication, and by combining these two things, participates in the creation of
new business and market opportunities. Using the infrastructure of the Internet of Things, it is
possible to create smart factories and companies. The goal of cloud computing or cloud
computers is to focus on storing big data in a virtual environment called the cloud. It also
enables the continuous availability of big data to its users. As Industry 4.0 uses the global
Internet infrastructure to provide data and services to the objects around it, the importance of
cloud computing is great. Even Society 5.0 actively uses and needs cloud computing if it wants
to provide the highest quality services for communities and the environment. Thanks to cloud
services, it is possible to store collected digital data for future use. Ultimately, the common
feature of Industry 4.0 and Industry 5.0 is a person who is greatly influenced by the development
of technology. Although Industry 4.0 focuses on the production and consumption of a more
specific sector, consumers have the opportunity to obtain products in a shorter time, with lower
costs and greater satisfaction. Industry 5.0 focuses on all people, offering a personalized
approach according to their needs. A common feature is that both revolutions need qualified
employees.

4.2. ldentified differences between Industry 4.0 and Industry 5.0

Industry 4.0 makes large services to the enterprise, while Industry 5.0 integrates cyber and
physical systems for individual or joint use, creating services for humanity (Polat, Erkollar,
2020). Both concepts contain both positive and negative aspects, from which it is necessary to
abstract and extract as much as possible from them for the progress of humanity as such. The
industrial sector can be at the forefront of such developments, such as its access to advanced
technologies and the availability of high investments for the implementation and
experimentation of new ideas. The concept is centred around the integration of information
technology with truly close connectivity in businesses. Individual definitions of products,
services and various solutions are developing in Industry 5.0, which is characterized by the era
of experience (Zutshi, 2019). In Industry 5.0, customer aspirations will drive market interests
toward hyper-customer customization. Individual products will more and more resemble the
customer's requirements, and thus will be manufactured according to their wishes. However,
for such customization to occur, manufacturers will have robotic smart factories located
globally around the world to be able to mass produce the basic product design. The semi-
finished products will then be sent to local factories, where they will be completed by hand to
the final product stage. The supply chain will become responsive and will result in changes in
existing jobs. However, new jobs associated with data monitoring and control will be created.
Machine maintenance and quality assurance will be combined, and thus an external worker will
not be needed to perform these services (Zutshi, 2019). It is also confirmed by Rossi (2020),
according to whom Industry 4.0 leads to Industry 5.0 when it allows customers to customize
the product according to their wishes. If the entrepreneur has the right technology, he can adapt
the product to the end customer based on online communication through various configurators
(Lizbetinova et al., 2019). It can go about a passenger car, where hundreds of different variables
can be selected, not only colours, headlights and interior accessories, and several other
applications. Industry 5.0 takes the concept of personalization to a higher level.
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Figure 3: Industry 4.0 compared with Inudstry 5.0
(Source: own processing according to Zutshi, 2021)

While Industry 4.0 focused on connecting devices, mass customization of customer
requirements, intelligent supply chain, intelligent products, and so power away from the
factory, Industry 5.0 focuses on order delivery, hyper customization of their interest, supply
chain adaptable to current customers, experiences actively interactive products and especially
for the return of labour to the factories with an appeal to its increasing labour output (Figure 3).
The main differences that emerged from the analysis of other foreign database publications are
that Industry 4.0 is focused collectively on customers and employees, while Industry 5.0 pays
attention to the individual requirements of customers and employees and their lifestyles. In the
foreground, however, is the interest of the entire company. The purpose of Industry 4.0 is
commercial, while in 5.0 it is public. In the case of Industry 4.0, there is less focus on social
value and sustainability, but with Industry 5.0 there is respect for planetary boundaries. The
goal of Industry 4.0 is to increase the efficiency of production, and Industry 5.0 is to support
industry, and services for humanity and the planet. While Industry 4.0 is focused on creating
value for shareholders, Industry 5.0 is oriented toward creating value for all interested groups
(Table 1).

31



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

SIGN INDUSTRY 4.0 INDUSTRY 5.0

ORIGIN AND
YEAR Germany/ 2011 Japan/ 2016

MAIN DOMAIN

the manufacturing sector, including

the whole society and their lifestyles
customers and employees

ACCESS holistic individually for the customer
PURPOSE commercial public
PEOPLE partially engaged mostly engaged
SUSTAINABILITY low focus respecting planetary boundaries
focus on digitalization and focus on the importance of research
R&D . X
technology and innovation

inudstry support, service to
humanity and the planet
PROPULSION technologies values
production and consuption of a
COVIERAEIZ specific sector
Table 1: The main differences between Industry 4.0 and Industry 5.0
(Source: own processing according to Polat, Erkollar, 2020)

THE GOAL increase in production efficiency

all people

The result of the comparison is the conclusion that the ideas of both concepts spread relatively
quickly among mainly developed countries as a result of globalization. Both can influence
people in specific areas with a new social structure. However, the concept that will significantly
affect people's way of life, the social aspect of the country and the structure of society are
Industry 5.0 and the complementary concept of Society 5.0.

5. CONCLUSION

The current approach of operating businesses based solely on profit is increasingly
unsustainable. In a globalized world, a narrow focus on profit does not properly consider
environmental and social costs and benefits. For the industry to become a provider of real
prosperity, the definition of its true purpose must include social, environmental and societal
aspects. It includes responsible innovation, not only primarily aimed at increasing cost
efficiency or maximizing profit but also at increasing value for all stakeholders, such as
investors, employees, consumers, suppliers, society, and so on. While the fourth industrial
revolution (Industry 4.0) is focused on connecting devices, data analytics and artificial
intelligence technologies to further automate processes, the fifth industrial revolution (Industry
5.0) is focused on cooperation between man and machine. It is advantageous because human
intelligence works in harmony with cognitive computers.

Figure following on the next page
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By returning labor to factories, workers become more qualified to perform tasks. It will add

value to manufacturing as such, leading to mass customization and personalization for
customers (Figure 4). This fact will require employees to train and acquire more diverse skills

for the given job position.
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ABSTRACT

Today's tourism is becoming increasingly socially responsible and accessible to all types of
tourist demand, from younger generations, gray-haired tourists to vulnerable groups. All
megatrends point to these facts. Social responsibility in the form of accessible tourism is of
extreme importance for the development of certain tourist destinations and areas. Tourist offer
needs to be adjusted to people with disabilities, who are part of the tourist demand. Accessible
infrastructure, multidisciplinary approach to the guest and understanding of all stakeholders
in tourism towards vulnerable groups are important factors in creating a specific tourist offer.
Considering that tourist communication is based on direct access to the guest, it is necessary
to use different methods and tools to approach people with disabilities. In terms of the necessary
adaptation of tourism content for people with disabilities, the aim of the paper is to show the
extent to which there are tools for easier interpretation of the content within the national parks
in the Republic of Croatia. Empirical research is focused on the identification and analysis of
the existence of: adapted websites for people with visual impairments, parking spaces for the
disabled, lines for easier orientation, tactile digital sensors, adapted mobile applications, audio
descriptions at locations, adapted sanitary facilities and other. The research instrument was an
in-depth interview, and the research was conducted on a convenience sample consisting of
directors of Croatian national parks. The contribution of the work is reflected in the
presentation of the current state of equipment of the national parks for the needs of the
development of accessible tourism.

Keywords: accessible tourism, people with disabilities, national parks

1. INTRODUCTION

According to the latest Report of the Croatian Institute of Public Health (2021), almost 600,000
people with disabilities live in the Republic of Croatia, which is about 14.4% of the total
population. In order to create an insight into the extent to which these segments are involved in
tourism, an empirical study was conducted on a sample of six National Parks in the Republic
of Croatia. In addition to the empirical work, the paper presents the terminology of accessible
tourism, from its definition to current findings in the form of certain barriers. Possible solutions
are given for the barriers.

2. ACCESSIBLE TOURISM

Studying the available scientific and professional terminology, numerous definitions of
accessible tourism can be noted, which indicates that there is no generally accepted terminology
for this term.
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In the following Table 1, several definitions of accessible tourism are presented, which have in
common the mention of the necessary mobility of tourism consumers in this form of tourism.

Author/s Year/page Definition
Darcy & | 2009/p. 33 Accessible tourism is a form of tourism that enables people
Dickson with different access requirements in terms of mobility, vision,

hearing, and cognitive dimensions to function independently,
equally and with dignity when using universally designed
products, services, and environments in tourism. This
definition includes people with permanent or temporary
disabilities, the elderly, families with small children and those
working in socially sustainable designed environments.
UNESCAP | 2009 Accessible tourism is also known as "accessible tourism",
"universal tourism", “inclusive tourism", "and in some
countries such as Japan, "barrier-free tourism". Accessible
tourism is tourism and travel that is accessible to all persons,
including persons with disabilities, including persons with
difficulties with movement, hearing, sight, psychosocial or
intellectual disabilities, as well as elderly persons and persons
with temporary disabilities.

Miller, 2010 Accessible tourism is constantly ensuring the availability of
Vandome & tourist destinations, products and services to all people,
McBrewster regardless of their physical limitations, disability or age. It

includes tourist sites in public and private ownership.
Accessibility improvements are not only beneficial for people
with permanent physical disabilities, but also for parents with
small children, the elderly, people with temporary injuries
such as a broken leg, and their companions.

Nursanty, 2013/p. 9 Accessible tourism is a form of tourism that involves a
Anwar & collaborative process between stakeholders that enables
Mohamadi people with access requirements, including mobility, vision,

hearing and cognitive dimensions of access, to function
independently, fairly and with dignity through the delivery of
universally designed tourism products, services and
environments.

Komnes, 2018/p. 258 The term accessible tourism refers to destinations that develop

Tankovi¢ & a tourism offer that is accessible, i.e., accessible to all people,

Kletecki adapted to children, the elderly, the sick and persons with
special needs, regardless of physical limitations, disability or
age.

Catela 2020 Inclusive tourism is a segment of tourism accessible to

everyone whose task is to create an environment in which all
tourist destinations, products and services are accessible to
everyone in order to enable mobile, visual, auditory and
mental accessibility so that all users of tourism services can
act independently, equally and with dignity on the tourism
market.

Table 1: Defining accessible tourism

(Source: authors)

From the above definitions, it can be established that accessible tourism is a form of tourism
that implies respect for the needs of all tourists, regardless of the degree of mobility and
cognitive abilities, in a dignified and just manner.

37



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

According to the Act on the Croatian Register of Persons with Disabilities (Zakon o hrvatskom
registru o osobama s invaliditetom) (NN 64/01) (Official Gazette 64/01), persons with
disabilities are persons who have a "permanent limitation, reduction or loss of the ability to
perform some physical activity or mental function appropriate for their age, resulting from
health impairment” (https: //www.zakon.hr/z/1293/Zakon-o-Hrvatskom-registru-o-osobama-s-
invaliditetom, 03/02/2022). On the basis of the Spatial Planning and Construction Act (Official
Gazette 50/12), the Ordinance on Ensuring the Accessibility of buildings for Persons with
Disabilities and Reduced Mobility (Official Gazette 78/2013) was adopted. Within the
Ordinance (Official Gazette 78/2013), a person with a disability is defined as "a person with
permanent or temporary physical, mental, intellectual and/or sensory impairments, which, in
interaction with various obstacles in space, may prevent their participation in society on an
equal basis" (https://narodne-novine.nn.hr/clanci/sluzbeni/2013_06 78 1615.html, 03/02/
2022). People who require special access include people with disabilities, the elderly, people
with chronic health problems, people with acute illnesses, and parents with small children
(Catela, 2020). Given that according to estimates there are more than two billion people with
disabilities, together with their spouses, caregivers, and children at the global level, it is
important to make tourism more accessible for everyone. This untapped market faces a number
of challenges every day such as: "uneducated professional staff qualified to provide information
and advice on accessibility issues, inaccessible booking services and related websites that
aggregate services accessible to people with disabilities, lack of accessible airports and transfer
facilities and services, unavailability of adapted and accessible hotel rooms, restaurants, shops,
toilets and public places, inaccessible streets and transport services, and the lack of available
information about facilities, services, equipment rental and tourist attractions suitable for people
with disabilities" (https://www.litto.agency/news-from-tourism-and-guides-for-renters/access
ible-tourism-as-a-generator-of-added-value, 02.03.2022). Further discussion on barriers,
challenges and possible solutions is presented in the following chapter.

3. CURRENT KNOWLEDGE ON ACCESSIBLE TOURISM

Accessible tourism is viewed as tourism that creates added value, while people with disabilities
are viewed as loyal customers (Nursanty, Anwar, & Mohamadi, 2013). In order for a certain
destination to gain loyal customers, it is necessary to see what the preferences of these segments
are and how they decide to travel. The research of Stilling Blichfeldt and Nicolaisen (2015) was
conducted with the purpose of determining the impact on decision-making on tourism travel
among people with disabilities. The research shows that various associations for people with
disabilities have a key role in determining whether and how an individual will take on the role
of a tourist; that people with disabilities decide to travel in order to be freed from the role of
"objects of care”, in order to more successfully overcome doubt in themselves and built self-
confidence, and that the very process of making a decision about a trip is more complex for
them than for other tourists, although this complexity decreases with more frequent travelling
and gained experience. As mentioned earlier, there are certain barriers to the development of
accessible tourism. In their paper, Stumbo and Pegg (2005) provide an overview of certain
barriers in the provision of tourism services to persons with disabilities and propose many
solutions for removing barriers in terms of: information and marketing resources, attitudes of
staff/workers in tourism, transportation, accommodation, and attractions. As concerns
attractions, the authors mention architectural and ecological barriers. For the aforementioned
they offer several solutions, but they focus the most attention on the availability of as much
information as possible by tourist workers, websites, brochures and the like. Furthermore, based
on the conclusion of the Asia-Pacific Conference on Tourism (2000), for persons with
disabilities it is stated that for the development of barrier-free tourism it is necessary to do the
following: better acquaint stakeholders in tourism with issues of accessibility, based on this,
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develop policies that are barrier-free, train employees in tourism, and develop promotional
activities. According to research in Tehran conducted by Mahmoudzadeh and Kourdi Sarjaz
(2018), three main obstacles to the development of accessible tourism in the environment can
be highlighted: transportation, sights and accommodation. Within the category of sights, most
respondents believe that the roads to certain sights are not accessible, that there is a lack of
parking spaces, a lack of picnic tables, a lack of accessible benches and, among other things, a
lack of the presence of educated employees. What is evident from the study conducted by
Williams, Rattray and Grimes in 2007 is that the needs of people with disabilities are not met,
I.e. that there is a low level of accessibility and little specific internet information necessary for
an adequate stay in an accommodation facility. Chikuta (2015) also writes about the insufficient
level of development of accessible tourism, stating that tourism and catering in Zimbabwe has
not recognized the importance of this tourism segment. According to Jevi¢ and Jevi¢ (2015), it
Is necessary to ensure the following elements of accessibility: transport infrastructure (streets,
squares, stations, access to means of transport), public facilities, information and
communications, services and products. Also, the authors state the importance of the
functionality of all elements if significant economic results are to be achieved, but in practice
this has not yet been sufficiently recognized. The physical environment, employees in tourism,
forms of communication are not sufficiently accessible to people with disabilities. According
to WHO, Schmutz (2018) states that if the success of accessibility initiatives is to be achieved,
external constraints, competing priorities, availability of technology and knowledge, and
cultural differences should be taken into account. Figure 1 presents how the same author
explains the process of providing information via websites from the tourist service provider to
the user (person with disabilities). The image shows the necessity of educating tourism service
providers about the needs of people with disabilities in order to provide them with adequate
service using certain technological tools, that is, to provide valid and timely information.
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Figure 1: The process of informing people with disabilities
(Schmutz, 2018 according to Chisholm and Henry, 2005)

The English Accessible Tourism Guide for destination managers (Winning more visitors)
shows a large use of websites (83%) for information by people with disabilities, while a small
number of them (39%) easily access the requested information. This indicates that the websites
of destinations are not yet at a satisfactory level of providing information, but they are the most
sought-after source of information.

39



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

In Croatia, a Handbook was adopted based on the Tourism4all project (2020:2), which, among
other things, aims to improve the inclusion of vulnerable groups and their easier access to
tourism services. Within the manual, the goal of accessible tourism is stated as "creating an
inclusive tourism product, taking care that every guest at the chosen tourist destination feels
welcome and that the staff treats them professionally and without discrimination”. Furthermore,
the most common issues of accessibility that tourist operators encounter are listed, namely:
architectural barriers, inaccessibility of websites and unsuitability of menus. For each group of
vulnerable persons, it is explained how to behave and what equipment and technical tools to
use when approaching the guest.

4. ANALYSIS OF ACCESSIBLE TOURISM IN THE NATIONAL PARKS OF THE
REPUBLIC OF CROATIA

The Republic of Croatia has a total of eight National Parks that are geographically spread
throughout Croatia. Whether it is the mountains, the coast or the maritime part of Croatia,
National Parks attract tourists every day because of their attractiveness and location. According
to the latest data from the Croatian Tourist Board (https://www.htz.hr/sites/default/files/2021-
06/HTZ%20TUB%20HR_%?202020_0.pdf, 07.07.2022), in 2019 the National Parks together
received a total of 3,876,152 visitors, while in 2020 that number was 71.9% lower due to the
COVID-19 pandemic. According to the Nature Protection Act (Official Gazette 30/1994), a
national park is defined as "a spacious, largely unchanged area of exceptional and multiple
natural values, which includes one or more preserved or slightly altered eco-systems.” A
national park serves scientific, cultural, educational, and recreational purposes. In a national
park, activities which do not endanger the originality of nature are allowed. Economic use of
natural resources is prohibited in a national park. Tourist and recreational activities must be in
the role of visiting and sightseeing, which is allowed to everyone under the same conditions”
(https://narodne-novine.nn.hr/clanci/sluzbeni/1994 04 30 521.html, 07.07.2022). It is evident
from the definition that tourist activities within the National Parks are intended for everyone
under the same conditions, therefore, for the purposes of this work, research was conducted
with the aim of determining to what extent the activities are adapted to people with disabilities.

4.1. Methodological framework

To create an insight into the representation of tools for easier interpretation of tourism content
within the National Parks in the Republic of Croatia, research was conducted in the period from
March 15 to June 24, 2022. The research tool was an in-depth interview with directors of eight
National Parks. A total of six directors participated in the in-depth interview, who were able to
present the real state of accessible tourism in the mentioned area through eight questions. The
research results are presented with the help of descriptive analysis.

4.2. Research results
The first question sought to find out more about statistical monitoring of visitors with

disabilities, whether it exists (Graph 1), what is the share of that segment and why such
monitoring is important for respondents.

Graph following on the next page
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YES
33%

NO
67%

Graph 1: Analysis of introduced statistical monitoring in NP
(Source: authors)

From Graph 1, it is evident that there is usually not conducted statistical monitoring of visitors
with disabilities, but through the answers of the directors, it is known that they are moving
towards introducing it. Furthermore, 33% of the respondents who said that they have introduced
statistical monitoring state that the share is small. One of the reasons why it is important to
introduce such monitoring is "because of the input for making plans for the development of
reception infrastructure”. The next question followed up on the first one with the intention of
finding out whether a drop in arrivals of the mentioned segment was noticed during the COVID-
19 pandemic, where the respondents answered both YES and NO. Furthermore, through the in-
depth interview, it was found out which assistive technology, i.e. aids is represented within the
National Park to facilitate access to tourist attractions for visitors with disabilities. An overview
of the aids can be seen in Table 2.

DISABILITY AIDS N %
Sanitary facilities 4 67
Wheelchair ramp 2 33
Custom websites 2 33
Tactile exhibits 1 17
Tactile lines 1 17
Tactile map 1 17
Elevator 1 17
Information in Braille 1 17
Interpretation boards 1 17
No aids available 1 17

Table 2: Disability aids represented in NP
(Source: authors)

As can be seen from Table 2, the presence of sanitary facilities for people with disabilities is
the most common disability aid, while other aids are represented to a lesser extent. The
following question was aimed at finding out more about the organization of websites, i.e., in
what way are the websites adapted to the mentioned segment. It can be seen that two
respondents (33%) have an edited website, where one of the respondents explained that on the
page it is possible to "change the contrast/color of the background and text, increase the letters
to the required level and reduce the resolution in order to increase the size of the displayed
content”. Another respondent stated that the website was adapted for blind and partially sighted
people. The respondents expressed their opinion equally on the issue of organizing special tours
for the mentioned segment, while the respondents who declared that they have special tours
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state that this is possible with prior notice only. Others who stated that they do not have
organized tours, state that this is due to the inaccessible terrain. The next question inquired into
the education of employees in the segment and the way in which education is carried out. It can
be seen from Graph 2 that 67% of the respondents state that there is no education for employees.
The other 33% state that education takes place as part of regular education and through
attending sign language courses that were realized in cooperation with the Association of
Tourist Guides.

YES
33%

NO
67%

Graph 2: Analysis of the education of employees in the NP on the way to approach the
segment
(Source: authors)

All respondents agreed that there is room for improvement in their services because they are
currently not fully adapted to the segment, while not a single respondent answered respondent
could envisage room for such services in the future. The benefits of adapting the content to the
segment that the interviewees highlighted were: "equality for all groups”, "personal satisfaction
of tourists”, "education”, "creation of a new tourism product”, "modern and accessible
destination" and "contribution to the community".

5. CONCLUSION

The conducted research shows that accessible tourism in the national parks has not yet been
established and is only in the process of adapting its contents to people with disabilities. Given
that there is almost no statistical monitoring of the mentioned segment in NP, it is difficult to
imagine the actual number of people who would require certain assistive technology for an
easier interpretation of tourism content. According to the description of the aids represented, it
is evident that there is still plenty of room for improving the interpretation of tourism content
for this segment, which the respondents are aware of. Given that the population with disabilities
is informed predominantly (83%) using web sources, it is disappointing that a small number of
respondents have edited websites. This results in poor information of the segment and at the
same time in them not deciding to visit the national park. When a population with disabilities
decides to travel, it should primarily send a request for organizing a tourist tour, while
individual NPs do not even have the option of customizing a tour for that segment. The problem
continues in the form of staff education, where it is evident that the staff is almost not at all
educated to access the segment. Although the respondents are aware of the fact that there must
be progress, none of the respondents indicated where room for such improvement could be
found. From previous knowledge and this research, it can be concluded that today's tourism is
not ready for this segment. Starting with the education of tourism workers, an adequate
foundation could be created for the formation of better-quality tourist content and experiences
that are accessible to everyone. Future research directed at studying the necessary education
might be recommended.

42



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

LITERATURE:

1.

10.

11.

12.

13.

14.

15.

16.

17.

18.

ASIA-PACIFIC CONFERENCE ON TOURISM FOR PEOPLE WITH DISABILITY, 24-
28 September 2000, Grand Bali Beach Hotel Bali — Indonesia, BARRIER-FREE
TOURISM FOR PEOPLE WITH DISABILITIES IN THE ESCAP REGION

Blichfeldt, B. S., & Nicolaisen, J. (2011). Disabled travel: not easy, but doable. Current
issues in tourism, 14(1), 79-102.

Chikuta, O. (2015). Is there room in the Inn? Towards incorporating people with disability
in tourism planning. Review of Disability Studies: An International Journal, 11(3).
Chisholm, W. A., & Henry, S. L. (2005). Interdependent components of Web accessibility.
Proceedings of the International Cross-Disciplinary Workshop on Web Accessibility
(W4A), Japan, 31-37. doi:10.1145/1061811.1061818

Darcy, S., & Dickson, T. J. (2009). A whole-of-life approach to tourism: The case for
accessible tourism experiences. Journal of Hospitality and Tourism Management, 16(1),
32-44.

Engleski vodi¢, https://www.visitbritain.org/sites/default/files/vb-corporate/Documents-
Library/documents/England-documents/winning_more_visitors.pdf (02.03.2022.)
European Regional Development Fund, Ozren Catela, Udruga osoba s intelektualnim
teSkocama Istre, Buje, 10.lipnja 2020. https://buje.hr/wp-content/uploads/2020/07/10-06-
2020-8aLocalTraingBuje_1.PDF (02.03.2022.)

Europski fond za regionalni razvoj, Tourism4all priruc¢nik, Pristupacni turizam, 2020,
https://www.sibenik-tourism.hr/upload/stranice/2020/06/2020-06-
25/136/prirunikzaaccessiblehospitalityprojektat4allfinal.pdf (02.03.2022.)

Hrvatska turisticka zajednica, Turizam u brojkama,
https://www.htz.hr/sites/default/files/2021-06/HTZ%20TUB%20HR _%202020_0.pdf
(07.07.2022.)

Hrvatski zavod za javno zdravstvo, https://www.hzjz.hr/periodicne-publikacije/izvjesce-o-
osobama-s-invaliditetom-u-republici-hrvatskoj-stanje-09-2021/, (04.03.2022.);
https://narodne-novine.nn.hr/clanci/sluzbeni/2013 06 78 1615.html (02.03.2022.);

https://www.zakon.hr/z/1293/Zakon-0-Hrvatskom-registru-o-osobama-s-invaliditetom
(02.03.2022.)

Jevic, G., & Jevic, J. (2015). Accessibility of facilities in hotel capacities for people with
disabilities. Turisticko poslovanje, (16), 53-63.

Komnes, L., Tankovi¢, M., & Kletecki, V. (2018). Europske destinacije izvrsnosti
(European Destinations of Excellence: EDEN)-projekt Europske komisije. Zbornik
sveucilista Libertas, 3(3), 251-263.

Litto  turisticka  agencija,  https://www.litto.agency/novosti-iz-turizma-i-vodici-za-
iznajmljivace/pristupacni-turizam-kao-generator-dodane-vrijednosti (02.03.2022.)
Mahmoudzadeh, S., & Kourdi Sarjaz, N. (2018). PREPREKE U OKOLISU U RAZVOJU
TURIZMA ZA OSOBE S INVALIDITETOM/ENVIRONMENTAL BARRIERS TO
TOURISM DEVELOPMENT FOR PEOPLE WITH DISABILITIES. Acta turistica, 30(1),
87-114.

Miller F. P., Vandome A. F., McBrewster J. (2010). Accessible Tourism, Germany: VDM
Publishing

Narodne novine, Zakon o zaStiti prirode, https://narodne-novine.nn.hr/clanci/sluzbeni/
1994 04 _30_521.html (07.07.2022.)

Nursanty, E., & Anwar, L. M. (2013). Accessible tourism the tourism without barriers in
architecture and tourism design. In Proceedings of the International Conference (Vol. 13).
Schmutz, S. (2018). Disability-Friendly Website Design (Doctoral dissertation,
Proefschrift, Universiteit van Freiburg). Geraadpleegd op 23 september 2019 van https://bit.
ly/2mrvjsg).

43



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

19.

20.

21.

22.

23.

Stumbo, N. J., & Pegg, S. (2005). Travelers and tourists with disabilities: a matter of
priorities and loyalties. Tourism Review International, 8(3), 195-209.

United Nations Economic and Social Commission for Asia and the Pacific (UNESCAP),
2009: Takayama Declaration on the Development of Communities-for-All in Asia and the
Pacific, http://www.accessibletourism.org/resources/takayama_declaration_top-efin_1712
09.pdf (02.03.2022.)

Williams, R., Rattray, R., & Grimes, A. (2007). Online accessibility and information needs
of disabled tourists: A three country hotel sector analysis. Journal of Electronic Commerce
Research, 8(2), 157.

Zakon o hrvatskom registru o osobama s invaliditetom, https://www.zakon.hr/z/1293/
Zakon-o-Hrvatskom-registru-o-osobama-s-invaliditetom, 02.03.2022.

Zakon o prostornom uredenju i gradnji, https://narodne-novine.nn.hr/clanci/sluzbeni/
2013 06_78 1615.html, 02.03.2022.)

44



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

AVAILABILITY AND ECONOMIC FRAMEWORK OF SELECTED
SOCIAL SERVICES IN SOLVING THE PROBLEMS OF SENIORS IN
THE FIELD OF HOUSING IN THE CONTEXT OF DEMOGRAPHIC

AGING

Peter Sika
University of Economics in Bratislava, Slovak Republic
peter.sika@euba.sk

ABSTRACT

In the 2021 Green Paper on Aging, the European Commission called for a discussion on the
issue of an aging European society, which represents one of the most important challenges
having significant impacts on both individuals and society. The Slovak Republic connects
demographic development mainly with expenditures on the social and healthcare system, which
are experiencing rapid growth. The aging of the population brings about changes in society,
therefore it is necessary to respond with systemic changes, and at the same time it is necessary
to prepare for the growing pressure on the provision of social services that the aging of the
population will cause. The historical context in building the institutional system of providing
social services originating from the last century is changing under the influence of the
development and focus of European social policy, and the need to provide social services in a
natural family environment is highlighted. The development trends also point to not only the
growing cost of the services provided, but also to the growing demand for social services. In
this contribution, we set ourselves the goal of identifying providers and applicants for the
provision of social services in the context of population aging. High facility occupancy indicates
that growth in demand is outpacing growth in facility capacity, despite the fact that growth in
client numbers is partially dampened by a growth in a healthy life expectancy. Based on the
above, in this paper we have outlined the possibilities of solving the unsatisfied demand through
alternative forms of housing for Slovak seniors. In conclusion, we present the results of a
questionnaire survey with the subjective opinions and preferences of respondents on questions
related to housing for seniors in the Slovak Republic.

Keywords: Demographic aging, Seniors, Slovak Republic, Social services

1. INTRODUCTION

The aging of the population can be characterized as a global phenomenon, as the number and
proportion of seniors is increasing in almost all countries of the world. It is realistic to expect
that in the 21st century it will become one of the most serious problems that will affect many
aspects of society's lifestyle. The main reasons for this phenomenon lie in the low level of
fertility not reaching the expected rate of reproduction, the decrease in mortality and the entry
of a strong aging population into the post-productive age. Everything indicates that this trend
will continue and the share of the population aged 65 and over compared to the total population
will increase. The share of seniors aged 65 and over in the territory of the Slovak Republic at
the beginning of the 1920s of the last century was approximately 5%. By the beginning of the
1960s, their share had risen to 7%. The increase in the proportion of seniors to the 10% mark
occurred by the end of the 1980s, and at the end of 2018, the senior component reached 16% of
the total population of Slovakia. According to Sproch, Duréek (2019), 20% of the border could
be breached in the second half of the 20s of this century, and even 30% of the border in the
2060s. It is assumed that most of the years of their life expectancy will be accompanied by
limitations in the performance of normal daily activities and a dependence on the help of other
people - relatives or formal care services (MPSVaR SR, 2021).
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Population aging is changing the age structure in favor of the old and to the disadvantage of the
young, which is already one of the biggest challenges today that will affect many areas of
society, including social services.

Age group 2000 2005 2010 2015 2020 2021
Pre-productive age: 0 — 14 years 19,18 16,59 15,28 15,33 15,90 16,06
Productive age: 15 — 64 years 69,35 71,67 72,34 70,22 67,03 66,55
Post-productive age: 65+ years 11,47 11,74 12,38 14,45 17,07 17,39

Figure 1: Population structure by main age groups
(Source: own processing on the basis of data of the Statistical Office of the Slovak Republic)

According to Eurostat, Slovakia will be the second fastest aging economy in the EU by 2070,
while currently, based on the ratio of the population aged 65+ to the population aged 15-64, we
are one of the youngest economies in the European Union.

2020 2030 2040 2050 2060 2070
Slovak Republic 24,4 32,6 39,1 50,9 59,4 57,0
EU average 31,7 39,1 46,4 50,3 51,6 51,2
Figure 2: Dependency index, share of population 65+in comparison to population 15-64 (in
%)

(Source: own processing on the basis of data of the Institute for Financial Policy, 2021)

According to Sproch, Duréek (2019), a continuous extension of life expectancy is expected for
persons aged 65, which means that future seniors (men) in 2060 could still have almost 22 years
of life ahead of them and senior women more than 24 years of life, but only a small fraction of
this aging population can survive part of this period in good health. According to the Statistical
Office of the Slovak Republic, the healthy years of life for men over 65 in absolute value were
only 4.6 years in 2019 and 4.7 years for women (STATdat, 2022). However, there is the
question of the decreasing level of self-sufficiency of the individual and his dependence on
long-term social care. The expected demographic development will bring with it many
significant changes. The aging of the population can be characterized as a phenomenon that
requires increased attention in relation to a number of areas connected with aging. It is necessary
to take into account the growing influence of this group on social processes and take its needs
and interests into account. Changes in demographic development will also affect health
insurance systems in terms of more expensive and more frequent care for the growing number
of seniors. Another area that is directly affected by demographic development is the area of
social services. It is right to expect that the demand for all types of services, whether
institutional, day or outpatient, will grow significantly in the coming years, and therefore
attention must be focused on understanding the objective needs of social services. New
approaches in population, social and economic policy will be needed to manage the situation.
Society should be prepared to deal with the consequences of aging, but our social as well as
healthcare system is not sufficiently prepared systemically, financially, organizationally, or
personally to deal with its reality. Despite the fact that the aging of the population is considered
a natural physiological process that cannot be stopped, it can be prepared for by effective public
policies aimed at supporting all age categories in order to ensure dignified and adequate
compensation for the deteriorating health of citizens.

2. THEORETHICAL BACKGROUND

The effects of aging affect many areas of the national economy today. Therefore, as added by
Lutz et al. (2008), population aging becomes not only a demographic, but also a social,
economic and health topic due to its impacts and consequences.
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Aj Mladek and Kacerova (2008) consider demographic development as an event that does not
take place in isolation from social development, but is closely connected with geographical,
economic, political and social conditions. In recent years, in addition to the professional public,
the general lay public, as well as the media and political representatives, have been paying
attention to the effects of aging and its spillover into many spheres of society. According to
Shaw (2002), the aging of the population will bring about an increasing orientation of the
political system towards the needs and interests of the elderly (and therefore a larger number of
the electorate). Husakova (2014) states that the state, within the framework of its social policy,
decides to what extent and in what forms it directs its aid to target groups. The aging of the
population is not only a matter for the Slovak Republic, as evidenced by the World Population
Aging report (United Nations, 2015), which states that almost every country in the world is
facing an increase in the number of older people in the population. For this reason, the European
Union assigns social services a special role in fulfilling development goals and in promoting
such basic values as social protection, social cohesion and territorial cohesion. All countries of
the European Union deal with issues concerning the development and modernization of social
service systems. Social services greatly contribute to securing the basic rights of citizens of the
European Union, such as the dignity and integrity of a citizen. Important documents dealing
with human rights in the field of social services at the European level are in particular the
revised European Social Charter (1996), the Charter of Fundamental Rights of the European
Union (2016) as well as the principles of the European Pillar of Social Rights (2017). Relevant
recommendations for the field of social services are contained in the European Charter of Rights
and Responsibilities of Elderly People Dependent on Long-Term Care (2010) as well as in the
Voluntary European Framework for the Quality of Social Services (2010) (MPSVaR SR, 2021).
The mission and importance of social services at the national level is declared in the material
National priorities for the development of social services for the years 2021-2030, which was
prepared by the Ministry of Labor, Social Affairs and Family of the Slovak Republic. The aim
is to positively influence the development of social services in the Slovak Republic in a cyclical
manner, by defining the policy for the direction of social services at the national level and
subsequently formulating the basic priorities of this development and the prerequisites for
achieving these priorities (MPSVaR SR, 2021). Quality in the context of the transformation of
social services is dealt with by Repkova (2016), who examines them from the perception of
their providers.

3. METHODOLOGY

The aging of Slovak society is an inevitable phenomenon that Slovak society must prepare for.
Prolonging human life is, on the one hand, an achievement of the present age , but it also carries
with it some risks in the form of an individual's dependence on the provision of social services.
In this context, the aim of this contribution is to identify providers and applicants for the
provision of social services in the context of an aging population generating an unsatisfied
demand and furthermore to outline possible solutions through alternative forms of housing for
Slovak seniors. In order to achieve the goal, we used classic scientific methods, such as the
method of comparing knowledge from available literary sources and the method of analyzing
existing approaches, extracting common and contradictory opinions. At the same time, we used
the deduction method to justify individual conclusions. We used the questionnaire survey
method to obtain the opinions of the respondents.

4. RESULTS

Social services as a means of realizing the social rights of a citizen in the sense of the fifth
section of the Constitution of the Slovak Republic (Act No. 460/1992) are aimed at alleviating
and helping citizens to overcome their social needs and at creating support activities that prevent
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any unfavorable social development of citizens. Since 2009, social services have been provided
in the Slovak Republic in accordance with Act No. 448/2008 Coll. on social services and on
amendments to Act no. 455/1991 Coll. on trade, as amended. The Act on Social Services
regulates legal relations and conditions for the provision of social services, the aim of which is
to support the social inclusion of citizens and meet the social needs of people living in an
unfavorable social situation. Social services help socialization and social inclusion and are a
prerequisite for the social cohesion of society.

Factors that underline the necessity to intensively deal with issues related to the development

of social services include:

e prolongation of human age, thereby extending the period of life in which a person needs the
help of another person,

e the transfer of the standard of life in the productive age to the period when a person is
gradually more and more dependent on the help of another person,1

e the increasing cost of compensating for a growing dependence on foreign aid.

It should be borne in mind that the population of seniors defined as a post-productive population
group is a heterogeneous group with differentiated needs. Each of the age groups of seniors has
different needs and demands, which as a priority requires their identification, knowledge of the
scope of needs and subsequently the provision of specifically targeted types and measures
aimed at ensuring the conditions for a dignified and good quality of life for each individual.
With increasing years of aging, there is a certain limitation in daily activities. If health problems
are added to the natural changes in the human body with an impact on the limitation of daily
activities, it is necessary to provide more expensive and long-term care. The Social Services
Act divides social services into several groups, depending on the nature of the adverse social
situation or the target group to which they are intended, namely social services for crisis
intervention, social services for supporting families with children,services for solving an
adverse social situation due to severe disability, adverse health condition or due to retirement
age and social services using telecommunication technologies and support services (MPSVaR
SR, 2021).

Social services are provided by public and non-public providers:

e ambulatory form, when the recipient of the social service goes to the provider and returns
to his natural environment after the service has been provided,

e in the field form, which is provided in the natural environment of the social service
recipient,

e in the form of residence, which is provided at the social service provider's premises, as a
rule, for an indefinite period of time,

e or in another form (such as telephone assistance).

As of 31 December 2020, the Slovak Republic had 5,517 registered social service providers, of
which 711 were providers whose founder was a higher territorial unit and 2,439 were non-
public providers. Other providers of social services were municipalities or providers established
by the municipality. Social services were provided to more than 55,000 recipients in 1,371
social service facilities. According to the data of the Statistical Office of the Slovak Republic
as of 31.12. In 2019, there were 47,202 places in all social service facilities subject to
dependency (1,175).

L1t is based on statistical data for 2019 because in 2020 and 2021 long-term data from the field of social care are significantly
affected by the effects of the COVID-19 pandemic.
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Number of places as of 31/12/2019
Number of -
- of which the care
Facility type ZSS as of .
Number provided
31.12. 2019 -
residence ambulatory
Altogether 1175 47 202 41 059 6 143
of which
Home of Social Services 276 12 359 10 624 1735
Facility for seniors 388 19 529 19 401 128
Specialized facility 174 8 099 7830 269
Nursing service facility 102 2 500 2 475 25
Day care center 168 3420 23 3397
Supported housing facility 40 657 657 0
Rehabilitation center 27 638 49 589

Figure 3: Number of social service facilities with number of places as of 31/12/2019
(Source: MPSVaR SR, MZ SR, 2021)

From the total number of clients of social service facilities subject to dependency as of 31.12.
2020 (45,303) represented 68% of persons of retirement age.

0-18 d
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1%
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17%

63 -79 years old
32%

Figure 4: Age structure of recipients of social services in facilities conditioned by dependence
on the help of another person
(Source: Selected data of the Statistical Office - Social Services Institutions in the Slovak
Republic)

The total number of applicants for the provision of social services in institutions subject to
dependency increased by 339 persons compared to 2019 and reached the level of 11,118
persons.

Year 2016 2017 2018 2019 2020
Number of applicants 7 699 9 586 9643 10 779 11118
Figure 5: The total number of applicants for the provision of social services in facilities
conditioned by dependence on the help of another person
(Source: MPSVaR SRa, 2021)

The financing of social services dependent on dependency is multi-sourced. It is mainly made
up of the budgets of the founders of the facilities, i.e. local and regional self-government.
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Furthermore, from the state budget through the chapter of the Ministry of Labor, Social Affairs
and Family of the Slovak Republic, which provides general and non-public providers of
selected types of social services with a financial contribution. Last but not least, the recipients
of social services participate in the payment. The recipient is obliged to pay the payment for the
provided social service, while the Act on Social Services explicitly stipulates the minimum
balance of funds after payment for the social service. The total amount of costs per person per
month in a year-round residential facility of social services ranges from €1,000 to €1,3002 on
average, depending on the type of facility, which is even after deducting the disability/old age
pension®, which is more than the amount of cash allowance for caregiving and payments for the
services of home nursing care agencies, provided to dependent persons in the home
environment (MPSVaR SR, MZ SR, 2021). Despite the high costs of this type of social service
provided, the Slovak Republic shows their inadequacy, which will continue to grow due to the
expected demographic development. According to the projection of the Slovak population until
the year 2200 (Vano, 2015), a dramatic increase in the population aged 65 and over is expected
by more than 90% by 2065, which will cause a change in the proportion of age groups to the
values of 20% (children and youth), 50% (productive age) and 30% (seniors). Currently, the
share of people in the post-productive age reaches the level of 17.39% (STATdat, 2022). On
the basis of demographic changes, it is possible to assume an increase in the demand for social
services in facilities dependent on the help of another person, which will put pressure on
financial costs from public sources. The Slovak Republic is trying to respond to this fact by
supporting the process of deinstitutionalization of social services, which, however, is
significantly slow due to procedural and financial obstacles. Despite the fact that in 2014 the
creation of large-capacity facilities was legislatively limited, there was no adequate
development of community services. The process of deinstitutionalization opens up space for
increasing the quality of provided social services as well as creating jobs. Despite the efforts
made, it was not possible to completely complete the deinstitutionalization process, and for that
reason, the transition from institutional to community care was also reflected in the priorities
for the development of social services for the years 2021-2030. At the same time, some social
services, especially long-term care, need to be explicitly defined by law, including their funding
sources.

National priorities for the development of social services for 2021-2030 (MPSVaR SR, 2021):

e Transition from institutional to community care and support with the aim of ensuring the
availability of diverse social services of a community nature in accordance with the needs
of target groups of social services.

e Introduction of a system of integrated social and health care.

e Support for connecting social services and informal (especially family) care as part of the
system of care for persons dependent on the help of another physical person.

e Support for improving the quality of social services.

The aim of the elderly-oriented policy is to increase the self-sufficiency and independence of
the elderly, with the intention that as many elderly citizens as possible can remain in the natural
environment of their own household. In this context, it is necessary to ensure the
complementarity of care segments (e.g. family, community, formal and informal services, etc.)
The alternative of changing housing at retirement age is also documented by a questionnaire
survey on a sample of 497 respondents (82.1% women and 17.9% men) carried out between
February and March 2021. 58.6% of respondents prefer the option of staying in their property
due to knowledge of the environment where they live.

2 These are average values of economically eligible costs for 2019 based on data provided by self-governing regions.
3 The average amount of old-age pension as of 31.12.2020 was €487.%7.
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24.1% of respondents prefer being close to family and for that reason would be willing to move
to a place that provides them with social contact. 9.3% of the respondents prefer the proximity
of services and would therefore be willing to move closer to the center in order to have the
necessary services close to their residence. 5.2% are willing to move to a facility that will
provide them with the regular care they inevitably need due to their age and health. The
remaining respondents did not state their opinion. The questionnaire survey further revealed
that up to 51% of respondents would not go to the facility. They cited loss of privacy, a reduced
sense of security and an insufficient number of professional staff as the main reasons. At the
same time, they stated that they would reconsider their decision only if their health condition
was so serious that there was no other option. Improving the quality of social services is a tool
for increasing the safety and stability of provided social services, and for that reason the Slovak
Republic has set the quality of social services as a national priority. The high preference of the
respondents desire to stay in their property and the low willingness to move to the facility opens
up possibilities for alternative forms of housing and care for the older generation. In the future,
alternative forms of housing could fill a gap in the market and become a fixed part of the
housing offer for seniors. As other alternative forms of housing for seniors, in addition to
cohousing, various forms of housing outside buildings are offered, such as boathousing, shared
housing with other people, multi-generational housing, housing in facilities near university
campuses, senior parks, senior villages, assisted living and others. Some examples are more
applicable in practice, others less so, depending on factors such as the residents' financial
capabilities, health status, culture, social environment and family influence. Cohousing is
among options with a long tradition, it has taken hold on the market, it is not experimental
housing, it offers solid housing facilities for seniors, it has gained popularity among seniors,
especially in Western countries, and it has the potential to take root in Slovakia if the system is
properly set up (Sika, Vidova, Girasek, 2022). A typical cohousing concept is usually located
on the outskirts of a large city and is inhabited by 6-36 households with residents of different
ages, where each household has its own or rented property that is fully furnished. The
uniqueness is the common community space that is used by all cohousing participants. It is a
way of living that combines the autonomy of private homes with the advantages of shared
spaces, neighborhood life. Housing of this type should contribute to the development of social
relations between individuals who know and trust each other, which creates a feeling of security
and safety, and who will help each other, thus decreasing the interest in using external social
services. On the territory of the Slovak Republic, we still do not register any integrated project
that we could call cohousing. We can find the closest one with our neighbors in Austria, who
offer us instructions on how to create such a form of housing, what it should contain and how
it is requested (ETX Studio, 2020). An alternative to cohousing is a community home for
seniors, it is an apartment building that consists of apartments and shared spaces, while it
consists of a minimum of 10 social apartments and a maximum of 25 apartments intended only
for people over 60 years of age who are self-sufficient and independent. In case of reduced self-
sufficiency, help is provided by family or neighbors, which is an advantage, as it is community
housing with shared assistance. Senior villages are similar to cohousing, so it is appropriate to
characterize in particular the trend that attracts seniors to the rural environment. Senior villages
are built on the basis of building a community with the provision of social services and practical
assistance with regard to dependence on the given assistance. Residents of the communities
exercise self-governance over their community, create their own administrative bodies, and
create innovative partnerships. Innovative forms of housing exist in a wide spectrum according
to the focus, target group and purposes they are supposed to fulfill. First of all, the interest and
needs of seniors should be taken into account. They are expected to be open to new solutions
and to be able to get out of the usual patterns of running a household and private life. A wide
range of housing can easily collapse due to a reluctance to cope with a change in lifestyle.
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However, first the offer itself must be appropriately prepared, financially accessible, taking into
account the expectations of seniors, their health status, social relations and a whole range of
factors, the exact definition and quantification of which is difficult to determine in practice,

because each individual has his own expectations and specific needs. (Sika, Vidova, Girasek,
2022)

5. CONCLUSION

An aging population is the most significant change in society that is sure to come, and it will
manifest itself in dramatic yet predictable ways. When preparing for its long-term intentions,
society should not ignore this fact and should include aging policy in its priorities. Due to an
increased aging population, the area of social services is becoming an important priority for
further development. These developments will be provided in the context of low fertility, the
increasing economic burden on the productive population and the rapid increase in the amount
of people over 65, who will create demand for social services. In the period from 2013 to 2019,
there was an increase in the number of people waiting for services in social service facilities,
which show an occupancy rate of more than 90%, which means that the growth in demand
exceeds the growth in the capacities of the facilities. Part of the creation of sufficient capacities
for the provision of services is the support of all forms of complex care, the building of
sufficient personnel capacities and their financial security. It is necessary to realize that even
society will function differently due to aging. The prevalence of residential forms of care
negatively affects the availability and efficiency of care and at the same time moves clients far
from their community, which creates a negative attitude towards institutional social services.
Growing expenditures on the social system will cause the need to reevaluate these systems, as
social services are decentralized and the financing system is extremely complicated. Without a
fundamental increase in the volume of funds for the financing of services, it is impossible to
expect either an increase in their availability or an improvement in their quality. The change in
financing must be based, for example, on the introduction of mandatory long-term dependency
insurance, which will turn a passive recipient into an active contributor who will prepare for
their long-term dependency during an economically active life. At the same time, it is necessary
to financially support services that are provided in the natural home environment of the
recipients. However, residential care should only be used if care cannot be provided in the home
environment.
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ABSTRACT

In Bulgaria, a legal commission on academic ethics has been operating since recently; it is a
subsidiary body to the Minister of Education and Science. The regulations of this special body
are structured through the Law of Academic Staff Development of the Republic of Bulgaria. Its
functions are related to the implementation of certain control of the procedures for obtaining
of the educational and scientific Doctor degree and the scientific Doctor of Science degree, as
well as for academic positions in Bulgarian universities. In the past, the most frequently
considered cases have been related to incrimination in plagiarism and filing a special report
to the Minister of Education and Science. A priori, the question arises as to how to structure
this Academic Ethics Committee, which is determined by order of the Minister of Education
and Science. In the practice of forming the membership of such committee, the selection
criteria, which must be high enough to be able to guarantee a certain impartiality, are not
clear. These are not defined either in the Law for academic staff development of the Republic
of Bulgaria and the regulations for its application or in other public normative document.
Determining the membership of this kind of national specialized body is of particular
importance both for its functioning as well as the competences of its members. Those are
currently in active employment relationships with certain universities or research
organizations, which predetermines their direct dependence on their managers, who are at the
same time their employers. Last but not least, it is worth mentioning the direct connection
between the Minister of Education and Science and the heads of higher education institutions
in Bulgaria, who have contractual relations of special type of management contracts. These
direct and indirect relations create preconditions for dependence of this specialized body - the
Academic Ethics Committee. This study attempts to provide a legal and ethical response to the
actions of the Academic Ethics Committee at the Bulgarian Ministry of Education and Science.
Keywords: Academic ethics committee, functioning, legal framework

1. INTRODUCTION

Academic ethics is a concept that describes the behaviour of a scientist or researcher not only
in the academic community but in the society in general. Academic norms are not defined in
quite a specific way and bear the marks of moral behaviour in all aspects of this concept. To
what extent and how these norms can be determined in an indisputable way could be a subject
of a separate discussion and a way of determining public relations in this direction. In Bulgaria,
a legal committee on academic ethics has been operating since recently; it is a subsidiary body
to the Minister of Education and Science. The regulations of this special body are structured
through the Law of Academic Staff Development of the Republic of Bulgaria. Its functions are
related to the implementation of certain control of the procedures for obtaining of the
educational and scientific Doctor degree and the scientific Doctor of Science degree, as well as
for academic positions in Bulgarian universities. In the practice so far, the most frequently
considered cases have been related to incrimination in plagiarism and filing a special report to
the Minister of Education and Science. A priori, the question arises as to how to structure this
Academic Ethics Committee, which is determined by order of the Minister of Education and
Science. In the practice of forming the membership of such committee, the selection criteria,
which must be high enough to be able to guarantee a certain impartiality, are not clear.
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These are not defined either in the Law for academic staff development of the Republic of
Bulgaria and the regulations for its application or in another public normative document.
Determining the membership of this kind of national specialized body is of particular
importance both for its functioning as well as the competences of its members. Those are
currently in active employment relationships with certain universities or research organizations,
which predetermines their direct dependence on their managers, who are also their employers.
Last but not least, it is worth mentioning the direct connection between the Minister of
Education and Science and the heads of higher education institutions in Bulgaria, who have
contractual relations of special type of management contracts. These direct and indirect
relations create preconditions for dependence of this specialized body - the Academic Ethics
Committee. Most generally, plagiarism is defined as follows: Plagiarism is a claim to authorship
of awork that has been actually created by someone else. Although it may not always be related
to copyright infringement, plagiarism is generally considered reprehensible. From Latin, the
term “plagiarism” means the authorship claim to articles, works, books, etc., which, in fact,
have been already created by another author. Thus, plagiarism publishes someone else's work
or part of it under one's own name. Thus, the plagiary starts to gain undeserved benefits. In
most countries, plagiarism is punishable by law. The current Penal Code of Bulgaria (Art. 173,
para. 1) (2022a) declares plagiarism a crime, defining it as follows: publishing or using under
own name or pseudonym somebody else’s work of science, literature and art or a significant
part of such work. This specialized body in Bulgaria considers such cases and it is this
committee’s task to appoint three experts, who in the internal organizational documents are
called arbitrators. The procedure for the selection of these arbitrators is not public and raises
certain doubts about their selection and expertise. Generally, they should be from the same
professional field and not only; they should also have proven high competencies related to the
examination of the specific dissertation or the respective procedure for holding an academic
position. The lack of any rules calls into question the actions or inactions of the selection of
arbitrators, drafting of quality opinions and the possibility for them to be objectified enough.

2. LEGAL ASPECT OF ACTION PROCEDURE OF THE ACADEMIC ETHICS
COMMITTEE UNDER THE MINISTER OF EDUCATION AND SCIENCE

The proceedings under Article 35 of the Law on the Development of Academic Staff in the
Republic of Bulgaria should be developed before the competent body, namely - the rector of
the respective higher school, and not the Minister of Science and Higher Education. In this case,
the Minister has misappropriated this function, which the legal hiatus of the law has provided,
but rather his function is only advisory and does not give rise to legal action. The relevant
hypothesis in this case is that of para.1, item 1 — following the established order, it is necessary
and sufficient to prove plagiarism in scientific papers, on the basis of which the person has
participated in a procedure for acquiring a scientific degree and has acquired one. In this case,
this proof was made after the inspection of a body with special competence, being firstly duly
referred - the Academic Ethics Committee at the Ministry of Education and Science. The
referral for inspection is clearly laid out in paragraph 4c of the additional provisions of the Law
on the Academic Staff Development in the Republic of Bulgaria, according to which signals
for plagiarism and/or unreliability of the submitted scientific data in relation to completed
procedures for acquiring scientific titles and holding of academic positions under this law, as
well as acquisition of scientific degrees and scientific titles by the order of the repealed
scientific degrees and scientific titles Law, shall be considered and checked by the Academic
Ethics Committee according to Art. 30, para. 5 - 12 of the Law on the Academic Staff
Development in the Republic of Bulgaria. Two steps on the verification of the received report
have been made - the first one concerns its admissibility, the second - in essence, concerns the
validity of the stated allegations (Art. 30, para. 5 of the Law on the Academic Staff
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Development in the Republic of Bulgaria). The decisions regarding the first step are made by a
three-member committee appointed by the Minister of Education and Science (Art. 30, para. 4
of the Law on Education and Science); a qualified lawyer should also be a part of this
committee. After assessing the admissibility of the report, according to Article 30, paragraph 6
of the Act, the Academic Ethics Committee is assigned to perform the inspection under
paragraph 4, item 2. The content of the latter, as well as the explicit text of Art. 30, para. 12
(both imperative) indicate that a full and comprehensive inspection is due, for which the
Committee shall file a report in written to the Minister of Education and Science. The content
of the report is laid out in detail in Article 30, paragraph 9 of the Law, and the algorithm of
proceeding in paragraph 8 to paragraph 11, which are have not been precisely observed. The
initiation of the special proceedings under Art. 35, para 2 and para 3, in connection with para 1
of the same norm, is bound only by the presence of the prerequisite referred to by the legislator
- plagiarism in scientific papers on the basis of which the person has acquired or participated in
a procedure for obtaining a scientific degree, proven by the statutory order (as described in
detail above). The provisions of Art. 35, para. 1, item 1 and Art. 35, para. 2 and 3 of the Law
on the Academic Staff Development in the Republic of Bulgaria, indicated as a legal basis for
the issuance of the relevant administrative act of the rector of the higher school, read: Art. 35,
para. 1, item 1 of the Law on the Protection of the Rights and Freedoms of Persons with
Disabilities: has held or participated in a competition for an academic position. Art. 35, para. 2:
In the cases of para. 1, item 1 the scientific degree, acquired by the order of this law with, which
the violation is connected should be taken away as well. Art. 35, para 3: The revocation of a
scientific degree and the dismissal shall be carried out by the rector of the higher school by the
order of the Higher Education Act and the regulations of the higher education enterprise,
respectively - by the head of the scientific organization in accordance with the regulations of
the respective organization. According to Art. 2, para. 1 of the Law on the Academic Staff
Development in the Republic of Bulgaria, the academic staff includes the persons holding
academic positions in the higher schools and the scientific organizations, as well as other
persons, determined in the Higher Education Act, and according to para 3 of art. 2, the academic
positions are: assistant, chief assistant, associate professor and professor. The provision of
Article 48 of the Higher Education Act specifies the positions of research and teaching staff of
higher education institutions: for habilitated lecturers - associate professor and professor, for
non-habilitated lecturers - assistant and chief assistant; lecturer and senior lecturer; the latter
are the positions of non-habilitated persons, who are assigned only teaching activities to non-
specialists in linguistics, sports, art, etc. All of the above indicates that the members of the
academic staff of a higher education institution are assistant, chief assistant, associate professor,
professor, lecturer and senior lecturer. The analysis of the provision of Art. 35, para.1l of the
Law on the Academic Staff Development in the Republic of Bulgaria points out that it explicitly
regulates the cases in which a person is dismissed from their academic position, one of which
is duly established plagiarism. In this case, the rector of the higher school in their condition of
bound competence, in the absence of discretion, dismisses the person from the academic
position (in respect of which plagiarism has been established), when that person had
participated in the procedure for obtaining a scientific degree. Simultaneously with the
dismissal from academic position, the scientific degree obtained under this law, to which the
violation is related, shall be revoked. According to Article 35, para. 2, in conjunction with Art.
35, para 1, item 1 of the Law on the Academic Staff Development in the Republic of Bulgaria,
the dispositional actions of the rector of the higher school are in relation to a person holding an
academic position in the respective higher school, as the act of the competent body has two
operative functions: dismissal from academic position and revocation of the scientific degree.
By argument to the contrary, since the legislator explicitly states that the revocation of the
scientific degree is “in the cases of para. 1, item 17, “plagiarism done by a person holding
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academic position” should be undoubtedly proved in accordance with the established
procedure, according to which that respective person should be dismissed from this position,
i.e., all ordered actions are addressed to persons holding academic positions. The inevitable
conclusion arises that the competent body of one such procedure is the respective rector of the
higher school, and not the Minister of Education and Science even more so a particular
subsidiary body. Objective circumstances, outside the legal aspects. An analysis of the
committee’s activity gives rise to a number of important questions, namely: How does the
Academic Ethics Committee violate non-existent legal doctrines? Or why do people who are
entrusted with drafting opinions turn out not to know or implement the necessary regulations?
Here, too, questions arise about accusations of auto plagiarism. For those who have been
making such accusations for many years, | would like to clarify - the term “auto plagiarism”
exists outside the Bulgarian legal framework. A person can be accused of non-compliance with
a law, regulation, ordinance, but to be accused of something that is not introduced into law,
such as the term “auto plagiarism”, is in itself far from legal and scientific norms and standards.
There are various hypotheses for the introduction of this term. The last one | know is on behalf
of the Bulgarian Chamber of Commerce. It is presented at the following link: https://www.bia-
bg.com/standpoint/view/28961/ (2022b). My question here concerns much deeper aspects than
the direct accusation of plagiarism, rather it concerns the competence of the people who are
tasked with drafting opinions on plagiarism. It is common knowledge that proposal for a change
in a law is not enforced until it is voted on and officially adopted. Just as the occasional creeping
proposals for the return of the death penalty in Bulgaria do not automatically make it a valid
punitive measure in our country. In order not to be outdone, I will quote a scientific article by
Prof. Robert George Cooper (a verbatim quote from the article) - a distinguished research
associate at Penn State University; Honorary Professor at McMaster University, Canada.
Finding out that | had quoted his publication, Prof. Cooper, whom I do not know personally,
sent me his latest article on the same subject so that | could use it in my future work. What
immediately strikes is that:
e The completely new part, the one that is different from the previous article, is within two
paragraphs. Everything else repeats the previous post;
e More than half of the sources in the presented bibliography are the works of Prof. Cooper
himself;
e No one accuses Prof. Cooper of auto plagiarism, plagiarism of copyright and co-authored
works and "imported" texts by co-authors.

3. DETERMINING THE SO-CALLED “GOOD PRACTICES” BY THE ACADEMIC
ETHICS COMMITTEE

3.1. Since when has “good practice” been mandatory in Bulgarian legislation?

I allow myself to summarize in one question the many statements of the members of the
Bulgarian Academic Ethics Committee, because, in practice, they are based on "good practice"
and cover allegations of inaccuracies in citations and plagiarism of authorial and co-authored
works. We must specify that the citations in the scientific papers are firstly made, according to
the established requirements of the respective higher schools, and secondly - according to the
current standard for citation, namely: BDS 17377: 1996. When published in various scientific
journals, their editorial policy determines the method of citation, as well as other technical
requirements. Arbitrators' opinions often show ignorance of rules and norms, including the use
of indirect citation as “presentation of multiple publications and authors whose cited
publications do not address the cited thesis.” Indirect citation or the so-called paraphrasing,
allows retelling a quote or presenting information in your own words. This type of citation
summarizes information with reference to several sources and is used to summarize a
voluminous theoretical concept, procedure or research results, voluminous citations not
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applicable to the entire text, as well as foreign language source citations when the author is not

fully convinced of his own translation - activities typical of any dissertation research paper.

Paraphrasing helps the author to present in detail the sources used and to indirectly convey the

scientific theses developed. According to Brenda Spatt (See Brenda Spatt, Writing From

Sources, 8th ed. Bedford / St. Martin's, 2011 https://archive.org/details/writingfromsourc

0000spat/page/n579/mode/2up) (Spatt, 2011), there are two main reasons for using periphrasis,

namely: to present indirect information or evidence when there is no specific reason to use
direct citation or to present to the audience an accurate and comprehensive account of ideas
taken from sources that the author explains, interprets or disagrees with and disputes. Scanning
your and other scholarly publications, especially in social sciences, | find that indirect citation

Is @ common practice and is not considered plagiarism. The indirect citation is also explained

in an article published on the website of the Institute for Economic Research at the Bulgarian

Academy of Sciences, as can be seen from the following two links: links:

https://www.iki.bas.bg/, (2022c); https://www.iki.bas.bg/files/Nauchnoto%20citirane.pdf,

(2022d). As to connect the statement with the above question - here the good practice is rejected

by the members of the Bulgarian Academic Ethics Committee as irrelevant. | would be far more

inclined to accept this statement if this same committee wouldn’t not make it mandatory in the
next indictment to draw up division protocols, although the legislation does not require them as
per the relevant procedures. Various reports from the Academic Ethics Committee state that:

“The provision of division protocols in such cases is a traditional academic practice imposed

long before the latest amendments to the Law on the Academic Staff Development in the

Republic of Bulgaria”. “Good practice” does not have binding nature and is not a reason for

subsequent restrictive and punitive measures against anyone, even when it is not available in a

specific procedure. Only laws and rules explicitly written and approved by the respective

administrative order may be obligatory. In general - the application of the current legal
framework to past actions | would equate to the Revival process in Bulgaria (then - the People's

Republic of Bulgaria) and the time when the names of deceased people were forcibly changed.

An act deeply unethical and immoral. And again | will allow myself to give an example with a

publication of the current Minister of Education and Science Nikolai Denkov. It is about

“Dynamics of Particles on Interfaces and in Thin Liquid Films”, published in “Encyclopaedia

of Surface and Colloid Science” - something that according to the current Regulations for the

implementation of the Law on Academic Staff Development in the Republic of Bulgaria is
unacceptable. If we follow the logic of the members of the Committee, what does it matter
when it is been published - in relation to the current legislation, this is a violation. Have the
members of the Bulgarian Academic Ethics Committee wondered what would be the result of
an alleged check for the availability of division protocols of all dissertations submitted in

Bulgaria? Therefore, an interesting example in this direction would be the publications of

Nikolay Denkov (https://ras.nacid.bg/dissertation-preview/3765) (2022e) and, in this case,

what exactly the division protocols will look like:

e “Direct Measurement of Lateral Capillary Forces” by: Orlin D. Velev, Nikolai D. Denkov,
Vesselin -~ N. Paunov, Peter A. Kralchevsky, and Kuniaki Nagayamaj
(https://pubs.acs.org/doi/10.1021/1a00036a056);

e “Formation of Two-dimensional Structures from Colloidal Particles on Fluorinated Oil
Substrate” with authors: Genady S. Lazarov, Nikolai D. Denkov, Orlin D. Velev and Peter
A. Kralchevsky (https://pubs.rsc.org/en/content/articlelanding/1994/ft/ft9949002077);

e “Charging of Oil-Water Interfaces Due to Spontaneous Adsorption of Hydroxyl lons” by
K. G. Marinova, R. G. Alargova, N. D. Denkov, O. D. Velev, D. N. Petsev, I. B. lvanov,
and R. P. Borwankar (https://pubs.acs.org/doi/10.1021/1a950928i).
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Can a division protocol be provided for each of the joint publications and what is the percentage
of the scientific contribution of each of the authors? Who exactly is the author of a table, graph
or specific conclusion, so that the next time it is used it could be cited - all these are entities for
which there is no way to create division protocols? Or should we, by analogy, question the
authorship of one of the co-authors in these publications and accuse him of plagiarism? And
what is the contribution of a certain co-author in a particular publication, when it is in last place.
Or, if I may borrow an expression from the Bulgarian Academic Ethics Committee — “good
practice” is considered to single out as leading author the one whose contribution is the biggest
and, accordingly, his name comes first. This statement may not always be objective, but in most
cases the lead author is the first author in a particular scientific publication. I personally defend
the thesis that your work in a team not only gives better results but also allow for more
successful dissemination. However, the question remains open - if there is no division protocol,
how is it determined whether author A copied from B or vice versa? Relevant conclusions are
observed in the opinions of a number of arbitrators, namely - in general publications the specific
authorship cannot be traced and set. What these conclusions are based on is something one
cannot find stipulated in writing and there is no way to be done so. One more thing - accusing
someone of plagiarism, does that mean that their Bulgarian and foreign co-authors plagiarized
as well?

4. CONCLUSION

Collaboration with colleagues in research and dissemination of results in publications should
not be considered a vicious practice, but encouraged instead. The Bulgarian Academic Ethics
Committee bases its opinions on good practice yet, is it possible to provide a list of good
practices that are mandatory, those that are recommended and others that are prohibited? All
this summed up gives reasonable assumptions for bias and compromising the work of this
specialized body under the Minister of Education and Science. As plagiarism, the Committee
points out to definitions which are in fact approximately or completely identical in different
sources. Scientific definitions and terminology in most cases cannot be assigned to one author,
which leads to the impossibility of naming one. The same applies to appendixes, figures and
tables created within the framework of the research conducted by any scientist - it turns out it
is necessary to explicitly state that these were created by the author himself. Every scientist
uses their own developments and applications many times, without mentioning oneself as the
author, which certainly does not make the latter a plagiarist. An interesting fact from the present
analysis shows that the same arbitrator has prepared more than one standpoint on the procedures
of the same scientist, which makes the procedure flawed and biased - at least because he has
already formed an opinion in one of those standpoints. The lack of consistency in the
standpoints prepared, the selective presentation of evidence based on good practices on one
hand and their non-acceptance on the other hand, inevitably leads to the following questions,
which concern the objectivity of the procedure. The lack of clear rules and criteria for the
selection of arbitrators raises difficult questions related to the assessment’s objectivity of both
the arbitrators and the entire committee. Thus, in determining what plagiarism is, can you
answer the question - were the arbitrators reviewers and how well do they know the whole
process? Do they have, and if so - how many, publications in the reference systems of Web of
Science and Scopus? The same question, with no less intensity, applies to the authors of the
standpoints - what their publishing activity is, if any. And this puts on the agenda the question
of how the standpoints were taken - by competence or under someone's pressure. It is the
publication of articles referenced to in world scientific databases as Web of Science, Scopus,
Springer, etc., that is an objective proof of the lack of plagiarism in the works of their authors.
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Therefore, my last question is: if, based on the conclusions and decisions made by the Academic
Ethics Committee, it is claimed that the scientific community can thus be deceived, who will
dare, not in theory but in practice and with the respective legal responsibility and consequences,
to question the qualities of the examiners in these referenced publications? Scientific articles,
independently written or in co-authorship with scientists from different countries, reflect,
analyse or study social processes. Forgive my guestion but how can the division of a social
process description in a scientific article, report or study be defined? Not only is this practically
impossible, but it cannot even assess the intellectual contribution of the scientist concerned,
which can amount to only 5% of the text and still give high scientific value.
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ABSTRACT

Bitcoin, the first decentralized digital currency, represents a completely new economic market.
Its emergence has become a central discussion among investors and economists; It has the
potential to cause waves in future economic behaviors. Following the Bitcoin Trading tendency
and revolution, this study examines the dynamic relationship between social media effects and
bitcoin returns. The study uses log regression on Stata as the main method to display the
analytic model. We gathered the top Twitter post by celebrities and distinguished the effect of
the post into three different categories: neutral, positive, and negative.On the other hand, the
study collected Bitcoin price and trading volume according to the Twitter post time. The same
data set on price and volume are collected 4 hours and 24 hours after each Twitter post. The
study found a correlation between positive tweets and bitcoin trading volume 4 hours later and
between neutral tweets and volume 24 hours later. However, the study has not found any
evidence of the relationship between the price and celebrities’ tweets. Overall, my findings
reveal that celebrities’ tweets may indicate potential changes in Bitcoin’s trading volumes but
lack the evidence to show its effects on Bitcoin’s price. This paper offers a partial study on the
economic impact of social media.

Keywords: Celebrities’ tweet, Bitcoin Price, Bitcoin Volume

1. INTRODUCTION

After the price of cryptocurrencies started to skyrocket in late 2020 and early 2021, many
celebrities—including Kim Kardashian West, Matt Damon, and Tom Brady, to name a few—
promoted the digital currencies online (Nover, 2022). Prices fell precipitously in late 2021 into
mid-2022, prompting a host of lawsuits against celebrities who had pushed cryptocurrencies
(Smith, 2022). In this paper, I explore whether celebrities’ promotion of Bitcoin (the first and
most popular cryptocurrency) on the Twitter platform actually caused prices to move. Since the
2008 invention of Bitcoin (BTC) by an unidentified programmer known as Satoshi Nakamoto,
virtual currency has become increasingly popular among investors. BTC, once worth just
pennies, reached an all-time high of over $68,000 in November 2021, having started the year
at just under $30,000. However, the price has since fallen quickly, dropping below $20,000 by
June 2022. Unlike government-backed currencies, there is a fixed supply of BTC, which
subjects the currency to large price swings as demand changes. Furthermore, this demand is
driven largely by speculation rather than by demand for liquidity (citation). Hence, we
hypothesize that celebrity social media posts could have a meaningful impact on BTC prices.
In this paper, | analyze whether widely-viewed Twitter posts about BTC (with at least 10,000
likes) from online influencers (those with at least 100,000 followers) have an impact on BTC
prices in the short run. I find these tweets have little effect on BTC prices or trading volumes
in the short run (4 to 24 hours after the tweet was posted).

2. LITERATURE REVIEW

Bitcoin’s software leverages a decentralized network to make peer-to-peer transactions. This
functionality allows it to act as a base monetary layer for a new financial system (Yakes, 2021).
Due to its decentralized nature, it is plausible that “the dynamics of the bitcoin price thus should
relate to pertinent discussions and opinions on online social media, where investors and
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business adopters interact and provide feedback about the market” (Mai et al., 2015). In other
words, the patterns of BTC prices may be more similar to stocks instead of a currency. A
research paper that studies the relationship between S&P 500 price return and Twitter posts
done by Sul, Dennis, and Yuan showed that the cumulative emotional valence (positive or
negative) of Twitter tweets about a specific firm was significantly related to that firm’s stock
returns (Dennis et al., 2014). The team used the closing price of each stock in the S&P 500
between March 2011 to February 2012 and 3,475,428 Tweets that contained the “$” symbol in
the same period. The team concludes that postings from users with many followers have a
greater impact on same-day returns, while postings from users with few followers have a greater
impact on returns further out.

In their paper, From Bitcoin to Big Coin: The Impacts of Social Media on Bitcoin
Performance (Mai et al., 2015), the team have provided empirical evidence of social media’s
impacts on future bitcoin returns. They concluded that social media offers substantial
information about bitcoin’s acceptance among the general public and daily fluctuations in its
market. The research team suggests that the “follow-the-influencer behavior exists in the bitcoin
market by finding a significant relationship between influencers’ tweets and bitcoin price
return.” Based on the result of the research, the team proposes that social media is an indicator
of future bitcoin prices. Additionally, a study was done by Peng, Urquhart, and Wang to
determine the relationship between the number of tweets on Twitter referring to Bitcoin and
whether they are useful in forecasting future realized volatility (RV), volume, or returns. They
found that in the period between September 2014 and October 2017, tweets are associated with
changes in BTC trading volume. However, in the period from October 9 2017, to August 31,
2018, they found a significant effect on both RV and volume. In conclusion, the studies show
that the number of previous day tweets is a significant driver of Bitcoin RV and volume but
was not a significant predictor of BTC returns (Shen, Urquhart and Wang, 2019).

However, Guegan and Renault's paper Does investor sentiment on social media provide
robust information for Bitcoin returns predictability? (Guégan and Renault, 2020)
concludes that for high frequencies up to 15 minutes, the sentiment of messages sent on
StockTwits about Bitcoin has a statistically significant and positive effect on return in the
following period but “did not find any significant relationship consistent with previous results
on the literature (past information published on social media) on the efficiency of the market
on a daily frequency”. The team used two types of data: 1. trade data to compute intraday BTC—
USD returns; 2. StockTwits data to measure investor sentiment and investor attention. By
presenting the results for two sample periods (bubble, August 2017 - April 2018, and post-
bubble, May 2018 - December 2019), the team concludes that it is difficult and almost
impossible to generate abnormal profits by trading on the information derived from the social
media data used in the study. Based on the above research results, the overall relationship
between social media posts and bitcoin return remains unclear. | wish to narrow down the
targeted range of tweets to the top tweets by influential accounts on Twitter to study if celebrity
tweets have an influence on BTC price and trading volume.

3. DATA AND METHODS
3.1. Data
Twitter data: Using a python program accessing Twitter’s advanced search function, I initially

gathered all tweets having more than 10,000 likes and containing the keyword “bitcoin” through
July 20221,

! Due to limitations of Twitter’s advanced search, it is possible that some tweets meeting the required 10,000 likes were not
captured.
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Each observation in the dataset contains:

1) The full content of the tweet

2) The date that it was posted

3) The number of likes

4) The number of followers the account has

There were initially 360 tweets meeting the criterion of referencing “bitcoin” and having 10,000
likes. I then dropped any tweets from accounts with fewer than 100,000 followers and those
that were not directly related to bitcoin, resulting in a final dataset of 280 tweets. | manually
classified each message’s attitude towards bitcoin to be positive, negative, or neutral: of the 280
tweets, 242 were positive, 20 were negative, and 18 were neutral. Bitcoin data: | collected BTC
price and trading volume data from https://bitcoincharts.com/, where we manually collected the
price in the minute when each tweet was posted, as well as 4 hours and 24 hours after the tweet
was posted. Each observation’s bitcoin trading volume represents the number of trades in the
hour before the hour the tweet was posted, as well as in the hour 4 and 24 hours later?.

3.2. Method
We run regressions of the following form:

outcomel.=/)70+ /)’l- positive . + /52- negative + &

where the outcome is the change in log price or log volume over a 4-hour or 24-hour period.
We test whether positive and/or negative tweets result in different changes in price or changes
in trading volume compared to neutral tweets, as well as whether these changes are different
from zero (for example, testing the null hypothesis Byt B, =O).

4. RESULTS

Table 1 presents descriptive statistics for the sample, where Likes1000s is the number of likes
the tweet received in thousands, Price0 is the price at the time the tweet was posted, Price4 is
the price 4 hours later, Price24 is the price 24 hours later. VolumeO is the trading volume in the
hour before the tweet was posted (in BTC traded), Volume4 is the trading volume 4 hours later,
and VVolume24 is the trading volume 24 hours later.

Obs Mean Std. Dev. Min Max

Likes1000s 280 39.64786 72.76391 10 854.7
Price® 280 38088.72 15744.94 5297.89 66665.25
Volume® 280 294.8131 457.3522 1.89 3250.54
Price4 280 38238.56 15865.83 5538.28 66637.16
Volume4 280 333.4464 541.3324 11.12 6258.38
Price24 280 38178.45 15726.67 5504.91 66710
Volume24 280 303.0846 545.0407 4.69 6148.98

Table 1: Descriptive statistics

Table 2 presents the results of the four regressions, where each row represents a separate
regression. The “Positive” column represents the total effect of a positive tweet on the
dependent variable (i.e. B_0+p_1).

2 That is, for any tweet posted between 18:00 and 18:59, we use the 17:00-18:00 flow data as the pre-tweet volume for that
observation.
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The “Negative” column represents the total effect of a negative tweet on the dependent variable
(i.e. p_0+B 2). The “Neutral” column represents the total effect of a neutral tweet on the
dependent variable (i.e., f0). With the exception of positive tweets affecting volume 4 hours
later and neutral tweets affecting volume 24 hours later, | find no statistically significant effects.
The 4-hour volume effect might simply be an artifact of people tending to post tweets at a time
of day when trading volume is about to pick up, and the 24-hour volume effect is a very noisy

estimate (also note that we are not adjusting p values for multiple comparisons).

Dependent Variable Positive (se) Negative (se) Neutral (se)

4-hour change in log price .0024855 .0031801 .0066202
(.0015479) (.0053842) (.0056755)

24-hour change in log price 0013874 .0140191 .0190836
(.0033825) (.0117659) (.0124024)

4-hour change in log volume 1715928** -.2074585 3264773
(.0607944) (.2114736) (.2229128)

24-hour change in log volume .0184265 -.2502362 .5493553*
(.0676056) (.2351665) (.2478872)
*p<0.05 **p<0.01

Table 2: Regression results

5. DISCUSSION

Recent years hype on cryptocurrency, especially on bitcoin, has pulled much media attention
on them. At the same time, it captured many celebrities’ eyes, and we started to see more crypto
discussions on Twitter. This paper studies the relationship between popular tweets by celebrities
and bitcoin price returns. We found that these tweets do not show very little relationship
between the price and flow of Bitcoin. After doing regression analysis, we found there is a
positive relationship between a positive tweet and bitcoin flow. However, we failed to find any
relationship between the price and celebrities’ tweets. We recommend potential Bitcoin
investors not put too much attention on popular tweets and posts made on Twitter by celebrities.
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ABSTRACT

After the political and socio-economic changes that occurred three decades ago, the interest in
Bulgaria by foreign investors has grown. The traditionally good political, cultural and trade
relations between Bulgaria and Germany, dating back to the end of the 19th century, were
resumed. Trade exchange between the two countries, albeit with certain fluctuations, is
constantly growing and in 2021 it is almost 10 billion euros. German investments in Bulgaria
are also growing. About 30% of the 100 largest investors in Bulgaria are German or with
German participation. German investments are evenly allocated to industries and regions of
the country. The paper emphasizes the advantages that Bulgaria has and can offer to German
investors, as well as the challenges that must be solved both at the country level and at the
business level.

Keywords: advantage, Bulgaria, destination, Germany, investments

1. INTRODUCTION

Since the establishment of the Third Bulgarian State, when Alexander Battenberg became the
first Bulgarian prince after the Liberation of Bulgaria, the close political, commercial and
cultural relations between Bulgaria and Germany began. They strengthened and deepened after
the election of the German prince Ferdinand | of Saxe-Coburg and Gotha as Bulgarian prince.
Bulgaria was an unchanging ally of Germany until the mid-1940s. Trade and cultural exchange
between the two countries, although less intense, continued during the Cold War. The political
changes at the end of the 1990s affected both Bulgaria and Germany. A new beginning was
made for relations between the two countries on a new political and economic basis. It is
remarkable that the accession of Bulgaria to the European Union was during the German
Presidency. Over the past three decades, relations between the two countries have been marked
by growing trust and active cultural and trade exchanges. Commodity turnover between the two
countries is constantly growing, and according to data from the Federal Ministry for Economic
Affairs and Energy of Germany, in 2021 it is almost 10 billion euros (9.802 billion euros), with
an increase of 19.43% compared to 2020. German investments in Bulgaria, although with
certain fluctuations, are also growing. For the period 2017-2021, the volume of German
investments is 1 136 billion euros. For comparison, for the previous five-year period (2012-
2016), their volume was 675 million. Proof of the significance of trade and economic relations
between the two countries is the opening in 2004 of the German-Bulgarian Chamber of
Industry and Commerce (GBCIC). Bulgaria is becoming an increasingly attractive location for
German investments.
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Due to the challenges of the war and the COVID-19 pandemic, many German companies are
moving their technical production closer to their main European markets. The number of these
companies in Bulgaria exceeds 5 000. At the same time, many companies from Germany have
already chosen our country and are sharing their positive experience. Among them are FESTO,
Wiirth, Ottobock SE, Liebherr, etc. In 2021, the Bavarian company “FlihVus” chose Bulgaria
to establish its “Knowledge New Sofia” — the company's competence center for activities from
IT and digitalisation to marketing and accounting. The Center plans to hire 250 highly qualified
specialists, of which around 60 are currently appointed. At the same time, investment projects
are being launched in the field of the production of automotive components and in the field of
information and communication technologies, which will create nearly 3 500 new jobs in
Bulgaria (Money.bg, Targovsko-promishlena palata — Stara Zagora). German investments in
Bulgaria have been positively evaluated not only by business, but also at a high political level.
As Bulgarian President Rumen Radev notes, German investors in Bulgaria “deservedly won
their most valuable capital — trust. About 30% of the 100 largest investors in Bulgaria are
German or with German participation. Investments are evenly allocated to industries and
regions in the country, more than half of them are “greenfield investments” — through the
creation of a subsidiary company or affiliate — an indicator that German companies consider
the business conditions in Bulgaria to be attractive and have intentions for a long-term presence
in the country” (Yearbook of GBCIC, 2022). This paper examines the main advantages of
Bulgaria as an investment destination, from the point of view of the members of the German-
Bulgarian Chamber of Industry and Commerce. Attention is also paid to the problems and
challenges they face in Bulgaria.

2. THE ADVANTAGES OF BULGARIA AS AN INVESTMENT DESTINATION
Bulgaria can be an attractive destination in medium-term planning, which aims to relocate the
business of companies seeking to shorten supply chains and invest in countries in the region
offering all the advantages of the single European market. The most important prerequisites for
Bulgaria's attractiveness are stable macroeconomic indicators and a favourable investment
climate in the years before the coronavirus pandemic, as well as maintaining the lowest EU tax
rates, production and operating costs, in combination with an educated and highly qualified
workforce. Low capital costs, together with low production and operating costs largely
determine the choice of location for the investment. Bulgaria has a lot to offer — the prices of
electricity and natural gas, mainly necessary for industry, are close to those in the EU. Low
salary costs are particularly attractive to investors. The country has enough well-qualified
employees who speak foreign languages and are ready to work for foreign companies. Thus,
investors get excellent quality at a lower price. Macroeconomic stability and sound fiscal policy
are prerequisites for sustainable convergence. Bulgaria is making progress in overcoming
macro-economic imbalances in its economy. Sustainable convergence also requires stable
institutions and a healthy institutional environment. Countries must have well-functioning
goods and services markets and labour markets, which is essential to deal with macroeconomic
shocks.

Table following on the next page
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UN membership 1955

WTO membership 1996

a NATO member 2004

an EU member 2007

Territory 110994 sg. km

Population 6.9 million

Skilled workforce Highly educated young people speaking at

least one foreign language - English,
German, French

Business expenses Lower expenses compared to other EU
countries
Industrial parks 67
Attractive location Strategic geographical position in the
Balkans and in Europe, access to the sea

Economic Growth Stable economic growth and a good

investment rating (according to S&P,
Moody's and Fitch)
Tax structure Lowest corporate tax in the EU

Table 1: Advantages in the choice of Bulgaria as an investment destination

Regarding the attraction of foreign direct investment (FDI), Bulgaria can offer good conditions
to foreign investors. In the period 2017-2021, the inflow of FDI shows a constant growth and
Bulgaria remains a preferred investment destination for the leading European economies.
Recent surveys by GBCIC in Sofia show that 97% of German companies that have already
made investments in the country would make the same choice and are even ready to expand.

3%

\

97%
=Yes =No

Figure 1: Willingness of companies to invest again in Bulgaria
(Source: Yearbook of GBCIC, 2021)

The German-Bulgarian Chamber of Industry and Commerce's 2021 survey covered 60 chamber
member companies, of which 31% were large enterprises with more than 250 employees. The
answers to the question: “How satisfied are you with the mentioned factors for Bulgaria?” are
illustrated in Figure 2.
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m? 3
Tax burden 22

17
I 19

Predictability of economic policy 10 §ﬂ

8 29

Infrastructure (transport, ICT, energy) 20 39

51

I 12 30

Access to subsidies (public and EU) 16 39

EU membership 14
41 46

Labour costs 36 53

m Dissatisfied = Rather dissatisfied = Moderately satisfied = Satisfied = Very satisfied

Figure 2: Distribution of replies to the question: “How satisfied are you with the mentioned
factors for Bulgaria?”, in %
(Source: Yearbook of GBCIC, 2021)

The satisfaction with the mentioned factors shows that the main advantages of Bulgaria as a
business destination can be formulated as follows:

e strategic geographical location and the country's EU membership with all the resulting
benefits for business and people;

relatively cheap labour force with good qualifications;

the tax burden, which remains the lowest in the EU;

predictability of the government's economic policy;

access to subsidies, incl. EU grants;

relatively well-developed infrastructure.

3. CHALLENGES FOR THE BUSINESS AND THE STATE

The survey shows that, in addition to the good practices and advantages that Bulgaria offers,
foreign investors also face a number of problems and vicious practices. The majority of
respondents (71%) are dissatisfied with the fight against corruption and crime in Bulgaria. Only
2% answered that they were rather satisfied. According to the Corruption Perceptions Index of
Transparency International (Corruption Perceptions Index, 2021), the “black sheep of the EU”,
as Bulgaria is often called, ranks last among the EU member states. Despite political statement
to fight corruption, there are no convictions on corruption charges in Bulgaria. Corruption
undermines the foundations of fair market competition, creates uncertainty, deters potential
investors and sometimes forces actual investors to pull their businesses out of the country. The
problem of corruption in Bulgaria is persistent because of the ineffective fight against it or
simply because of the reluctance of the institutions to fight this malpractice.
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Regardless of the reasons, the result is a poor economic climate and lost investor confidence.
Directly related to the corruption problem is the issue of transparency of public procurement. It
IS no coincidence that here again 70% of the respondents express their dissatisfaction. Practice
shows that the most common violations in awarding public procurement, established by the
authorities of the Audit Chamber, are the division of public procurement in order to circumvent
the application of the law, discriminatory requirements in the criteria for selecting participants
in the procedures, mixing criteria for selecting participants with indicators for evaluating
effects, concluding public procurement contracts in violation of the law, unjustified amendment
of public procurement contracts, unjustified application of negotiation procedures without
notification under the Law on Public Procurement, non-compliance with the deadlines for
sending various types of information for entry in the Register of Public Procurement, incorrect
application of the requirements for the award of small public procurement, etc. (Katsarova,
2010). Only for 2020, violations found by the Public Financial Inspection Agency were 461,
which is almost a third of the 1 520 public procurements inspected. All these violations lead to
unequal status of the participants in the tenders and to the deterioration of the public
procurement market. Almost half (46%) of companies express dissatisfaction with the work of
public administration, which is a reflection of the institutional foundations of how countries are
governed. Trust in public administration is declining, with only 15% satisfied companies,
compared to 23% in 2019. In the Public Administration Development Strategy it is noted that
“the quality of public administration has a direct impact on the economic environment and is a
key factor in promoting productivity, competitiveness and economic growth”. Therefore,
business has greater expectations of institutions and their activities to ensure compliance with
the rule of law, transparency and equality. Legal certainty is a principle in national and
international law which holds that the law must provide those subject to it with the ability to
regulate their conduct. Legal certainty, generally speaking, is related to the ability of business
entities to predict their future behaviour and actions with a high degree of probability. More
than half (56%) of the surveyed companies are not satisfied with legal certainty. This is
alarming as investors expect sound legal systems, consistent application of laws, clear and
predictable legal provisions that cannot be changed retrospectively. Regarding political and
social stability, the level of satisfaction is below the average level for Central and Eastern
Europe (10%). Businesses need not only educated young people in general, but those with
certain knowledge, skills and competencies. In recent years, interest in vocational education has
been declining, with the number of students in vocational high schools decreasing at a faster
rate than the number in comprehensive schools. This fact is alarming for business, because the
shortage of qualified personnel, a problem for all European economies, limits the opportunities
for business growth, for undertaking new business ventures. Almost half of the companies
express dissatisfaction with the quality of vocational education in Bulgaria (17% are satisfied).
Closely related to this problem is the issue of the availability of workers/employees with
specialized knowledge and skills. More than half of the surveyed companies (55%) negatively
evaluate the opportunities to hire such people and point to “lack of qualified labour” as one of
the main risks for the development of their companies. In addition, this lack leads to an increase
in labour costs (60% of respondents). The high percentage of attitudes/propensity of German
companies to invest in Bulgaria in 2021 (97% — see Figure 1) can be interpreted as a good
overall assessment of the environment for doing business in Bulgaria, regardless of
dissatisfaction with corruption and the legal order in the country. According to the head of the
German-Bulgarian Chamber of Industry and Commerce in Sofia — Mitko Vassilev, it is rather
a result of the general dissatisfaction in Bulgaria, since in the opinion of the respondents
“German companies remain almost unaffected by the problem of corruption” (Nering,
02.10.2021). Moreover, 50% of them give Bulgaria the highest or second highest rating as a
business destination (Nering, 02.10.2021).
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Regarding this factor, the opinion of German companies has remained unchanged for the last
more than 20 years. In 2010, not expecting an improvement in the domestic business climate,
every nine out of ten companies would choose to invest in Bulgaria again, perceiving Bulgaria
as a good place to invest, much better than Germany, Slovenia or Slovakia (Harizanova &
Markov, 4.08.2010). Such a standpoint of German business in general can be interpreted as a
probable future focus of its strategic investment activity, a priority role in the formation of
which is played by various factors, but not the potential use of financial resources from
European funds — according to 79% of respondents. For only 21% of them, the possibility to
use financial resources from the European Union funds is of essential/decisive importance when
making a decision to start a business venture in Bulgaria (Nering, 02.10.2021) (see Figure 3).

13% 8%

13% They are decisive

They strongly influence

17% the decision

They have little influence
on the decision

They are not relevant

= We do not take advantage
of them as investors

49%

Figure 3: Distribution of answers to the question: ,,How does the allocation of the European
Union funds affect your investment decisions?”’
(Source: Yearbook of GBCIC, 2021)

The structured response of the respondents shows that, regardless of the presence/absence of
the additional accelerator “European funds of doing business” (strategic initiatives, structural
funds, operational programmes, etc.), investment intentions remain in the positive measurement
scale. General positivism dominates and forms a sustainable trend of a favourable definition of
the destination Bulgaria. The adverse effects of COVID-19, hard to predict geopolitical
environment, disrupted logistics chains and the highly uncompetitive price level of resources
complicate the decision-making process and have a negative impact on the tolerable level of
business risk, but the strength of their adverse impact is in a relatively uniform range for almost
any country as a potential business location. After 2020 and especially in 2022, the conceptual
framework for assessing the attractiveness of business destinations changes significantly in
terms of focus, priority indicators and permissible assessments. Basically, the specific screening
of the business sector, the accumulated experience, the availability of timely reliable
information, the established business contacts and the individual personal feeling of a
successful localization alternative will be the factors that will have the greatest impact on the
decision for German companies to implement entrepreneurial ideas in Bulgaria (or another
destination). Good traditions and the significant presence of German companies as the second
largest foreign investor will have an additional positive influence on future business intentions.
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4. CONCLUSION

The general review of the data on trade exchange, investment and business relations between
Bulgaria and Germany confirms entrepreneurs’ positive attitudes towards Bulgaria as a
business destination. However, a deeper analysis of specific factors of the business environment
reveals a number of “pitfalls”, problems and challenges. Business, regardless of nationality,
expects decisive action. Long-delayed and neglected by the state issues — for quality academic
and professional education, for ensuring transparency in public procurement, for a stable and
predictable economic policy, for dealing with corruption, must be resolved.
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ABSTRACT

Environmental awareness has emerged in the past hundred years, but, surprisingly, the gradual
improvement of the natural environment in a large number of developed countries comes not
only from the enhancement of government and public awareness of environmental protection
but also from the countries in the Global South that has been polluted after globalization:
transboundary movement of hazardous wastes, global timber trade and deforestation in
developing countries, wildlife trade and loss of biodiversity, the international proliferation of
toxic chemicals and the transfer of pollution-intensive industries to the global South. For the
Global South, environmental protection, population pressure, and other issues are far less
important than national development because they face the pressure of poverty, hunger,
disease, and survival every day. This article will first describe how four main theories of
international relations view this issue and demonstrate that the International Trade
Organization and the Global North have the ability and right to help the Global South protect
the environment when the Global South still cannot do so.

Keywords: Climate Change, Global South, energy, greenhouse gases, pollution

1. INTRODUCTION

The turbulence of climate change threats we live in can be explained by the fact that people
have taken their eyes off the primary goal of achieving sustainable human development. We
have been preoccupied with finding new ways of making money while ignoring critical issues
such as pollution and climate change. The existence of these global threats is a clear indication
that the collective efforts to achieve sustainable economic growth have pre-maturely failed.
However, there is still hope. We can still save the world if we collectively try to change our
mindset and focus on what matters. While the WTO has primarily been criticized for its focus
on free trade (including removing tariffs and quotas), it has recently begun addressing
environmental issues. This paper will tackle the World Trade Organization's capability in
combating climate change, offer the emerging economies a global agreement on environmental
protection, renewable energy, and the global community effect solutions to pollution, scrutinize
the impact of international trade, offer national policies mitigating the issue, analyze the ability
of WTO and Global North in saving the South, and provide the study's literature.

2. THEORETICAL PERSPECTIVES

There are four major theoretical perspectives on political science. First, there is realism which
states that international relations are based on power only (Copeland and Taylor, 1994, 755).
Second, neo-liberal institutionalism states that interdependence can lead to cooperation (Meng
et al., 2018, 4). Finally, social constructivism and critical theory, which state that some policies
may lead to equality (Fuhr, 2021, 2724). In the context of the threat of climate change, the
metastasis of the tumor is the inevitable result of global resource allocation because countries
like China and India have started with a head-start regarding manufacturing.
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They have been doing this for over forty years and hence cannot immediately stop increasing
their production (OECD, n.d.). This will consequently harm its environment as well as other
countries' ecosystems. The climate change problem we live in is the result of the last five
decades of neo-liberal policies (Krugman et al., 1995, 357). One specific example is that
international trade, as it is today, has metastasized because of the expansion of capitalism across
borders (Lund-Thomsen, 2009). International trade has also been caused by a lack of global
resource allocation for environmental protection and people's standard of living (Meng et al.,
2018, 6). The global nimby deception does not exist because there are no objective reasons for
its existence: pollution can be controlled by adequate regulations; its control does not include
any significant cost. Because most politicians and business people do not understand this simple
fact, they think that a regulation would affect their profits; hence they oppose it and prefer to
impose a market system that actually aggravates the problem (OECD, n.d.). They would instead
let the planet rot than take action against pollution!

3. THE WORLD TRADE ORGANIZATION CAPABILITY IN COMBATING
CLIMATE CHANGE

The World Trade Organization (WTO) has been criticized for causing harm to developing
economies. However, many developing countries have actually benefited from membership in
the WTO (Narlikar, 2019, 134). This paper investigates the impact of WTO membership on
greenhouse gas emissions in developing countries by exploiting within-country variation due
to differences in climatic conditions. Using annual data on CO2 emissions and GDP from 139
countries between 1995 and 2017, one finds that countries with hotter climates are more likely
to experience a reduction in greenhouse gas emissions following their accession to the WTO
(Narlikar, 2019, 137). Moreover, one finds no significant evidence for an offsetting increase in
non- CO2 emissions after trade reform (Narlikar, 2019, 141). The findings suggest that
removing tariff barriers increases production efficiency, leading to lower greenhouse gas
emissions per unit of output, even though consumers may face higher prices once tariffs on
imported goods are removed. Furthermore, there is no evidence that countries with hotter
climates tend to rely more on emissions-intensive goods after accession to the WTO (Narlikar,
2019, 144). As such, there is no evidence of a trade-related climate externality in greenhouse
gas emissions. On the contrary, the results suggest that WTO membership contributes to
furthering climate policy objectives by decoupling economic activity from greenhouse gas
emissions (Kumar, 2021, 462). From the perspective of those who believe in introducing a
carbon trade, market-based instruments are often seen as the most effective way to reduce
greenhouse gas (GHG) emissions (Krugman et al., 1995, 366). However, unlike other forms of
taxes or subsidies, CO2 trading has not gained momentum due to opposition from both industry
and environmental groups. Among all global agreements, there is a tendency within the global
North to treat climate change initiatives as a threat and prioritize economic growth over
environmental sustainability. This has become a widespread belief in the United States and the
European Union, as evidenced by recent decisions to leave the Kyoto Protocol and move
forward with the Paris Agreement (Kumar, 2021, 462). There is a strong consensus among
financial institutions that carbon markets lead to higher emissions reductions, but the industry
remains cautious (Fuhr, 2021, 2733). While carbon markets may be more effective at
eliminating some of the risks associated with regulation, they can also be detrimental to
consumers of fossil fuels such as coal and oil. Warmer winters in Europe have increased
demand for heating oil, causing arise in prices (OECD, n.d.). According to Litonjua (2010, 53),
proponents of carbon trading believe it can enhance efficiencies across all sectors in producing
electricity, agriculture, and transportation fuels. In response, campaigners in the global South
have turned to constitutional and political means of defending the climate through international
law.
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For example, as a reaction to perceived industrialist dominance, in 2008, Bolivia and Ecuador
passed laws limiting greenhouse gas emissions and requiring industries to reduce their impact
(Narlikar, 2019, 133). More recently, 16 American states have signed on to Initiative 21, which
aims to fight climate change by limiting vehicle emissions (Narlikar, 2019, 137). While all these
initiatives are commendable, they fail to fully assess the ability of CO2 trading markets to
address GHG emissions. This is because CO2 trading is a financial market solution that trades
emissions permits among businesses rather than obligating companies to reduce their overall
output of GHGs by cutting down on fossil fuel use. As a result, CO2 trading is not as effective
at reducing carbon as some other policy options. However, this does not mean CO2 trading
cannot be used effectively. In response to these concerns, policymakers are drawing on the
lessons from history and adapting the mechanisms of the Kyoto Protocol to allow for carbon
trading (Gupta, 2016, 4). This can be done by creating unique markets for CO2 permits that
meet strict performance requirements and by not including fossil fuel industries in these
markets. It is also essential to set up strict rules about how governments can use these markets
for policy purposes. Climate change is a global challenge requiring a coordinated effort by
countries worldwide. The World Trade Organization (WTO) does not have a mandate for
multilateral environmental agreements (MEAs). The WTO is currently struggling with the
question of interfering with national laws and regulations in the area of climate protection. Since
11 January 2016, the dispute settlement body has been confronted with cases where parties
claim to comply with their obligations under an MEA without changing their national law or
regulation (Kumar, 2021, 462). In these cases, WTO members risk being unable to take
effective action on climate change as they will be bound by their international commitments
rather than policies driven by national priorities.

4. SOLVING THE POLLUTION PROBLEM

4.1. Emerging Economies

A new kind of international trade should be encouraged as part of the solution to the pollution
problem and arouse national awareness of environmental protection while ensuring that there
is still space for development in the global south. This is an emerging economy based on
developing countries' needs, focusing on local economic development priorities to achieve
environmental objectives at the least cost in terms of pollution generation. The main
characteristic of this emerging economy is that the primary responsibility for environmental
protection lies with the target countries (Meng et al., 2018, 7). The early stages of an emerging
economy are typical phases of development but have not yet reached a state of maturity in
which the economy can function without external support. Therefore, many countries (such as
China and India) are encouraged to take advantage of this opportunity and become part of the
emerging economy (Lund-Thomsen, 2009). In many cases, these countries also have extensive
experience in environmentally sound development, having learned from their developed
neighbors' mistakes and their own past experiences. Emerging economies will grow faster than
developed ones due to their growth strategies (Litonjua, 2010, 57). Therefore, a downturn in
developed countries will positively impact emerging economies' economic expansion. Four
steps can summarize the concept of the emerging economy: First, these countries have
undergone a period of high and sustained growth. Second, their economic performance has been
part of a distinct pattern from the developed world. Third, these new economic players are not
only slowing down but also decelerating in their overall rate of progress toward industrialized
status. Fourth and finally, despite often high per capita income levels, these countries still incur
massive deficiencies in human development indicators compared to advanced economies such
as the United States and Western Europe (Levinson, 2009, 2182). The problems associated with
developing high-pollution cities in developing countries are manifold.
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The growth of cities, and concomitant increases in income and consumption, have been
associated historically with rising pollution levels—and this trend is continuing as urbanization
has been accelerating in many developing countries (Lund-Thomsen, 2009). Growing pollution
in the Global South caused by international trade is considered a global problem that can be
addressed by recognizing the urbanization and industrialization process in developing nations
and its environmental challenges (Meng et al., 2018, 2). By making efforts to achieve
sustainable development at an early phase of industrial growth, it will be possible to reduce
CO2 emissions significantly. The problems associated with the development of emerging
economies are many. A significant portion of the world's population lives in poverty and
without access to basic services, such as water and sanitation (Lund-Thomsen, 2009). Increased
international trade has been associated with a shift of manufacturing from developed to
emerging ones, resulting in severe environmental degradation and human health impacts on
local populations at risk (Litonjua, 2010, 61). The United Nations estimates that more than 140
million people do not have access to safe drinking water, and 2.6 billion people lack sanitation
facilities (Martinez-Santos, 2017, 514). In addition to the apparent health impacts on
individuals, poor environmental conditions have a negative impact on economic development.
The World Health Organization (WHO) estimates that poor environmental conditions kill 1.7
million children under age five annually in developing countries through diarrheal disease and
other causes related to contaminated water or inadequate sanitation facilities (World Health
Organization, 2022). The health of the global environment is threatened by pollution, resource
depletion, and climate change. The world's population is growing at an alarming rate, which
has reduced natural resources such as clean water and arable land. The lack of access to safe
drinking water and adequate sanitation facilities are major causes of disease transmission and
mortality worldwide. Emerging economies face the dual challenge of a fast-growing population
and increasing demands for consumer products, including food (OECD, n.d.). The rapid
urbanization that accompanies economic growth leads to high pollution levels in cities, which
can negatively impact human health. In addition, emerging economies tend to have limited
resources to devote toward infrastructure development and public health programs. In many
emerging economies, the gap between rich and poor is widening, which has led to increased
crime and violence (OECD, n.d.). The increasing frequency of natural disasters such as floods
and droughts has added to the complexity of dealing with these problems, in addition to
aggravating existing health issues within affected communities. Opportunities exist for new
governments and communities to control air pollution and lead efforts for environmental
improvement. Past governments have sometimes not been fully committed to environmental
protection or lacked resources or institutional capacity (Lund-Thomsen, 2009). This is why
many countries have now formed environmental protection departments. Development
strategies are dictated by the economic cycles and tend to generate economic waste. In order to
reduce the economic waste induced by the boom-and-bust cycle, emerging economies must
adopt sustainable development strategies toward more efficient energy policy, conservation
measures, and urbanization. The emerging economy should focus on sustainable development.

4.2. Global Agreement on Environmental Protection

There are many ways of solving the problem of pollution in the Global South. One solution is
to have a global agreement on environmental protection. This would require a worldwide pact,
which is unlikely to happen soon. One approach to achieving a global agreement that might
work is to start with more minor agreements first; if these prove successful, more countries will
join until there is worldwide cooperation on environmental issues. For example, suppose some
of the poorest countries can be convinced (by themselves as much as anybody else) that they
benefit from protecting their environment and not polluting it. In that case, these applications
can be scaled up to cover all countries.
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In other words, small agreements can be used as stepping stones to achieve some form of global
agreement finally. The small agreements could also achieve regional coverage before the larger
ones are initiated. A group of countries might agree to stop certain activities polluting their
environment and/or harming the poor people in their countries. Some of these activities will be
obvious such as stopping industrial and agricultural pollution. A more difficult problem is what
about something like burning cow dung for cooking, which many people in the Global South
practice? By most environmental standards, this activity would look relatively benign compared
to, say, a factory pouring toxic chemicals into a river. Nevertheless, many people in the Global
South still burn cow dung for their cooking (Gupta, Aneja, and Rana, 2016, 4). The idea behind
this approach is that if these people can be persuaded to stop this practice, others will want to
do the same thing. This will pressure these other people to stop the activity, and thus the
movement towards stopping it can begin. The objective of a global agreement is to make it
possible to have good environmental policies in all countries. One way of achieving this is by
giving some countries more money or resources to fulfill their obligations under an agreement
they have made as part of the given agreement (OECD, n.d.). Another way would be to give
more enforcement powers to officials in the countries that signed the agreement (OECD, n.d.).
Essentially, for a country to fulfill its obligations under an agreement, it must have the resources
and tools to enforce the agreement. If this cannot happen, then agreements on environmental
protection will not be able to do much of anything. It is difficult for governments to enforce
laws protecting their environment because the laws themselves are usually very vague and hard
to understand (Lund-Thomsen, 2009). For instance, it is difficult for people in rich countries
who are already living under good environmental standards (like air pollution controls) to
understand and implement such laws. It is even harder for people in the Global South, who are
used to living without such controls. It makes sense from an economic point of view that if we
have air pollution controls in a country, we have to have some way of enforcing them. However,
a fundamental problem with economic reasoning is that it does not consider how populations
respond to incentives. The same person or government may be very costly to persuade for one
particular law and then very cheap for another law. In other words, some laws are too expensive
and/or will be ineffective, and others are too cheap and/or effective. Economic reasoning does
not address both the costs and the effectiveness (enactment) of these laws.

4.3. Renewable Energy

The growing importance of international trade in industrial goods and services is likely to
significantly impact the environment (Lund-Thomsen, 2009). In particular, trade liberalization
could contribute greatly to environmental problems in the global South, such as pollution from
exports from industrial North countries, such as China, to the South (Fuhr, 2021, 2741).
Reducing CO2 emissions through renewable energies is integral to reducing global warming
and its adverse effects on humans and ecosystems. The significant advantage of renewable
energy is that it is not subject to depletion or pollution. Renewable energies provide fuel
sources. The use of non-fossil fuels is becoming increasingly important in the fight against
global warming, with the potential to supply most of the world's energy needs without creating
an enormous burden on the environment (Litonjua, 2010, 72). The use of traditional forms of
fuel such as coal and petroleum has resulted in severe environmental damage during extraction,
processing, and transportation. Alternative non-fossil fuels include wood (e.g., wood pellet),
hydroelectricity (e.g., hydropower), solar power (e.g., solar photovoltaic panels), and wind
power. While these advantages for renewable energy sources make them a preferred source of
energy, there is the question of the economic viability of the renewable energy industry (Lund-
Thomsen, 2009). According to energy experts, the future will see a drastic decline in oil
consumption as countries switch to alternative forms of traditional fuels such as solar and wind
power (OECD, n.d.).
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Conventional fuels for electricity generation — such as coal, gas, and oil — have declined as
countries have increasingly relied on cleaner sources, including nuclear power, hydroelectricity,
and renewables. Renewable energy sources (including biofuels, solar, wind, geothermal, and
hydropower) now constitute almost a quarter of the world's total installed power capacity.
Thirty countries now use more renewable energy as a share of their power generation than fossil
fuels (Mustafa, Ghazali, and Yuniza, 2022, 86). The International Energy Agency has
recommended that 20 percent of the energy consumed in transportation should come from
renewable sources by 2030. If this target is to be achieved, the use of biofuels will have to
double by 2025 (Mustafa, Ghazali, and Yuniza, 2022, 94). Biofuels are an alternative source to
petroleum as a fuel in vehicles, boats, and aircraft due to their efficiency in comparison with
oil-based fuels (Levinson, 2009, 2187). Biofuels are used to fuel automobiles and small-scale
aviation to help the environment by reducing carbon emissions. Biofuels provide a sustainable
solution to global warming, as they can be produced from biomass waste such as plants, stalks,
and straws. They are also considered a renewable energy source due to their ability of
sustainability and regeneration. Biofuels' production involves converting raw food into fuel
through anaerobic digestion or fermentation process (Owusu and Asumadu-Sarkodie, 2016,
303). Itis not only a huge environmental issue but also poses ethical dilemmas. Some countries
are directly promoting biofuels in order to meet their energy demands from renewable energies.

4.4. The International Community Effect

As an active member of the international community, the United States should take more
vigorous action to protect the environment and alleviate the pollution problem caused by global
economic activity. The first step is to work with other countries to reach a consensus on binding
agreements that protect not just American interests but also global health and welfare (Litonjua,
2010, 76). A second step would be for multinational companies operating in the global south to
adopt cleaner technologies compatible with the local environment; they will have to accomplish
this transition over time (Mustafa, Ghazali, and Yuniza, 2022, 88). If these changes are made,
there should be space for development in the global south and a greater quality of life for its
inhabitants. According to many environmental experts, the concern over climate change should
be considered an urgent international security threat. The only way to protect our planet is to
end the exploitation of fossil fuels. The international community needs to take this issue more
seriously and start taking immediate steps toward energy independence. This can be done by
better understanding how to produce, transport, store and use energy with less of an impact on
the environment. After the fall of the Soviet Union and the end of its political and economic
challenges, Russia has once again emerged as a global player. Russia is a significant player in
many international issues, from terrorism to environmental protection (e.g., nuclear
nonproliferation). A major concern for Moscow has been ensuring that its energy security issues
are not jeopardized by Western influence (Levinson, 2009, 2188). Russia believes that it has a
great interest in achieving sustainability by becoming energy independent thanks to its own
resources (Mustafa, Ghazali, and Yuniza, 2022, 87). In order to achieve this goal, Moscow has
begun to develop renewable resources such as hydroelectricity and solar power. Major
international players should reciprocate mother nature's good deeds by ensuring that substitute
energy sources are employed to eliminate the upward trajectory posed by climate change.

5. POLLUTION IN THE GLOBAL SOUTH

The pollution of the global south by transnational production and trade has become one of the
most critical topics in contemporary economic discourse. The literature on this subject can be
broadly divided into two areas: one emphasizes the impact of international trade agreements
and their insufficient environmental standards on the environment and development of poor
countries and regions; another is more focused on how national policies can mitigate this
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negative impact. This paper argues that both approaches have limited potential for addressing
the problem as long as no real international cooperation exists between developed and
developing nations.

6. EFFORTS TO SAVE THE SOUTH

The World Trade Organization (WTQO) is at the center of international trade and has become an
essential factor in international resource allocation. However, the global environment has
become a serious issue, and global environmental protection must be maintained. Therefore,
the World Trade Organization should take on more responsibilities to help improve
environmental quality, particularly in the South. At the same time, China is one of the largest
economies in the world, and its economic policies have affected other countries. It is located in
a region where the environment is severely polluted (Levander and Walter Mignolo, 2011, 11).
Therefore, China should do more for environmental protection with higher responsibilities in
this area. Despite these changes, international trade has had social and environmental costs that
should reduce to create a better environment as predicted by ecological economics. Many
scholars call for a "Green New Deal" to raise living standards while reducing greenhouse gas
emissions (Mustafa, Ghazali, and Yuniza, 2022, 97). This requires raising social awareness to
develop policies aimed at sustainable development and global governance reform (Copeland
and Taylor, 1995, 764). There has been a rise in South-South trade and its effect on global CO>
emissions, suggesting that the tumor's metastasis from the Global North to the Global South is
not an inevitable result. In response to this argument, Krugman et al. (2022, 327-360) contend
that it is not as simple as it may seem. The rise of the Global South and the rise in carbon
emissions has sparked a debate about North-South trade, which some claim is necessary and
inevitable. However, Levander and Mignolo (2011, 9) state that it is an illusion created by those
who wish to preserve the status quo by blaming their pollution on developing countries rather
than taking responsibility for their greenhouse gas emissions. Technology, international trade,
and pollution from US manufacturing argue against this hypothesis by stating that no matter
how many benefits US firms gain from outsourcing production to low-wage economies, they
cannot avoid having to deal with environmental consequences due to their actions (Levander
and Walter Mignolo, 2011, 7).

7. LITERATURE REVIEW

The international allocation of industry and trade has already caused significant damage to the
development of the Global South. The current form of international trade mainly considers
economic efficiency and ignores both ecological protection and social justice, leading to severe
environmental pollution in the Global South (Levander and Mignolo, 2011, 7). However, such
a distribution is not a historical necessity but a result of globalization driven by neoliberalism.
If the world wants to solve this problem, it should be done through active efforts by all countries
within the framework of global governance reform. Humans have changed the environment
tremendously since the Middle Ages. Industrial pollution has exacerbated ecological problems
in some cases, but it has also made the environment healthier and more habitable on the whole.
It is time to rethink this issue (Copeland and Taylor, 1995, 771). Industrial pollution is not an
inevitable consequence of development but rather a cause for failure to achieve sustainable
development. The production of goods and services beyond our consumption level does not
improve the quality of life for all people but instead increases inequalities between countries in
GDP and economic growth rates, along with environmental degradation (Levander and Walter
Mignolo, 2011, 5). Globalization has disrupted ecological processes with harmful effects on
local communities and ecosystems, leading to increased poverty, migration, and conflict
resolution difficulties. For instance, economic growth and trade are essential factors that
contribute to developing countries (Rehman et al., 2021, 30704).
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The competition between companies also leads to innovation and technological progress, while
interregional trade brings new knowledge and ideas to regions. However, some argue that the
development of international trade negatively impacts the environment (Shukla et al., 2019).
Strong economic growth tends to lead to an increase in resource consumption and energy
consumption, which leads to air pollution and damage to water resources. Several studies have
confirmed that there is a close relationship between industrialization and environmental
degradation (Krugman et al., 1995, 327; Levander and Walter Mignolo, 2011, 9). For example,
the manufacturing sector contributes significantly to China's total CO, emissions (Copeland
and Taylor, 1995, 780; Rehman et al., 2021, 30711). Studies have shown that most industrial
countries can reduce their carbon emissions under a scenario of climate change through
technological innovation or improving energy efficiency (Krugman et al., 1995, 331); Shukla
etal., 2019). A recent report by the US National Oceanic & Atmospheric Administration shows
that China has become more extensive than the United States in terms of global warming caused
mainly by greenhouse gas emissions (Rehman et al., 2021, 30712). This trend shows that
developed countries have greater responsibilities for addressing climate change issues globally
because they produced most of the climate change-related emissions in the past and are still
significant players in this field today. Critical theorists explain the climate change threat we see
today as a result of global economic inequality. Most countries in the global South do not have
the resources needed to combat the effects of climate change, but they still have to deal with it
because fossil fuels have been predominantly produced in developed countries and exported to
developing ones -World Trade Organization- (Levander and Mignolo, 2011, 9). This fact has
made it easier for developed countries to ignore their responsibility towards developing nations
regarding climate change (Krugman et al., 1995, 344). The UN Framework Convention on
Climate Change (UNFCCC) is an international treaty established in 1992 after the UN
Conference on Environment and Development in Rio de Janeiro. This treaty set out hopes for
reducing greenhouse gas emissions from industrialized countries; however, this has not
happened (Shukla et al., 2019). Not only is this a problem for the future, but it is also having
terrible effects on countries worldwide (Krugman et al., 1995, 353). The effects of climate
change are seen through extreme weather events such as natural disasters such as floods or
droughts and incidents like warmer winters and melting glaciers -the IPCC- (Rehman et al.,
2021, 30713). This is immoral when one considers that human-caused climate change has
negatively impacted developing countries because people do not have the resources to combat
it. The Kyoto Protocol is an international treaty that deals with climate change. It was signed in
1997 and ratified by 130 countries (Gupta, 2016, 2). The Kyoto Protocol aims to reduce the
levels of greenhouse gases (CO2 and other greenhouse gases) emissions through national
commitments (Gupta, 2016, 7). This is set out in Annex B of the Treaty, which outlines that
parties should report on their respective national contributions and provide reports on their
collective progress towards these commitments at least every five years (Gupta, 2016, 22).
Kyoto Protocol has had a devastating effect on developing countries because many countries
have not been able to make any progress toward meeting the targets set out in this treaty -
UNFCCC- (Gupta, 2016, 19). Those who have made little progress are considered vulnerable,
which, according to the Intergovernmental Panel on Climate Change (IPCC), could leave many
countries at risk of climate change (Rehman et al., 2021, 30713). During 2015, the IPCC
released a new report that states that we are likely to see more extreme temperatures and less
rainfall in places like South America, Africa, and South East Asia (Shukla et al., 2019). This is
because greenhouse gases have been accumulating in the atmosphere faster than they can be
removed by natural processes (Krugman et al., 1995, 339). The effects of climate change will
make it harder for people to survive in these countries, like, for example, significant floods that
can destroy homes and small businesses. Some argue that if climate change is caused by human
action, then we have a responsibility to fix this problem (Levander and Mignolo, 2011, 10).
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The threat of climate change might be explained as a result of the clash between neo-liberal
institutionalism and social constructivism (Krugman et al., 1995, 361). This clash is reflected
on the other side of the coin, as well. Neo-liberal institutionalists' theory suggests that since
they have created a new system, they can solve all problems in this system (Krugman et al.,
1995, 342). At the same time, social constructivists focus on the problem itself rather than its
solutions (Shukla et al., 2019). The problem of the global environmental crisis is primarily due
to neoliberals' blind faith in their own decisions and actions, ignoring nature's own balancing
mechanisms (such as carbon recycling), which could have avoided the current crisis. Climate
change is one of humanity's greatest challenges but is also one of the most complex. While
climate scientists argue that greenhouse gases should be reduced to avoid catastrophic changes,
many politicians and citizens argue that, even if emissions reductions reduce global warming,
they are likely to harm economic growth, with potentially catastrophic consequences (Krugman
et al., 1995, 337). While it is true that economic activity has a significant impact on emissions
levels, this impact can be modified by policy choices. Due to the rapid growth of global trade
in the 21st century and its adverse environmental impact, there has been a widespread debate
about whether international trade can be an environmental protection tool. This paper will argue
that such an effort is possible if it benefits two parties: One is consumers who prefer free trade
because it offers lower prices and greater variety in consumption choices; The other group is
those whose manufacturing process produces more pollution than the rest of the world due to
outdated technology and poor environmental policies.
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ABSTRACT

One of the main objectives of the June 2022 proposal for the Corporate Sustainability Reporting
Directive (CSRD) of the European Parliament and of the Council is the transformation of the
existing framework for integrated reporting by creating a comprehensive regulatory financial
ecosystem for sustainable reporting. The intent is to ensure sustainability information that is
publicly available, comprehensive, reliable, comparable and easily discoverable by interested
parties with digital technologies. By dint of the paper’s analyzed information, a comprehensive
picture of the newly building European framework is systematized, examining what is necessary
for the adoption of a new Corporate Sustainability Reporting Directive (CSRD), which by the
end of 2022 will replace the current Directive 2014/95/EU Non-Financial Reporting Directive
(NFRD). Secondly, an answer has been sought to determine to what extent the current
regulatory framework, perceived as one of the most influential worldwide - more specifically
the Standards of the Global Reporting Initiative, contributes or not to the achievement of the
EU's ambitious goals regarding corporate sustainability reporting. A critical comment was
made regarding practices that often use integrated reporting as a manipulative tool for
corporate reputation management, including in the financial markets. Major inconsistencies
and conceptual differences between the proposal for a new EU Corporate Sustainability
Reporting Directive (CSRD 2022) and the existing consolidated set of GRI Standards (2022)
are explored, systematized and presented. On this basis, arguments are posed in support of the
need to develop and adopt widely applicable and at the same time clearly defined guidelines in
the form of "viable" standards for corporate sustainability reporting at the European Union
level.

Keywords: corporate sustainability reporting, CSRD, Global Reporting Initiative GRI,
., greenwashing “

1. INTRODUCTION

The requirement for disclosure of non-financial information in a more extended version, in the
form of non-financial declarations by certain companies?, has been introduced at European level
with the adoption of Directive 2014/95/EU (NFRD) amending Directive 2013/34/EU. As of the
present moment, there is a number of regulatory frameworks and international standards applied
as an instrument to control, mitigate and overcome a variety of environmental and social
problems within the context of the UN concept for Sustainable Development (SD). Even as
early as 2013, the European Parliament and the Council called for an increase in the funding by
the private sector to cover the expenses relating to environment and climate, via introduction
of stimuli that would encourage the companies to measure the environmental costs incurred by
economic activity and the profit from using environmental protection related services.

! Applied to large-scale enterprises of public interest with more than 500 employees.
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The Commission Action Plan on Financing Sustainable Growth, published on March 8™, 2018,
initiated a comprehensive strategy for financing sustainable growth. One of the main goals set
out in the plan, was redirecting of cash flows towards sustainable investments for the
achievement of sustainable growth. As a part of the Action Plan implementation and in relation
to the EU requirements for the achievement of climate neutrality by 2050, the EC has issued
guidelines supplementing the existing ones, on disclosure of climate related non-financial
information, in compliance with Directive 2014/95/EU. The additional guidelines have been
developed in compliance with the guidelines of the Task Force on Climate-Related Financial
Disclosures created by the Financial Stability Board of the G-20, while taking into account
certain international frameworks and standards developed by the Global Reporting Initiative
(GRI), the International Integrated Reporting Council (IIRC), the Sustainability Accounting
Standards Board (SASB), respectively the Value Reporting Foundation?, and others. What
happens next on a EU level? Do we need European standards for corporate sustainability
reporting, similar to the internationally adopted financial reporting standards notwithstanding
the existence of already available standardization systems by other international institutions?

2. A CRITICAL VIEW ON THE ACCUMULATED EXPERIENCE IN THE
REPORTING OF SUSTAINABLE BEHAVIOUR OF THE COMPANIES IN THE EU
AS OF THE PRESENT MOMENT

Despite the fact that at the current stage of development of the global society and international
finance, worldwide there is a number of institutions, engaged in the development of integrated
reporting frameworks regarding sustainable behaviour of the companies, GRI is still being
considered the institution with the highest authority in the context of sustainability reporting.
As the 2020 KPMG Survey of Sustainability Reporting confirmed, two thirds of the 5,200 top
leading companies across 52 countries use GRI for their reporting®. This is probably due to the
fact that GRI was the first to publish sustainable reporting guidelines worldwide back in year
2000. Perhaps this is the reason for the first European Directive in this area (Directive
2014/95/EU amending and supplementing Directive 2013/34/EC) to be significantly based on
the GRI approach to integrated reporting in the representation of the companies specifically.
For the whole period of more than 20 years, GRI has undergone a few development phases,
including reaching a certain standardization level (by creating GRI Standards as a modular
system of interconnected standards). The GRI guidelines have been developed to help the
companies and their stakeholders in bringing out their contribution (or damage) to the
sustainable development, based on the term “Triple Bottom Line” (accordingly, Triple Bottom
Line Reporting). It has been deduced from the definition for sustainable development in the UN
report from 1987 (known as the Brundtland Report, considered a fundamental and a turning
point in the establishment of the contemporary sustainable development /SD/ concept). Thus,
the SD concept is being reduced to providing basic information on the indicators which
constitute the “Triple Bottom Line” (TBL). The latter naturally leads to detecting the difference
between corporate results (first pillar/level of reporting — economic performance) and corporate
impact (second level — social and third level — environmental performance). The development
of GRI guidelines, including the last phase of evolution in the context of a set of three-level
structure of Standards, proves that the introduced approach of integration of the three pillars
(economic, environmental and social) as a consecutive arithmetical listing of three end results
via their formal incorporation, is rendered rather meaningless. As pointed out by a number of
researchers, this approach imposes thinking about each of the three elements rather individually
than in an adequate integrated manner. Although the NFRD from 2014 officially regulated the
term “integrated reporting” at a European level as well, there is a lot of criticism of it being a

2 where the Integrated Reporting Framework and the SASB standards were incorporated together later on
3 GRI Annual Report 2021, p. 7, https://www.globalreporting.org/about-gri/mission-history/gri-s-own-reports/
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mechanical integration of three different trends together, as if they are equivalent (Fonseca A.,
2010). The main reasons for uncertainty within the meaning of the integrated report are the
concerns regarding the process of assessment and summarization of economic, social and
environmental data against integrated indicators. In other words, on the basis of which criteria
do the reporting companies choose between various approaches regarding the potential
significance of the individual indicators. This is particularly evident when the companies should
aggregate indicators about their facilities and businesses, located in different geographical
regions (countries/ continents), especially when they perform in settings with different social
and labour and environmental legislations. A considerable majority of researchers, practicing
accountants and managers argue about potential negative consequences from the sustainability
reports, based on the GRI approach (Fonseca A., 2010). These problems demonstrate that the
integrated reporting within the context of the GRI approach abounds with challenges and
problems relating to the subjectivity of the input data and the output results. In order to avoid
that, the integration process should be accompanied by a definition of sensitive indicators and
clear thresholds for their determination (resp. achievement or failure). By reporting on the basis
of the GRI approach, the companies assess their corporate impacts on the grounds of traditional
criteria for company boundaries as used in financial accounting, and more specifically: legal
property and control (Moneva José, P. Archel, C. Correa, 2006) within the independent
reporting period at that. But within the context of the UN sustainability concept, the companies
should account for their impacts in a much wider sense (from investors to various interested
parties in the society, including future generations). The broadening of the reporting limits is
necessary, in order to assess as objectively as possible “the imprint” of their activities, based
on an analysis on the interaction between the company, the society and the environment. Since
the adoption of the first European Directive in this area in 2014 until this day, in 2022, two
specific terms with negative connotation have been imposed and established more and more on
a global basis. They figuratively characterize and summarize respective phenomena caused by
the intention to satisfy the UN SD Concept which, however, is “simplistically” covered by the
GRI approach. And this approach, for its part, has been similarly transferred into the applicable
European Directive as of the present moment (NFRD). These are the two similar phenomena:
“Cherry Picking” (from the UN sustainable development goals)* and ,, Greenwashing ““. These
two terms are used to synthesize the following end-effect: how the broad variety of officially
authorized and legally regulated variations and possibilities in the accounting and reporting,
make it impossible to make meaningful comparisons between the performance of a company
and their impact on sustainable development. In this area, the reporting via the GRI approach
is often being “exploited” as an instrument for management and “embellishment” of corporate
reputation, including intentional disinformation of the interested parties for the purpose of
pursuit of competitive advantages. The two phenomena, leading to the same negative result for
the society, can be described as follows:

e Cherry Picking means that the companies are able to freely and without any disturbance
choose to disclose only data from sustainability measures that would present them in good
light and bring them positives before the interested parties, while failing to integrate other
data about their activities;

e Greenwashing is narrower in meaning and content and is being used in reference to
companies that disclose misleading environmental information about their activities. It is
used in cases where the declarations of a company that something is “green”, do not reflect
reality. Therefore, it is identified as a deceptive technique of the integrated reporting for the
purposes of environmental marketing and PR.

4 See for ex. Forestier, O. & R.E. Kim, Cherry-picking the Sustainable Development Goals: goal prioritization by national
governments and implications for global governance, Sustain. Dev., 28 (5) (2020), pp. 1269-1278,
https://onlinelibrary.wiley.com/doi/full/10.1002/sd.2082
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Both phenomena prove the GRI Guidelines, originally aiming at achieving greater transparency
of the companies, are often used as window-dressing® or camouflaging of corporate
unsustainability®. And this practically leads to removal from the original UN SD concept.
Hence, the integrated reporting approach of the GRI can be considered a certain administrative
reform turned out inadequate in terms of generating effect in favour of the interested parties.
Another argument hereby is that in recent years, in lieu of the three pillars, globally, and even
more on European scale, a newer concept has been adopted in the form of ESG, which three
pillars have their specific aspects, nuances and correlations. The above facts increase the
objective necessity for generally accepted mandatory standard requirements for sustainability
reporting on the principle of those, used in financial reporting in the form of IAS/IFRS, which
are mandatory for a certain circle of companies, as set out by EU regulations. There is an
undeniable need of a next change process, combining and upgrading the use of traditional
accounting models for business reporting to more complicated models that would allow to
follow and assess the direct and indirect economic relations and impacts, in which a certain
company has a role. This is precisely the direction of the initiated changes in the development
of a new comprehensive regulatory framework for reporting corporate sustainability at an EU
level.

3. TRANSITION FROM CURRENT NFRD TO COMPREHENSIVE REGULATORY
FINANCIAL ECOSYSTEM FOR SUSTAINABLE REPORTING IN THE EU

3.1. Development and Upgrade of the New Comprehensive Regulatory Framework for
Sustainable Reporting

The major steps, undertaken by the EU in the past 2-3 years in the field of reporting,
measurement and disclosure of corporate sustainability, have been subject to high positive
assessment. The transition towards climate neutral and sustainable economics is not a single
action, but a process over time. For companies, this transition means gradual and coherent
reduction of environmental damage and achievement of sustainability. Hence, for the investors,
the transition means gradual improvement of environmental results of the investment portfolio
over time. The lack of unified standards in the non-financial sector, respectively the lack of
comparable information, is a major challenge for the sustainable transition, as it deprives
investors, creditors, counterparties and shareholders of the opportunity to distinguish the
companies with clearly defined ESG strategies among those who advertise their business as
“green” using misleading information about green practices (greenwashing). The comparable
information and reporting of the sustainable development elements, differentiated and
integrated in the collective term ESG (environment, social and governance), is considered a key
component of the successful management of the climate change and they ought to have the
same quality as the financial reports. The requirements for the ESG are consequently being
transformed into a market standard, but it is of a primary importance to have unified criteria
and a framework for their application.

Table following on the next page

5 Term used originally by Steven Kolk, see Kolk, S. (2003). Trends in sustainability reporting by the Fortune Global 250.
Business Strategy and the Environment, 12, p. 279-291

6 See Moneva José, P. Archel, C. Correa, GRI and the camouflaging of corporate unsustainability, Accounting Forum, Volume
30, Issue 2, 2006, Pages 121-137
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- Regulation (EU) 2020/852 (The Taxonomy - Qualitatively new basis for improvement of

Regulation) on the establishment of a transparency;

framework to facilitate sustainable - Comprehensive instrument in favour of:

investment v’ the investors — for enabling opportunities for
sustainable investments,

- Sustainable Finance Disclosure Regulation v' the regulatory bodies — for monitoring of the

(SFDR) market discipline within the context of the European
Green Deal.

- The established system for classification of
environmentally sustainable economic activities aims to
- Directive regarding corporate sustainability increase sustainable investing via redirecting financial
reporting (CSRD) resources towards enterprises with sustainable business
models in accordance with the EU Taxonomy, including
dealing with greenwashing.

Table 1: Components of the European regulatory ecosystem for sustainable reporting
(Source: drawn up by the author in compliance with the current European legislation)

The Taxonomy Regulation of the EU is a major factor for the mobilization of investments in
long-term sustainable solutions. It defines the criteria for sustainable activities and for
significant contributions to the achievement of EU’s environmental goals, as well as “do no
significant harm” principle. It is published as a peculiar fundament of the Sustainable Finance
Disclosure Regulation” (SFDR), published a bit earlier. Using the information on the
compliance with the taxonomy, the transition related investments, the financial institutions can
assess the environmental ambitions and outcomes from their financed activities. It sets out the
rules according to which the stock market participants take into consideration the level of
sustainability and the thereby related risks in the formation of the investment solutions. It
defines where and what information should be published by them in order for the investors to
be aware what exactly defines a given investment product as “green”. In order to meet these
requirements, the investment funds shall rely on information from the companies they invest
into, which shall apply additional (useful) pressure on the listed companies®. Next, in 2022,
SFDR Regulation was supplemented by the proposal for Corporate Sustainability Reporting
Directive (CSRD), which aims at amending the current Non-Financial Reporting Directive
(NFRD). The new Directive requires that the companies disclose how their sustainability
activities and strategies comply with the limitation of the global warming and the EU’s climate
related objectives. The major intention of this proposal is to define common European rules for
sustainability reporting in a consistent and comparable manner, including in the form of
standards. It has been set that these rules shall be applied by all large-scale companies and
among the remainder of the companies (incl. SME) — by the ones whose securities are admitted
for trading on a regulated market. The main effects to be attained via CSRD, are summarized
as follows:
e To lay the foundations of a constant information flow regarding the sustainability in the
financial chain of creation of value for other interested parties as well;
e To guarantee that companies’ reporting in relation to the sustainability, will meet the needs
of the participants in the financial markets, falling within the requirements of the SFDR
(banks, insurance companies, asset management companies, investors, etc.).

7 In power since March, 2021 r. Regulation EU 2019/2088 of the European Parliament and of the Council of 27 November
2019 on sustainability-related disclosures in the financial services sector (SFDR Regulation)

8 1t is also important to mention Communication From The Commission “EU Taxonomy, Corporate Sustainability Reporting,
Sustainability Preferences and Fiduciary Duties: Directing finance towards the European Green Deal”, Brussels, 21.4.2021
COM(2021) 188 final
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Considering the significance of the financial sector, the European Parliament has been adopting
specific measures for the participants in the financial markets in the process of investment and
credit solution making, respective for the manner through which, they in turn take into account
the environment related risks. The assessment of the integrated efficiency from the position of
the SD concept and the corporate sustainability reporting, can be practically identified with the
actions, undertaken by many market analysts whenever they assess the risks and the
opportunities for companies whose financial instruments are being traded on the stock market.
One of the most established global initiatives in this aspect is The Dow Jones Sustainability
World Index. Within the context of all main components of the new framework for
sustainability reporting, in January 2022, the European Banking Authority (EBA), in turn,
introduced new rules. These are the so called Implementing Technical Standards (ITS) while
taking into account the ESG risks the credit institutions are exposed to due to their exposure
towards their clients. This is a significant step towards standardization of a disclosure process
aiming to facilitate investors and credit institutions. The purpose of the rules is to provide
comparability between bank reports, on one hand, and to include the climate change related
risks and theirs impact on businesses and bank reports, on the other. In this regard, there have
been defined coordinated requirements for company reporting (from the non-financial sector)
in regard with sustainability, whereas the proposed Directive will provide compliance with the
Taxonomy Regulation. On this basis, the companies within the range of the existing NFRD, as
well as the companies, additionally included within the range of the newly proposed CSRD,
shall be required to report three specific indicators for the level to which their activities fall into
the “sustainable activities” term in compliance with the adopted EU taxonomy.

Specific Indicators Criterion
- income share;
- capital expenditures share;
- operating costs share

Arising from or related to economic activities, defined
as ecologically sustainable.

Table 2: Types of disclosure indicators
(Source: drawn up by the author in accordance with the SFDR Regulation)

It is provided that these indicators will be fully reflected in the mandatory reporting standards,
which are in the process of development by virtue of the newly proposed Directive. In turn,
these indicators will be coordinated with the indicators the financial market participants should
account for in accordance with SFDR Regulation.

3.2. Major Inconsistencies and Conceptual Differences between CSRD (2022) and the
Existing GRI standards

Regulation (EU) 2019/2089 of the European Parliament binds the achievement of sustainability
to the introduction of requirements for disclosure of environmental, social and governance
(ESG) information about climatic transition that relocates the economic focus to the
background from the three-pillar SD model applicable until recently. According to the structure
and the contents of the GRI standards, the term “sustainability” is related to the disclosure of
significant information about economic performance, environmental impact and social
tolerance, related to a company’s activity, including the impact on human rights. This was
embedded in the conceptual framework of the Global Reporting Initiative, notwithstanding the
newer perception for sustainability that moves the focus from the economic performance of the
companies, which has to do with increasing economic benefit, to their sustainable management.
The significance of the information in regard with the impact of the company on the economics,
the environment and the people, according to the Global Reporting Initiative, is a key concept
to measure sustainability. The proposal for new directive (as well as the additional guidelines
to the still active Directive 2014/95/EU on the disclosure of climate related information) is
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based on the major principle of the so called “double materiality perspective”, whereas the
requirements for disclosure of information are set in two directions. On the one hand, the
company should report the impact it causes on people and environment implementing its
activities, i.e. from the inside out. On the other hand, there is a requirement for disclosure of
information about how the sustainability related matters affect the development, the outcomes
and the state of the company, the policies it complies with and the impact caused by the
compliance to these sustainability policies on the value of the specific company (i.e. from the
outside in). The requirement to disclose such information is of a significant value to the
investors as major interested parties, as they present possible risks and potential opportunities
that would raise questions in regard with the sustainability of their investments. The impact
from the climate change on the company within the second direction of materiality is not part
of the conceptual framework of the GRI standards. This, in turn, does not meet the information
needs of the interested parties for the purpose of directing private investments towards the
achievement of climatic neutrality within the context of the new European framework for
sustainable corporate reporting. The lack of mandatory obligation and unified rules for
sustainability reporting for the EU companies, is a major obstacle in achieving comparability
of the information on local, national and EU level. The opportunity for the companies to define
independently the significant topics and to identify and assess their impact, is the basis for the
application of the GRI standards which provide reporting guidelines, but no specific materiality
requirements. The companies that apply GRI standards as a basis for sustainability reporting,
are not obliged to use a specific disclosure format, which contradicts the achievement of a
unified, machine-readable, single electronic format information about sustainability in
accordance with the application of EU’s digital taxonomy. This practice does not comply with
the proposal for the new directive regarding the establishment of a European common access
point to public corporate information. The GRI standard information can be disclosed both via
preparation of a separate report on sustainability, or through the company site, or as a part of
the Annual Financial Report. The lack of requirement for standardization of the reporting form,
makes the information hard to find, thus additionally impeding the interested parties. The
additional guidelines regarding disclosure of climate related information, published in 2019,
did not meet the expectations to achieve a significant improvement in the quality of the
information disclosed by the companies in accordance with Directive 2014/95/EU. In order to
achieve more complex and comprehensive reporting of comparable information about the
sustainability of the companies in the EU, to be in compliance with the purposes of the
European Green Deal for efficient utilization of the resources and achieving climate neutrality®,
the proposal for the new directive is based on universal standards for reporting information in
relation to sustainability, which the companies from all sectors should disclose, as well as sector
standards with a defined set of indicators for information, the companies should disclose
notwithstanding the sector they operate in. The role of these indicators is to qualitatively and
quantitatively present the sustainability related risks and opportunities for the information users
(the so-called interested parties). The review of the structure and the contents of the currently
published consolidated set of GRI Standards 2022 (issued in the period between 2016 and 2022)
shows classification in three main categories (series): universal, sector and topical standards.
Universal standards define the requirements the companies will be obliged to comply with,
disclosures they must implement in order to provide information regarding activities,
management, policies, accountability, as well as guidelines to define the significant topics for
disclosure.

9 COM(2019) 640 final, European Green Deal, Communication From The Commission To The European Parliament, The
Council, The European Economic And Social Committee And The Committee Of The Regions, available online at: https://eur-
lex.europa.eu/
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Sector standards are currently only three and are unable to provide indicators for sustainable
reporting for a major part of the companies from various economic sectors'?, leading to a huge
gap between the information on sustainability to be disclosed by the companies and the needs
of the possible users of such information. Topical standards include guidelines for disclosure
of information defined as significant by the companies, based on the GRI 3 standard regarding
the impacts caused in specific topics — economic, social and environmental. These standards
have been mostly applied since 2016 having no significant change in terms of structure and
contents, which does not meet the growing requirements and new trends in the sustainability
reporting.

Mandatory for the large-scale
Scope gnd Obligation of Recommendable companies; SME, registe_red ata
Reporting regulated market, excluding
microenterprises
P2l Type of Information Non-Financial Information Sustainable Information
Topical Fields for Disclosure
of Sustainability-related Economic, environmental and social ~ Environmental, social and managerial
Information
Double materiality perspective —
o Impact caused by the company — fenvironmental, social an_d managerial
Materiality Concept economic. environmental and social impact of the company, impact of the
' sustainability policies on the value of the
company.
. Intellectual, human, social, natural
capital
Universal and sector standards; system
of indicators for classification and
accounting of ecologically sustainable

Type of Capital Concept None

Universal, sector, topical standards
Types/Groups of Standards (economic, environmental and

social) economic activities
. Reporting Formal Electronic format or on paper )E(If'c_:lflrarlllcally readable in digital format:

Table 3: Comparing GRI standards with the proposal for a new sustainability reporting
framework in the EU as by main indicators
(Source: drawn up by the author in accordance with the GRI standards and CSRD Proposal)

The forthcoming EU standards for reporting sustainability are meant to be a medium and an
instrument facilitating both the business, and the investors and creditors in view of banking and
capital-market-based financing. The first set of standards for reporting corporate sustainability
in the history of the EU was initially planned to be adopted by the end of October 2022. Based
on the official communications by the European Commission about delayed application date of
the Regulatory Technical Standards (RTS) for the SFDR, it can be expected that the
Sustainability Reporting Standards will be delayed as well'!. The initially set deadline for their
adoption and application by the large-scale companies in compliance with the requirements, is
January 1%, 2023, and for the SME — as of January 1%, 2026. It is foreseen that the CSRD will
affect approximately 49 000 companies — compared to close 11 000 that already apply the
existing rules in accordance with the current NFRD. The remaining SME will be able to apply
them voluntarily.

The intent of the Global Reporting Initiative in regard with the sector standards is to increase the quality, the
comprehensiveness and the consistency of the information reported by the companies, by developing standards for 40 sectors
of the economy, starting with those with the greatest impact.

1 Instead of applying as of 1st July 2022 these disclosure requirements would apply on 1st January 2023;
https://www.eurosif.org/news/infographic-on-sustainable-finance-disclosure-requirements/
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4. ANALYSIS RESULT

EC’s proposal for Corporate Sustainability Reporting Directive (CSRD) to replace the current

Non-Financial Reporting Directive (NFRD) by 2022, in combination with the already enforced

Taxonomy, Regulation and Technical Standards for the financial institutions — banks and

investors, within the context of supporting the goals of EU’s Green Deal, aims at:

e Introduction of unified written rules in the form of a set of Standards for reporting corporate
sustainability and achieving comparability of the information on general EU level — as by
relevant criteria for types of companies and institutions;

e Requirements for reporting sustainability affecting a larger number of companies, including
the majority of SME;

e Necessity to adapt the financial system for supporting sustainable operation of the
economy12, by developing a number of future instruments, such as the eco-labels of the EU
for financial products in retail and the EU “green” bonds standard;

e Achieving proportionality in the reporting of environmental, social and managerial
indicators, in view of the adoption of additional guidelines for disclosure of information,
related to the three ESG aspects (climate, society and applied policies on corporate
governance as a peculiar superior form of economic and financial management). The idea
is to equalize the focus on environmental development with that of the social interaction of
the business (human rights should not be ignored on behalf of eco politics, as the current
NFRD allows). It is no coincidence that in the very name of the CSRD-2022, the term for
integration (“non-financial reporting” in the previous NFRD-2014) has been completely
replaced by “sustainability reporting”;

e The liable companies must quickly adopt appropriate practices adapted to their business
model, to build data collection systems and to disclose their progress in this aspect, as the
information will be important for the redirecting of the capital resources and the financing
of the green economy transition.

5. CONCLUSION

The three documents: the EU Taxonomy Regulation; the Proposal for Corporate Sustainability

Reporting Directive (CSRD) and the Sustainable Finance Disclosure Regulation (SFDR) can

be considered components of a unified comprehensive framework for European economies in

the “green transition” leading towards:

e unified definition of a given activity as “green”;

e standardization in the assessment and the disclosure of sufficient in terms of quantity and
quality information about how the companies manage their environmental and social
challenges;

e redirecting of capital resources towards green economic activities.

In the short term, the identified practical challenges are not easily surmountable. They depend
on the establishment and the upgrading of theoretical knowledge in the context of the
experience already gained, as well as the deepening partnerships between the various
international institutions engaged in the problems of the sustainable development and the
corporate sustainability reporting. To that effect, the hopes placed on the first of their kind
European standards for reporting of corporate sustainability, are heavy with high expectations
and responsibility, as far as the EU has the ambition to undertake a leading role in the global
cooperation for financing sustainable development. At the same time, in November 2021, the
custodians of the IFRS foundation (resp. IAS Board) announced the establishment of a new

12 For example, increased access to sustainable development financing outside the currently existing market instruments for
»green® financing, in accordance with the EU Taxonomy.
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council for the creation of International Sustainability Standards Board (ISBB) standards. It is
intended for the ISSB to provide a comprehensive global base of standards for disclosure that
would provide the participants on the capital market with information about the sustainability
related risks and opportunities to support informed investment decision-making. Both from
research and practical application perspective, it would be an interesting challenge to make a
comparative analysis of the two sets of standards for sustainability reporting — the one of the
EC and the other of ISSB. The coherence of the standards on a global scale is of a great
significance for avoiding market fragmentation and creating opportunity for transborder
investments for the achievement of the global goals in the field of environment.
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ABSTRACT

With the development of globalization, direct foreign investments constantly increase and play
an even more important role in the economic growth and development of world economy. They
create stable and sustainable relationships among economies, contribute to the transfer of
knowledge, technologies, and know-how among countries, stimulate consumption. Both
economic theory and practice acknowledge the significant role of direct foreign investment as
a driving force for the growth of the benefiting countries. After the beginning of the transition
towards market economy, Bulgaria also attracts foreign investments which are significant in
volume, which, on the one hand shows that it is an open, contemporary economic system, while
on the other, it contributes to its fitting in the global processes of integration. The Federal
Republic of Germany is one of the leading foreign investors in Bulgaria, while Aurubis Bulgaria
is the largest direct German investment in the country. This research focuses on the regional
effects of the investment of Aurubis Bulgaria taking into consideration their diversity, forms of
expression and versatility. The results of the research have shown that the enterprise has a
significant impact on the socio-economic life in the region (Sredna Gora region), where its
plant is located. They have confirmed the pre-defined thesis that the impact of Aurubis Bulgaria
on the socio-economic life at regional level has both positive and negative expressions, but the
positive ones prevail.

Keywords: Aurubis, Effect, FDI, Region

1. INTRODUCTION

Attracting direct foreign investments (DFI) is in the basis of the government policies of the
benefiting countries. DFI play an important role in the global value chains because they allow
enterprises to connect and organize cross border production. They are also an additional source
of funding (they provide an additional capital for the economy) and can be a solid development
tool with the availability of a suitable political and economic environment. As part of the global
economy, DFI have an impact not only on the economy of the benefiting country, but also on
its policy and social life. When realizing DFI, we can observe not only positive development
and favourable effects, but also some negative ones. The Federal Republic of Germany is a
trade partner No. 1 of Bulgaria (Vranchev, 2022) and the most important foreign market for
Bulgarian production. Over the past 5 years, the exchange of goods between the two countries
has been constantly on the rise (a slight decline of 3.1% is registered during the pandemic 2020,
but the following 2021 marks a significant growth of 19.5%). The import from Germany to
Bulgaria in 2021 increases by 27.7%.
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At the same time, the export from Bulgaria to Germany marks a growth of 14.5%. In addition,
Germany is a key investor for the country. Despite showing some fluctuations, over the past ten
years, German DFI have grown. According to research conducted by 16 German foreign trade
chambers in Central and Eastern Europe in which 756 member enterprises participate, 100% of
the investors in Bulgaria would invest again (Yearbook of the German-Bulgarian Chamber of
Industry and Commerce, 2022). Many German enterprises invest and establish new production
plants in Bulgaria. Some of them expend the already existing enterprises or establish production
plants at new locations in the country. We can point out several specific examples: Next.e.GO
Bulgaria Ltd. (building and managing an innovative plant for the assembly of electric vehicles
e.GO in Lovech, 2021); Schwarz IT Bulgaria Ltd. (centre for software development and
maintenance in Sofia, 2021); Matega Ltd. (enterprise for production of metal and wood
components for sport weapons in Gabrovo, 2020); Bader Bulgaria KD (plant for the production
of upholstery for the automotive industry in Rousse, 2020); Robert Bosch Ltd. (opening of
Bosch Engineering Center Sofia, 2020); Bulgaria Air Maintenance Ltd. (expanding of the
existing base operated by Lufthansa Technik in Sofia and establishing part 145, organization of
technical support); Leoni Bulgaria Ltd. (cable strands plant in Pleven, 2020); Kaolin EAD
(building a new plant for processing of quartz-kaolin material and infrastructure for the
extraction of underground resources in Dulovo, 2019); Voss Automotive Bulgaria EOOD
(production plant for integrated connecting system solutions, 2019); Ottobock Manufacturing
Bulgaria EOOD (plant for the production and sale of orthopedic medical goods and components
in Blagoevgrad, 2019), etc. The significance of DFI for the economic growth and development
determines the research interest in this matter. The review of past research on this topic shows
that authors avoid assessing all effects known to the theory and prefer to focus on the specific
part of them or on specific aspect on the impact of DFI. Most research focuses on individual
markers at macrolevel, whereas the object of research most often is at level country or a group
of countries. Girma, Gong, Gorg & Lancheros (2015) study the expected direct and indirect
effects of DFI on productivity; Almeida (2007) — the effects of the labour market on enterprises
with foreign capital; The United Nations Conference on Trade and Development UNCTAD
(2011) — direct foreign investments, the transfer and diffusion of technologies and sustainable
development; Zeng & Eastin (2012) — the effects on the environment by direct foreign
investments in less developed countries. There is consensus among most authors that there is a
positive relationship between the flow of DFI and the economic growth, given that the
benefiting countries have reached the minimum level of educational, technological and/or
infrastructural development. In Bulgaria, a survey has been conducted (Mladenova, Dimitrov
& Kolev, 2005) in 16 enterprises with foreign share. It aims to analyze the specific aspects of
the import of DFI and their impact on the economy of the Varna district. A macroeconomic
approach has been used. Numerous aspects of DFI have been researched — profile of the
investments, forms and motives of their realization, connections with local suppliers, the
occurred changes in the activity since the beginning of the investment, etc. The authors explain
the difficulties in forming a representative sample and the reluctance of many of the respondents
to participate in a survey. Acaravci & Ozturk (2012) research empirically the dependence
between DFI, the export and the economic growth in 10 European countries, among which is
Bulgaria. For this purpose, they use a co-integration analysis via an autoregression model with
distribution lag (ARDL), developed by Pesaran and a causality test after Engle & Granger. They
ascertain statistically significant short-term and long-term cause and effect relationship among
direct foreign investments, the export and the gross domestic product in four of the countries.
For Bulgaria, no long-term or unidirectional/bidirectional relationship among GDP, export and
FDI has been ascertained. Despite the numerous papers on the topic, the issue of the regional
effects of the flow of DFI in Bulgaria is still insufficiently researched. Studying the impact on
the socio-economic life which a single foreign investment has is not a precedent.
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For instance, such research has been conducted on the impact of Lidl Bulgaria, but it considers
the total effects of the activity of the enterprise (Institute of Market Economy, 2020). The
research team has directed their attention and efforts in the research of a solid and focused
German investment (Aurubis Bulgaria) in a key export-oriented sector (copper processing) and
its impact on the socio-economic life in the region where the enterprise is situated — the Sredna
Gora region. The Sredna Gora region is a physic and geographic region in Bulgaria and
comprises 7 municipalities (Zlatitsa, Pirdop, Chelopech, Koprivshtitsa, Mirkovo, Anton, and
Chavdar), which are heterogeneous in type, territory, number and structure of the population,
composition, economic indicators, etc. Thus, for instance, some of the municipal centers are
villages (Chavdar, Anton) and those municipalities consist of only one settlement; Pirdop
municipality is about 7 times as large in population as Chavdar municipality, etc. The
availability of natural resources, the proximity to the capital city of Sofia, the traditions in the
development of certain productions and other factors determine the interest of investors in those
municipalities. The subject of this research is the impact which the German investment in
Aurubis Bulgaria has on the socio-economic life on the municipalities in the Sredna Gora
region. The defined research thesis is: the impact of Aurubis Bulgaria on the socio-economic
life in the municipalities of the Sredna Gora region has both positive and negative expressions
(effects), but the positive ones prevail. The article researches various effects (employment and
income, fiscal effects, competition development, multiplication effects, distribution effects,
migration effects, etc.). In addition to the data provided by Aurubis Bulgaria Ltd. And the
financial statement of the enterprise, we have used data by official sources such as the Bulgarian
National Bank, the National Statistical Institute, the German-Bulgarian Chamber of Industry
and Commerce, the Bulgarian Association of the Metallurgical Industry, etc.

2. ENTEPRISE PROFILE

Aurubis (Aurubis AG, based in Hamburg, Germany) is a leading integrated group for the
production of copper and the largest copper processor in the world. With an annual production
of 1.2 million tons of copper cathodes, further processing, to various copper products and a
wide range of services, the Aurubis Group is a world leader in the sector of copper production
as well as in the recycling of copper waste. Aurubis has nearly 7,200 employees in over 20
countries, plants in Europe and the USA and a wide network for servicing and sale of copper
products in Europe, Asia and North America. The main production is copper cathodes from
copper concentrates, copper waste and recycled copper raw materials. Those are produced in
the form of copper wire, pre-rolled tapes and half-finished copper products, as well as copper
bars and profiles of copper and copper alloys. Part of the product range of the enterprise is other
products such as sulphuric acid and metal silicates. Customers of Aurubis are enterprises of
various industries such as metal processing, electrical engineering, electronics, chemical
industry, automotive industry, construction, etc. Shares of Aurubis are part of Prime Standard
Segment of the German Stock Exchange and are listed in MDAX Global Challenges Index
(GCI). Aurubis Bulgaria, as part of Aurubis AG, is the largest German investment and the
largest industrial tax payer in Bulgaria which plays a crucial role in the country’s economy
(Vranchev, 2022). The plant of Aurubis Bulgaria is located in the Sredna Gora region. The
copper extraction and production started in the distant 1958 around the towns of Pirdop and
Zlatitsa; it has become a traditional industry for the region and has a strong impact on the
development of Bulgaria’s industry. In September 1997, the international enterprise Union
Miniere, headquartered in Brussels, Belgium, signs a privatization contract with the Bulgarian
government thus acquiring the plant. In April 2005, the copper production of the Umicore group
becomes an independent enterprise — Cumerio and its shares are registered on the Brussels stock
exchange. The plant in the Sredna Gora region becomes Cumerio Copper.
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In April 2008, the Cumerio group is acquired by Norddeutsche Affinerie AG (NA) following
an approval by the European Commission at the beginning of the year. Norddeutsche Affinerie
AG (NA) is renamed to Aurubis, whereas the Bulgarian plant — Aurubis Bulgaria. The new
enterprise becomes the largest copper producer in Southeast Europe and plays a crucial role in
the export of the Bulgarian economy. Currently, the enterprise consists of four main production
units: metallurgical production; cathode copper refinery; installation for the production of
sulphuric acid as a purification facility; copper slag enrichment plant. The enterprise has a
research unit which creates innovative solutions, improvements, and modernization in the
technologies for the production of copper and preservation of the environment. In 2015, the
enterprise begins planning a new large-scale investment programme Aurubis Bulgaria
Spectrum 2018 at a total value of EUR 180 million. The realization of the projects in the
programme aim at: upgrading the technological equipment for additional preservation of the
environment; improvement of the production processes, which will allow work at the maximum
available capacity; realization of sustainable social projects for the development of the region,
etc. Today, Aurubis Bulgaria is one of the largest enterprises in Bulgaria by generated revenues
EUR 2.8 billion. During the pandemic 2020, the enterprise entered the top 5 of the largest
enterprises in Southeast Europe.

3. IMPACT OF AURUBIS BULGARIA ON THE SOCIO-ECONOMIC LIFE OF THE
MUNICIPALITIES IN THE SREDNA GORA REGION

In addition to the effects on micro and macro level, which are the subject of another research
(Vranchev, 2022), the activity of Aurubis Bulgaria has an impact on regional level, as well.
With a view of the size of the enterprise, the impact which it has on the Sredna Gora region and
the municipalities in which it is located, it is significant. It spreads not only to the Zlatitsa and
Pirdop municipalities on whose territory it is located, but also to the neighbouring
municipalities — Anton, Koprivshtitsa, Mirkovo, Chavdar, and Chelopech, where the employees
mostly live, as well as on the nearby municipalities of Etropole and Panagyurishte, where the
copper extraction enterprises from which most of the raw materials for the production are
purchased are located. In the period 2016-2020, the concentrates purchased by Bulgarian
mining enterprises vary between 24% and 31% out of all processed concentrates in production.
The main effect is related to the production and processing and finds direct reflection in the
costs for raw materials and materials from local suppliers (located in the municipalities of
Etropole and Panagyurishte). The secondary (indirect) effects on the supply chain of goods and
services generate additional domestic demand in the local economy.

3.1. Employment and incomes

The direct investments encourage the establishment of new work positions, increase
employment, and have a positive impact on the competitions on the labour market; they
contribute to the transfer of knowledge, technologies, and know-how among the countries; they
stimulate consumption. This effect is primarily observed with green investments in labour-
intensive industries, whereas capital-intensive investments (e.g., raw materials extraction) or
the acquisition of existing enterprises can have less strong or even negative impact on
employment.

Figure following on the next page
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Figure 1: Unemployment coefficient for the period 2017-2021
(Source: National Statistical Institute)

With a view of the economic characteristic of the discussed municipalities, we have observed
primarily stable labour market, with low unemployment coefficient over the last years, with
high levels of employment and wages which exceed substantially the average for our country
(see fig. 1 and 2). The availability of a major employer in relatively small municipalities is of
crucial importance for providing constant employment. In certain cases, however, this
domination of the market by one monopolist could have a negative impact on it. The enterprise
has the greatest impact on the labour market in the Anton municipality with 70% of all
employed persons. We should also bear in mind that this is the municipality with the smallest
population. This is followed by the municipalities of Zlatitsa with nearly 60% and Pirdop with
nearly 18%. An additional stimulus for the employed persons is the attractive pay, which is
twice as large as the average for our country (fig. 2.). Aurubis Bulgaria is among the employers
that pay the largest remunerations to its personnel in our country.
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Figure 2: Average gross monthly wage for the period 2017-2020, in BGN.
(Source: NSI, data by Aurubis Bulgaria, and authors’ calculations)
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In 2020, the remuneration at the enterprise is 2.4 as high as the average gross monthly wage for
our country and 2.8 as high as the one in the processing industry. Thus, the enterprise is an
attractive employer for the population not only on the territory of the municipalities where it
operates, but also in the neighbouring municipalities of Anton, Koprivshtitsa, Mirkovo,
Chavdar and Chelopech.

3.2. Fiscal effects

The direct and indirect taxes paid by Aurubis Bulgaria add to the local revenues and fill the
treasury of the municipalities. The income from salaries which the enterprise pays to its
employees are significantly higher than those paid by local enterprises. They are also taxed.

Year Local taxes and fees paid by ~ Share in the total income from taxes
Aurubis Bulgaria, BGN and fees of the municipality, %
Pirdop Zlatitsa Pirdop Zlatitsa
2017 299,624 835,760 13.33 36.37
2018 298,975 834,704 15.98 35.06
2019 297,657 835,312 13.72 33.81
2020 296,707 834,882 14.34 35.08

Table 1: Local taxes and fees paid by Aurubis Bulgaria in Pirdop and Zlatitsa, 2017-2020
(Source: Data by Aurubis Bulgaria, Ministry of Finance, and authors’ calculations)

In practice, however, this effect often weakens if the given enterprise benefits from the tax
reliefs offered to foreign enterprises as stimuli to invest in our country. Those stimuli are most
often in the form of partial return of the expenses made by the investor for the obligatory social
security payments, subsidies for training and qualification of the personnel, etc. Such reliefs,
according to the normative base, are used after the initial investment. Aurubis Bulgaria,
however, has been in Bulgaria for a long time, it has made multiple further investments and
does not benefit from such reliefs.

3.3. Spillover effects

Aurubis Bulgaria develops and implements innovative technologies and good managerial
strategies, i.e., there is a transfer of technologies and knowledge. For instance, through offering
training courses for improving the qualification, local employees acquire new skills. This leads
to increasing the labour efficiency and competitiveness of the employees on the labour market.
In the cases when they change their employer or set up their own enterprise, the local citizens
can benefit from the innovations which they have already acquired at Aurubis Bulgaria. Thus,
the spillover effects can increase as a whole the level of technology and productivity in the
benefiting municipality.

3.4. Competition development

As a result of the competition from foreign enterprises, local enterprises can be forced to
improve the quality of their products and services intended for the domestic market. This,
respectively, can lead to increasing the export of local goods. A prerequisite for this effect is
that local enterprises shall not be driven out of the market by foreign competitors before they
complete the catching up process. In the Sredna Gora region municipalities, however, there is
no other enterprise which operates in metal processing. Therefore, increasing the competition
as an effect can be discussed from the point of view of struggling to obtain resources, in the
first place, human resources.
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3.5. Multiplier effects

Creating work positions generates incomes. Some of them are expended for local goods and
services, which increases the incomes of local producers. They, respectively, also expend some
of their incomes in the local economy. Therefore, the initial increase of the incomes leads to
increase of the demand, which can increase the total income. The multiplier effect also occurs
with the purchase of local intermediate goods and with tax payments by Aurubis Bulgaria.
Unlike other types of capital flows, direct foreign investments are characterized by the fact that
they come along with more developed technologies and innovations and maintain constant
connection with the host country. In addition, due to the long-term character of this investment,
Aurubis Bulgaria’s sudden withdrawal or leaving is highly improbable.

3.6. Allocation effects

Within the benefiting country, the concentration of DFI in sectors or regions which are of
particular interest to investors can create or worsen the inequality of incomes. The differences
in payment, for instance, between foreign and local enterprises could deepen those inequalities.
The effect is inequality in the incomes. This negative effect is well pronounced in the
municipalities of the Sredna Gora region (fig. 2).

3.7. Migration effects

The investment in Aurubis Bulgaria has a direct impact on the labour market and has indirect
effects on the demography of the region. Here, migration can be discussed in two aspects: 1) as
migration of foreign citizens employed at the enterprise and 2) migration of local citizens from
the less developed in their economy municipalities to the municipalities on whose territory is
located the plant of Aurubis Bulgaria — internal labour migration. In the first aspect, the effect
is less pronounced because the number of foreign citizens employed at the enterprise is
extremely low (only few people), primarily of its management. According to data about internal
migration in 2021, it is positive only for the municipalities of Anton, Chavdar, and Chelopech
(NSI, 21).

3.8. Effects along the line of corporate social responsibility of the enterprise

Aurubis Bulgaria is strongly engaged with the realization of a number of activities which outline
its social responsibility. Bearing in mind the specific characteristic of the metallurgical industry
and its footprint on the environment, the enterprise engages in completing a series of measures
directed towards: preventing the unorganized emissions from the cooling of convector slag;
reducing the emissions of undissolved substances from the purification station for industrial
water waste; reducing the dust emissions; re-cultivation of the fayalite depot, etc. To guarantee
the compliance with the Bulgarian laws and company standards for preservation of the
environment, Aurubis Bulgaria carefully selects and instructs all external enterprises with
which it cooperates. It invests in the training and education, the health and safety of the
enterprise’s employees. For this purpose, it realizes various programmes (practices, internships,
dual training programme which involves local vocational enterprises, for leadership
development, etc.). The result of the realization of those programmes is prepared young
specialists who have acquired specific know-how, specific technical skills and experience
providing opportunities for realization in and out of the enterprise. The investments in training
and improving the qualification lead to increasing the productivity and competitiveness on the
labour market. The investments in new technologies lead to increasing the requirements to the
employees' skills. Besides, annually, various social projects are realized by combining
corporate values with the benefits for the local communities. Contracts are signed with the
municipal authorities of Pirdop and Zlatitsa, complying with the priority needs off the specific
municipality (helping disadvantaged people, educating talented children, sports initiatives,

102



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

cultural events, etc.). The Bulgarian charity forum awarded Aurubis Bulgaria as a Corporate
Donor of the Year in 2011; the donations of the enterprise over the last 10 years exceed BGN
6 million. In addition to the contracts mentioned above, Aurubis Bulgaria participates in other
social projects by cooperating with associations, local educational institutions, and other
organizations interested in the future of the region. As a result of realized projects in the field
of education, the following have been built, renovated and equipped: classrooms, canteens,
playgrounds, etc., in the schools of the local municipalities; young sports talents have been
sponsored. The enterprise also provides funding of about BGN 800,000 per year for the
municipalities of Pirdop and Zlatitsa in the period 2017-2020. Annual contract is signed to
support the hospital in Pirdop for current support when necessary (https://www.aurubis.com/
en/bulgaria).

4. CONCLUSION

The results of the research confirm the pre-defined thesis that the impact of the activity of
Aurubis Bulgaria on the socio-economic life at regional level has both positive and negative
expressions (e.g., inequality of incomes), but the positive ones prevail. The processing of copper
concentrate at Aurubis Bulgaria means the most of the value added — from the copper extraction
through its processing, the production of intermediate and end products — remains in Bulgaria,
and more specifically — in the local economy of the discussed seven municipalities both in the
municipalities of Etropole and Panagyurishte, on whose territory the copper extraction
enterprises operate. The confirms the conclusion that the regional effect of Aurubis Bulgaria is
strongly pronounced in the nine discussed municipalities both in the role of the company as a
user of copper raw material, of various goods and services, which are supplied by local
enterprises, and as an employer which provides high remunerations to its employees, who
respectively create additional demand for local goods and services.
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ABSTRACT

Non-financial reporting is becoming an increasingly important component of corporate
reporting. The obligation to publish non-financial information, which primarily includes
information about the company's impact on the environment and society, i.e. information about
corporate social responsibility, which is regulated by Directive 2014/95/EU, was implemented
by the latest amendment to the Accounting Law (Official Gazette, No. 120/16.) into the national
legislative framework of Republic of Croatia. In recent years, the awareness of stakeholders
(investors, regulators, employees, customers, suppliers) has increased and the information
provided in the financial statements is not sufficient to understand and present the complete
business of a particular company. The paper aims to investigate and show the importance of
non-financial reporting, the obligees of compiling a non-financial report, and the regulation
governing non-financial reporting.

Keywords: non-financial reporting, financial reporting, regulation, corporate reporting,
business management

1. INTRODUCTION

The business environment is changing extremely fast today, and all those who are following
the path towards competitiveness and business efficiency will increasingly emphasize the way
they do business, the sustainability of the business, and the creation of value for customers in
their practice. The quality of company management is also contributed by corporate reporting,
financial and non-financial reporting, which today greatly contributes to greater visibility, and
recognition and ultimately affect the sustainable development of the organization. The
preparation of non-financial reports is becoming more and more common in companies because
it provides information about its impact on the environment and society and contains or may
contain information related to environmental, social, and personnel issues, issues of respect for
human rights, and the fight against corruption and bribery. Non-financial reporting is not strictly
regulated, it is only a recommendation to companies. We can say that companies often show
ambiguities in the quality, form, content, and compliance of non-financial reports with legal
regulations, which leads to uncertainty and questioning of stakeholders' expectations. Non-
financial reporting helps identify areas for improvement and initiates a cycle of improvement.
It also focuses on risk management because it enables the identification and improvement of
critical points in the business process and thus enables the development of the reputation and
contributes to the transparency of the organization. Companies have recognized the importance
of non-financial reporting, through which they create trust and build a quality relationship with
stakeholders, encourage changes and influence the transparency of operations, and achieve

105



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

easier access to capital. This paper aims to analyze and investigate the area of non-financial
reporting (regarding the regulation of financial reporting), its legal regulation, and its
contribution to the quality of business, transparency, recognition, and sustainability of the
organization.

2. CORPORATE REPORTING

Corporate reporting implies the publication of information and financial transparency (Dropuli¢
Ruzi¢, 2011). According to Gulin et al. (2016), corporate reporting is the reporting of business
entities whose securities are traded on regulated financial markets and represents the main way
in which business entities communicate with investors and other interested users as part of their
responsibility and obligations towards them. Corporate reporting is a broader term than
accounting and financial reporting. According to Radman Pesa et al. (2017), the goal of
accounting reporting is to record economic activities, while the goal of financial reporting is to
process the results of accounting reporting, all to create information that points to the success
of the company's operations. A quality regulatory framework of corporate reporting contributes
to the very quality of corporate reporting, and an increasingly important aspect of corporate
reporting is voluntary reporting. The distinction between mandatory and voluntary reporting is
contained in the fact of whether or not there is a regulatory framework that prescribes reporting
requirements. When we talk about mandatory financial reporting, we mean financial statements
that business entities must compile and publish, as well as mandatory additional reporting
required by the capital market regulator, which includes the publication of additional
information, along with financial statements. VVoluntary reporting represents an additional way
of informing investors and other interested users and includes all financial and non-financial
information that is not covered by mandatory reporting, and the coverage of voluntarily
published information is determined by the management of the business entity. Corporate
reporting does not only provide quantitative information, but also qualitative information, and
the same does not have to be aimed only at the public and existing and potential investors.
Corporate reporting is primarily aimed at investors, and its fundamental goal is to reduce the
information gap between business entities whose securities are traded on regulated financial
markets. Corporate reporting is continuously upgraded and improved from year to year and
includes financial and non-financial information, i.e. financial reporting and reporting on non-
financial information. Corporate reporting, as a form of voluntary reporting, is an additional
way of informing investors and other interested users and includes all financial and non-
financial information that is not covered by mandatory reporting. In this work, the emphasis is
on non-financial reporting and non-financial information that results from non-financial
reporting and is a component of corporate reporting.

3. FINANCIAL REPORTING AND ITS REGULATIONS

Financial reporting has existed for many years and over time has changed and developed
according to the needs of the market and its users, but always following the adopted accounting
standards. According to Gulin et al. (2016) publication of financial accounting statements to
external users must always be following generally accepted accounting principles, i.e. adopted
international or national accounting standards (Gulin, Peréevi¢, 2013:5). Accounting
information is information that is needed in the management process. According to Olui¢ (2008)
accounting information should be relevant and reliable, but above all understandable to users.
Therefore, when talking about management, it is impossible to ignore accounting as a
fundamental source of information (Zager et al., 2007). Users of financial statements are
divided into two groups: (1) Internal users, and (2) External users (Drazi¢-Lutilsky et al., 2010).
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The laws, standards, and rules governing the financial statements of entrepreneurs in the

Republic of Croatia are:

e Law on Accounting (OG 78/15, 134/15, 120/16, 116/18, 42/20, 47/20),

e International Financial Reporting Standards - IFRS (which also includes International
Accounting Standards - 1AS),

e Croatian financial reporting standards - HSFI,

¢ Ordinance on the structure and content of annual financial statements (Official gazette., No.
95/16, 144/20).

According to Drazi¢ Lutilsky et al. (2010), we can consider financial statements in the most
general sense as accounting information presented in a specific standardized or non-
standardized written form. The types and content of financial statements depend on their
purpose, that is, on the requirements of their users, while the following can be classified under
the framework of financial reporting: (1) accounting assumptions, (2) accounting principles, (3)
accounting standards - Financial reporting standards, and (4) accounting policies. The goal of
financial reporting is to provide information on the financial position, performance, and
changes in the financial part of the reporting entity. Therefore, the general goal is to satisfy the
needs of users for quality information that is needed when making various, usually economic,
decisions.

4. NON-FINANCIAL REPORTING - FRAMEWORK AND REGULATIONS
Non-financial reporting is the process of preparing and publishing non-financial information
about the efficient operation of a company in terms of social responsibility and the environment.
Such efficiency includes the measurement of physical efficiency indicators, but also the
financial qualification of the company through various measurements, e.g. workforce training,
environmental costs, investment in employee training, etc. (Krivaci¢ and Antunovi¢ 2018).
Non-financial reports are intended for internal and external users of the company and
complement the annual financial reports, improve the quality of the information contained in
them, and highlight strategic values and future business directions in the coming periods, which
leads to complete, measurable, and more specific reports. The development of non-financial
reporting occurred in the 80s of the 20th century (Kriva¢i¢ and Antunovi¢ 2018). In the
literature, non-financial reporting is associated with terms such as reporting on sustainable
development, reporting on socially responsible business, reporting on environmental
protection, and three-balance reporting. The importance of such reporting has grown strongly
in recent years, as information on corporate sustainability becomes increasingly important to
investors, consumers, and other stakeholders when making decisions. For this purpose, the
Sustainability Reporting Guidelines were developed, the goal of which is the harmonization
and comparability of sustainability reporting, i.e. reporting on economic, environmental, and
social impacts for business entities around the world (Global Reporting Initiative (GRI) 2013).
In their work Gulin et al. (2016) point out that there is no standardized form of a report for
publishing non-financial information, and some of the non-financial information that business
entities publish are:

e general information and key indicators for the industry,

brief history and development of the business entity,

information about business goals and strategy,

description of the main products and services,

market share analysis,

information about related persons and transactions with related persons,

information about the achieved awards of the business entity,
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e largest shareholders and voting rights,

¢ information on the market price of shares,

e CVs of members of the management board, supervisory board, and audit committee,
e code and policy of corporate governance and the manner of their implementation,
development plan for new products and services,

marketing plan,

risk factors that can be predicted,

information about employees (gender, age, qualifications),

human resources management policy,

information on employee salaries and bonuses,

e reward policy for board members and key management,

e attitude towards the environment,

e social responsibility,

o different forecasts and analyses.

Among the mentioned non-financial information, lately more and more attention is focused on
sustainability and socially responsible business, therefore reporting on sustainability and social
responsibility of business entities is one of the newer trends in corporate reporting, and their
necessity is gaining importance. The reasons for reporting on the sustainability and social
responsibility of business entities are contained in the knowledge of the importance of socially
responsible business and reporting on the same for different users. With the growing
development of non-financial reporting, international initiatives to promote non-financial
reporting began to be launched, and the most famous one is the Global Reporting Initiative
(GRI), which was founded in 1997. It is the first initiative to develop a comprehensive
framework for sustainability reporting, while their latest version (G4) gradually evolved into
the GRI Sustainability Reporting Standards. In 2014, the obligation of non-financial reporting
was established at the level of the European Union according to Directive 2014/95/EU. The
adoption of Directive 2014/95/EU on non-financial reporting followed the adoption of
Accounting Directive 2013/34/EU. According to the aforementioned Directive, non-financial
reporting implies the publication of all information related to the company's impact on the
environment and society. The economic, social, and environmental dimensions are considered
the most important dimensions of the business impact of each company and, according to the
Directive, are the information that the entrepreneur must publish. The Directive does not
introduce a standardized reporting framework, nor does it require the application of any
standard for non-financial reporting, nor does it prescribe detailed content requirements for
publication, but only that companies are obliged to publish non-financial information following
the Directive. The Accounting Act (Official Gazette 78/15, 134/15, 120/16 and 116/18, 42/20,
47/20) transposed Directive 2014/95/EU of the European Parliament and of the Council of
October 22, 2014, on the amendment of the Directive 2013/34/EU regarding the publication of
non-financial information and information on the diversity of certain large companies and
groups (Croatian Accounting Law). Those obliged to prepare non-financial reports according
to the Directive on non-financial reporting 2014/95/EU, which entered into force at the
beginning of 2017, are large entrepreneurs who are subjects of public interest and who, on the
balance sheet date, have more than 500 employees during the previous business year (table 1).
This report became fully mandatory for publication in the financial year starting from January
1, 2017, or during the calendar year 2017.
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TYPE OF COMPANY CRITERIA OF COMPANY SIZE
more than 500 employees
Large companies property value greater than EUR 20 million

net turnover of more than 40 million euros
Listed companies
Credit institutions
Insurance companies
other entities of public interest which, due to their activities,
size, or number of employees, are defined as such by the
member state

Table 1: Those obliged to compile and publish a non-financial report
(Source: Krivaci¢ D., Antunovi¢ M..: Nefinancijsko izvjestavanje: Novi izazov za korporativne
racunovodstvene sustave, Zbornik radova Veleudilista u Sibeniku, 3 (4), 83 - 98, according to

Directive 2014/95/EU and Directive 2013/34/EU)

Subjects of public interest

This form of non-financial reporting became mandatory in 2017, and EU member states had a

two-year deadline to harmonize their national laws with the current Directive. The first non-

financial reports were published in 2018. Directive 2014/95/EU according to Krivac¢i¢ and

Antunovi¢ (2018) requires companies to describe their business model, describe the risks of

adopted policies, and encourage them to be guided by known reporting frameworks. The

frameworks for compiling non-financial reports are not prescribed by Directive 2014/95/EU,

so the frameworks of non-financial reporting according to Krivaci¢ and Antunovi¢ (2018),

which companies are encouraged to use are:

e Global Reporting Initiative (GRI),

e Eco-Management and Audit Scheme (EMAS)

e UN Global Compact (UNGC),

e Guiding principles on entrepreneurship and human rights for the implementation of the UN
framework program "Protection, Respect, and Assistance”,

e Guidelines for multinational companies of the Organization for Economic Co-operation and
Development (OECD),

e Standard ISO 26000 of the International Organization for Standardization (1SO),

e Tripartite declaration on principles relating to multinational companies and social policy of
the International Labor Organization (ILO).

When writing and compiling non-financial reports, a standard framework should be applied.

One of the most commonly used frameworks is the Global Reporting Initiative (GRI)

framework, but it is not necessary or even desirable to choose only one standardized non-

financial reporting framework, but to study different guidelines and choose the one, or more,

that best suits the business and profile of the organization. Non-financial reports that comply

with the GRI Standards must include the following:

e Principles of reporting to determine the content and quality of reports,

e General information about the organization and its sustainability reporting practices,

e Access to the organization's management of each material topic for sustainability,

¢ Information about the organization's impacts related to economic, environmental, and social
material topics (eg material topics for the sustainability of the organization can be Indirect
Economic Impacts, Waste, Employment, Employee-Management Relations, Health and
Safety in the Workplace, etc.).

The most common forms of non-financial reports in practice are the social responsibility report,
the sustainability report, and the integrated report (table 2).
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REPORT ON SOCIAL SUSTAINABILITY INTEGRATED REPORT
RESPONSIBILITY REPORT
Systematic communication of A report published by an Cohesive and efficient
entrepreneurs with stakeholders | entrepreneur on the economic, approach to reporting by
about their social and environmental, and social entrepreneurs to improve the
environmental impacts and the impacts caused by daily quality of information and
impacts of company business activities enable a more efficient and
management, which are not productive allocation of capital
covered by financial
performance indicators

Table 2: Definitions of separate non-financial statements used in practice

(Source: Vukic, N. (2015) Izvjestavanje o nefinancijskim informacijama according to the new
Law on Accounting and Directive 2014/95/EU, RRiF, No. 12, pp. 48)

To improve the consistency and comparability of non-financial reports that are published
throughout the Union, non-financial reports should contain measures taken on: environmental,
social, and personnel issues and issues related to human rights and the fight against corruption
and bribery. According to the Accounting Law, Article 21.a. companies include in their
management reports non-financial reports that contain information on the development,
business results, and position of the entrepreneur, as well as on the effectiveness of his activities
related to environmental, social, and personnel issues, respect for human rights, the fight against
corruption and issues related to bribery. Non-financial information is also known as ESG
environmental, social, and governance (ESG) information. Environmental issues include the
areas of (1) the current and foreseeable effects of the company's operations on the environment
and, if necessary, on health and safety, (2) the use of renewable and/or non-renewable energy
sources, (3) the emission of greenhouse gases, (4) the use of water and (5) air pollution. Social
and personnel issues deal with: (1) guaranteeing gender equality, and (2) implementation of
fundamental conventions of the International Labor Organization, working conditions, social
dialogue, respect for workers' right to information and consultation, respect for trade union
rights, health and safety at work, and dialogue with local communities and/or on measures taken
to ensure the protection and development of these communities. Human rights and the fight
against corruption and bribery include information on the prevention of human rights violations
and/or valid instruments for the fight against corruption and bribery. Non-financial reporting is
still a big challenge in practice throughout the EU, especially for the level of its harmonization,
where the aspiration is to establish transparent business concerning environmental, social, and
personnel aspects of a business. Non-financial reporting as a process of preparing information
about the company's effects in the context of sustainable development requires understanding
by management, but also synchronization and supplementation from the aspect of financial
reporting. Non-financial reporting directs the business and the organization toward future
periods, creates a clearer picture of the entrepreneur's business, and contributes to the
sustainability of the organization and its business. Non-financial reporting brings with it several
advantages, such as long-term planning and investment, defining risks, negative impacts, and
the impact of the organization itself on other market stakeholders, monitoring one's progress
and social impact, achieving two-way communication with the environment, setting an example
for others through the good practice of non-financial reporting, transparency, work on the
image, better economic indicators, and others, which should become recognizable by
management to fulfill the role of non-financial reporting. The goal of reporting on non-financial
information is primarily to increase the transparency and comparability of entrepreneurs,
however, according to international reporting frameworks and the Directive, entrepreneurs still
retain the right to report only information that does not harm the business position of their
company.
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5. CONCLUSION

Sustainable business includes the economic performance of the company and its social
responsibility while simultaneously protecting human and natural resources. Today, an
indispensable component of corporate reporting is non-financial reporting which provides
information on the economic, environmental, and social components of the business. Due to
the growing need for transparent business and greater visibility, non-financial reporting is
gaining more and more importance. Despite its importance, there are still problems and
difficulties regarding the misunderstanding of non-financial reporting, which requires the entire
process of their harmonization (regulatory requirements, transparency of reporting) to create
reliable and comprehensive non-financial reports. The quality and transparency of financial
reporting contribute to the development of the organization as well as society and its wider
community, enabling easier comparability of companies, which can ultimately contribute to the
improvement of business processes and organizational models, but also ultimately affect
growth, development, and competitiveness on the market. Exactly all of the above should be
achieved through the function of financial reporting in terms of non-financial reporting and in
this way achieve their connection and cohesion, as well as the satisfaction of all stakeholders
involved in the process of managing the organization. Quality and reliable financial reporting
is the key to the organization's success, while non-financial reporting, on the other hand, carries
with it a component of sustainability and the involvement of key internal and external
stakeholders in the organization's management process. Progress in terms of non-financial
reporting is visible, companies through their business strategies understand the importance of
non-financial reporting, based on the legal framework they publish the same, whereby non-
financial reporting ceases to be only a listing of environmental and social aspects of business
and increasingly becomes quantification, analysis, and reporting of material aspects for the
company and its stakeholders.
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ABSTRACT

"Aresearcher is a 'clever sucker' who serves humanity but is not appreciated or not appreciated
enough for it. He/she has a lot of work, but mostly little pay. There is some excitement in what
he/she does, but it involves a lot of fiddling. The researcher has to go in many directions, but
there are many dead ends. Thus it takes a very strong determination to choose this path. Without
dedication, perseverance and patience, you cannot succeed.” In short, this is the outcome of a
qualitative survey among students on the perception of research careers in four universities.
The focus groups made up of university students provided a lot of insights into what the image
of researchers working in science and academia looks like from the outside and what could
possibly make research careers attractive to members of Generation Z.

Keywords: research, research career, image, perception, focus group, qualitative study

1. INTRODUCTION, THE AIM AND METHODOLOGY OF THE QUALITATIVE
RESEARCH

At the end of 2021, a research team led by the author of this article mapped what Generation Z,
and more specifically university students, think about innovation. The first step of the two-
phase research was a qualitative survey. On the one hand, the exploratory focus group procedure
formed the basis for the second phase, a targeted questionnaire survey quantifying the
significant points of the problem. On the other hand, a characteristic of qualitative research is
that the exploration of perceptions and attitudes provides concrete results that can be interpreted
in themselves, providing the basis of which action directions and recommendations can be
formulated in relation to the research questions (Schleicher 2007, Babbie 2020).

In the qualitative phase, focus groups were used. This is an interview technique in which
appropriately selected members of the target group participate in a joint interview. For
methodological reasons, a group usually consists of eight people. The advantage of this method
over individual interviews lies in the interaction of the participants in a lifelike group setting.
The group situation provides an insight into how group members relate to, think about and feel
about an 'object’, product, service or concept (Vicsek 2006, Mitev et al 2015, Cyr 2019, Straus
2019, Krueger — Casey 2014, Morgan 2018, Stewart — Shamdasani 2014). In addition to the
specific answers of the respondents, the comments attached to the response, gestures, and group
dynamics all carry valuable information. One of the main strengths of focus group research is
that it is better suited to 'modelling’ opinion formation and debate than other methods.

The focus group is one of the most suitable tools to clarify an exploratory research question or
to formulate hypotheses. It is also recommended for developing a general picture and gathering
background information; generating creative ideas and new thoughts; identifying potential
flaws in a draft; and gathering associations concerning the research question. In order to take
into account the different life situations of the target group members (university students) and
the resulting differences of opinion and views, the study sample was filtered according to the
geographical location of the university of education and the field of study of university
education.
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We distinguished 3 groups according to the geographical location of the university:

1) Western Hungary (University of Sopron)

2) Budapest (Budapest Metropolitan University — METU, Budapest University of Technology
and Economics — BME)

3) Eastern Hungary (Neumann Janos University, Kecskemét)

In terms of the field of university education, the research covered 3 groups:
1) Participants in economic courses

2) Participants in technical courses

3) Participants in social science courses

In order to get to know the widest possible spectrum of feedback and attitudes, four focus
groups were held. This made it possible to identify the relevant aspects of university students
and to control the distorting effects of any opinions that might appear accidentally.

Setup of the qualitative, focus group study

Group 1 Group 2-3 Group 4
(Sopron) (Budapest: METU, BME) (Kecskemét)
» 18-24 years old » 18-24 years old » 18-24 years old
» Mixed composition in | » Mixed composition in » Mixed composition in
terms of the field of terms of the field of terms of the field of
university education university education university education

» Men and women mixed
» Even age distribution within the age zone in all groups
» Atleast 2 people per group who have participated in a Students’ Scientific Association
(TDK)
> At least 2 people per group who work alongside their studies
» At least 2 people per group who have their own business or are involved in a family
business

Table 1: Main characteristics of the qualitative focus group study, sampling
(Source: own research, 2021)

The qualitative research covered several areas, such as: attitudes of Generation Z towards

innovation; Meanings and perceptions of innovation; Participation in innovation; Aspects of

innovation promotion in the 18-24 age group; Characteristics of innovative thinking; The

meaning of the word startup and attitudes towards it; Entrepreneurship and launching startups;

The ideal startup organisation; Self-perceptions of Generation Z; and last but not least,

perceptions of research careers. In terms of the latter, the following questions were discussed

with students during focus groups:

e "What do you think of a career in research? What do you think of the words research,
researcher?"

e "How do you see research and the results of research affecting your immediate environment
and your own life?"

e "What do you think are the ways to make scientific research as a career interesting for the
18-24 year old generation Z?"

In addition, we also asked them to describe what they think a typical researcher looks like:
"Imagine that we are waiting for a typical researcher. Suddenly there is a knock on the door
and here he/she is. Describe what he/she is like. (Look, appearance, interior, marital status,
financial status, health, gender, age, grooming, character, dress, style of behaviour, etc.)
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e How does he/she live?

e What is most important to him/her?

e Does he/she have goals and plans? What are they?

e How successful is he/she, how satisfied is he/she with his/her life, is he/she happy?

e What does he/she do in his/her spare time? Does he/she like to have fun? How? What does
he/she spend his/her money on?

e How does he/she behave: in a group of friends, with strangers, with men, with women?

e How attractive is his/her way of life to you? In what ways would you like to be like him/her
and in what ways would you not? Why?

2. GENERAL RESULTS: PERCEPTIONS OF A CAREER IN RESEARCH

It can be said that there is ambivalence in the researchers' perceptions. In simple terms, the

typical view was that the researcher was a "clever sucker" who served humanity but was not or

not sufficiently appreciated for it. The first reactions to the word research and researcher were
as follows — the information in brackets, in italics indicate what was said in the focus group:

e A smart person who has the innate ability and dedication to research. ("He/she is quite a
clever person, actually, there are people who are born with it in them, that they are a bit
more advanced than, say, the average person, they do research on these things, or someone
is interested in it, and not everyone is born to do research, even if they want to, but they are
not as good at it as someone who is born to it, so to speak."; "You can also say that it's a
way of life, that he/she thinks about it day and night, 0-24.")

e The researcher serves the whole of humanity, but it may not benefit the individual, it may
not pay off, he/she may not be "rewarded.” (“Actually, it occurs to me that those who do
research are not really serving man himself, but rather humanity, because let's say someone
starts doing research in physics, whatever, in some discipline, he/she has an idea and not
necessarily in his/her lifetime, but maybe one or two years later it will be useful to humanity,
but not to that person in his/her lifetime. It's for example a negativ aspect to it."; "Yes, the
result that he/she succeeded but he/she leaves disappointed.™)

Primary associations with a research career:

A lot of work

Low pay

Excitement

Lots of fiddling, going in many directions and lots of dead ends
Testing

Patience

Dedication, perseverance

Learning new information, gaining experience

Very strong determination

It is fair to say that many young people do not find a career in research financially rewarding.
They associate this with conditions in Hungary, where they consider it to be valid. Financial
appreciation is also considered to be much more important in foreign companies or in foreign
companies in Hungary. Researchers in Hungary are seen as working out of dedication, putting
aside their situation, and this is their motivational base. ("Financially they are ... poor. ... Yes.";
"There are some topics that are funded by grants, but not everything.”; "A career in research,
the problem is that someone comes up with something really good, but doesn't get there because
they starve to death in the meantime. A lot of research careers are that someone does research
and if it's not that popular, then he/she has to work on something else besides it.
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Minimum resources for living, minimum wage is likely. You have to be rather dedicated, you
have to be more driven by the feeling that the person who wants to do it, does not necessarily
do it because of such external material factors but because of their personal factors, | mean,
people who are like that want to change the world.")

According to the participants of the focus groups, in Hungary, a career in research is stressful,
especially in the private sector. There are grants that can make a research career rewarding, but
it is difficult to plan for. There is ambivalence in the situation, as they find the researchers’ job
interesting and attractive, but it is a lot of work, which can only be done out of dedication. In
the past, interviewees described their generation as being distinctly resentful of the workload
and existential insecurity. ('l used to work in a research company, the fact that you see Hungary
as a starting point. ... It was a chemical engineering company, a surface treatment company,
but researchers don't just exist, there are universities and companies that have very tough
tenders and receive huge sums of money; the research thing, the fact that in our country
research is unfortunately now intertwined in such a way that research is done in the university,
and the financial situation there is not necessarily perfect, they are not paid as much, that's one
thing, but research work involves a lot of setbacks, it's much more stressful than people imagine,
it's also a huge pressure, it really is, especially if you're in a competitive company. It's good,
and it's very interesting, I liked that part of it, but you have to pick up the pace, there's as much
work as in a production company, it's not all like you're there three times a day having coffee
for two hours, but it is a good career really, but dedication is needed, that's a fact, but you also
have to admit that it involves a lot of work.") Those who would like to be researchers stressed
the importance of the topic of interest. The topicality of the pandemic was a key factor in this
assessment. Health issues came to the fore. ("'l mentioned that, yes I did. I'm very interested in
the topic itself and how it could be stopped, there are epidemics for which there is no medicine
to date, they can only slow it down or alleviate the symptoms.”; "I'm mainly interested in
diseases. However, I'm a business and marketing major, but I didn't study biology in high
school, so I didn't have the opportunity to go to medical school."”)

Aspects that enhance the attractiveness of a research career:

e The results of the research could be of breakthrough significance ("It could be attractive at
the level of revealing how society now feels about certain things and whether that again
could help companies in how strongly they need to communicate about something, where
the breakthrough could be.")

e Research work is a creative activity — ambivalence about whether it can be afforded as a
hobby ("Very creative."; "When I'm on a stable footing, with a massive income, then.")

e It promotes development, innovation ("He helps us with data that, let's say, promotes
innovation.")

Not attractive in a research career:

e They see the life of the researcher as a lonely, isolated world, where the researcher misses
out on a lot of things because he/she is solely focused on research ("It's such a lonely and
isolated world."; "For me it's not because he/she misses out on a lot of things, human
relationships, because he/she is focused on one goal, having a good idea that he/she has to
do, putting all his/her time into it.")

e Itisrisky in the sense that there is a lot of competition and the results may expire in a short
period of time. The work invested will not pay off in that case. ("It's difficult because what
if you're doing research on a topic and a year later a much better solution and comes, you
find out that it's all been a waste of time.")
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3. IMPERSONATION: 'THE TYPICAL RESEARCHER'

As already mentioned, the focus group participants were asked to try to imagine a typical

researcher who has all the hallmarks of a researcher. The projective exercise revealed hidden

attitudes to researchers' careers. The impersonation was not clear. Opinions that included

contrasts were based on different personal experiences or on various film experiences (e.g.

Indiana Jones, The Big Bang Theory). The gender of the "typical researcher™:

e More like a man ("Man. Male. The overall average is a man."; "Male."; "I'd like to think it
could be a woman, but because of the stereotype a man comes into my mind.")

e It could be a woman ("She's about 40-50, more like a woman. She doesn't care about her
appearance, about looks; she cares about being clean and tidy, but her most important topic
Is not dressing fashionably, her focus is not looks.")

e Unclear definition of gender ("It doesn't matter if it's @ man or a woman, he/she does
research, is dedicated and persistent™; "l wouldn't define that clearly”; "When | hear
‘researcher’, | think of a picture, and | can't imagine it's only a man; I think of a woman and
a man, | can't imagine it's only a man™).

Age of the "typical researcher":

e Old ("Wears glasses. Old.")

e Could be young — The Big Bang Theory series effect ("It's completely random, in The Big
Bang Theory, for example, Sheldon Cooper is a very young man, a twenty-something year
old man who won the Nobel Prize, that's what the series is about.")

e Middle-aged ("I'd say around 40."; "I'd say 40-50. ... That's when careers tend to be at their
peak."; "I'd say 30, under 30 is very rare, over 40 yes, more from 30 onwards." "'I'd imagine
middle age, above 45, that's when you can really fulfil your potential professionally, not
being an assistant, not being an intern and maybe being the leader of something.")

The characteristics of a "typical researcher":

e Organized ("Likes order very much.")

e Curious, passionate ("Curious. Can be passionate about a subject.")

e Team player ("Team player, usually you don't do research alone, there is always a process
in a research that takes you further, it needs more people.™)

e Dedicated ("Because he/she is dedicated.")

The financial situation of the “typical researcher":

They think it depends on the research topic. A more moderate material prosperity was
considered more typical ("Poor."; "It depends. "; "I know a historian who found meaning in
life, you could say, not having much money, barely making a living from all these
archaeological finds and excavations, but after finding something, by the age of 40, wrote a
book, and suddenly was funded, then getting more money; but at the very beginning when only
doing research, one might not be in the same financial situation as he/she is a few years later.";
"It all depends on the research topic as well. Maybe someone won't achieve anything in their
research, but maybe someone like this archaeologist will, and they'll be recognised in the end.")

The appearance of the "typical researcher":

It has provoked controversy. Opinions ranged from shabby to very elegant. ("Elegant."”;
"Shabby."; "Some people are very elegant and others wear simple everyday clothes.”; "For me
it is more elegant.”; "How they dress depends on what field they are researching.”; "The
archaeologist and historian | know is quite elegant.”; "Manly, modest."; "Well-groomed. Yes,
well-groomed.")
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What is most important for the "typical researcher":

Research is a life goal, not just a job ("Research itself. It's his purpose. It's what he's dedicated
his life to"; "Research is the beginning and the goal, it's what he's dedicated his life to™; "To
achieve something"”; "To achieve results through research™; "He/she has no other goal,
whatever is set out to achieve, should achieve it, whatever the field"; "He/she wants a little
recognition”; "A Nobel Prize"; "It's usually a warm handshake, a hug or a pat on the back™)

The behaviour of the "typical researcher":

e An average character in his/her behaviour. He/she is not the centre or the voice of society,
but he/she is not on the periphery either. ("He/she may not stand out, but he/she doesn't
close off either. He/she is not the centre, but is not necessarily the most reserved personality.
I'd say the person is more average.")

e Talksa lot in company, but mostly about his/her own research topic. ('In a company, he/she
is happy to talk to anyone.”; "And talks a lot."; "About his/her own topic."; "No, he/she is
open to new topics, bacause maybe it has something to do with his/her research.”; "But
he/she can lead you it his/her own topic.")

e He/she is a narrow specialist, just doing his/her job. (A researcher is always researching,
always looking for opinions, always looking for different views on the world, always asking
opinions on the subject of his/her preference. *; "He/she is always on the job, does it all the
time, and then one day collapses from exhaustion™; "It's the Indiana Jones kind of person,
up in the cathedral one minute and out in the field the next, this is the way I could imagine
the male researcher, and the female one in the same way.")

e The satisfaction and happiness of the "typical researcher" depends mostly on how much
appreciation he/she receives ("Happy, yes, because he/she is dedicated, thinks that he/she
can achieve a very good goal if he/she can figure something out™; "Yes, he/she considers
his/her work as a hobby, doing it with heart and soul™; "I don't think he/she is happy"; "I
don't think he/she is happy either."; "Because he/she is looking for what is bad and not for
what is good, and for that you need to have a very developed, so to speak, social thinking,
so that you can think in a way that you can see what is beautiful in life, and that is not
characteristic of scientists, maybe it is characteristic of their professional skills, but not of
their social skills, and that is why they tend to see the bad aspects, in the social field they
tend to see the bad aspects, precisely because they are not the centre of the company.”; "I
would say he/she doesn't get enough credit for his/her work. There are very few researchers
nowadays, there are a lot of people coming up with new things all the time, but very few
that have survived at the level of honours, but they're still improving things all the time, it's
just that a lot of people don't get that recognition for it. Even a theoretical one, just the title,
that he/she is really considered as a researcher, we ’'ve mentioned that the salary is really
inadequate.")

4. VISION: WHAT MAY MAKE RESEARCH ATTRACTIVE FOR GENERATION Z?
The typical researcher — if he/she cannot make a connection, for example because he or she
uses too much jargon — is less charming and interesting. This opinion of university students is
well related to what they have experienced in university lectures ("If he/she is very clever,
he/she is not so nice, | mean, he/she uses jargon to address the audience in a lecture, and three
quarters of it is not really clear to us because of the jargon used"; "A know-it-all kind of
person."”; "He/she can say anything, we won't understand that because of the words used.")
Opinions are divided regarding the attractiveness of the researcher lifestyle. It is considered to
be personality-dependent, being more attractive for introverts and people who tolerate
monotony ("It depends on the person, if you can tolerate monotony you can be a good
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researcher”; "Some people are so simple and they get by with it, it makes them happy"; "There
are a lot of stereotypes about researchers being very introverted and gray people."”)

It is unattractive, people with the opinions below would not like to do research work:

The researcher lifestyle is not attractive because he or she does not feel the necessary dedication
to everyday research. For them, it seems to be a tied lifestyle and they think that work does not
end when the working hours are over. ("I certainly wouldn't be one. I'm not that much of a
researcher, | can't imagine doing research every day, | wouldn't be that kind of person”; "It's
a more reserved way of life"; "The researcher takes work home, never stops thinking; I put the
work down when the working hours are over and take care of myself, after the working hours |
don't want to be thinking about what else I should look at, what else is there."; "It's a bit more
of a tied way of life”; "I'd do it, too, because | like 3D, for example, and | can imagine further
development in this technology, researching to make it as good as possible, but I wouldn't want
to spend my whole life researching day and night or constantly thinking about it. I want to do
other things in my life, too.")

It is attractive, people with the opinions below would be keen to do research work:

e The researcher lifestyle is attractive for those who like problem-solving challenges
("Gladly. 1 like solving problems, if I want to work somewhere | don't want to hate it, | want
to do a thing, a job that I like, and let's say if it is problem solving, research, it is something
that | like, solving problems, and that's why I’d be keen to do research.")

e It is diverse, always bringing something new, and researchers are doing what they like. ("1
imagine it to be more varied, this is too typical for me."; "It can be very varied, in a good
case they're doing what they like, within that there's always something new, something
different to look at or develop."”; "Within their work it's varied, there are always new
stories.")

5. CONCLUSION, THE RESEARCHER'S CAREER IN HEADINGS ACCORDING TO
UNIVERSITY STUDENTS

Based on the 4 focus groups conducted among university students, the results can be
summarised as follows, i.e. this is how young people perceive researchers:

e The typical researcher is a middle-aged male, 40+.

e They are characterised by a sense of commitment to their work.

e They are tidy, curious and passionate, especially about their work.

¢ Financially, they tend to have a modest existence, but this also depends on how current their
research is.

Their appearance is uncharacteristic, it can be shabby, casual, but very elegant as well.

For the typical researcher, the most important thing is the success of his/her research and
the recognition (professional, moral, financial) that this brings.

They are average characters who fit in socially but are not the centre of attention.

They talk a lot about their work, not interested in much else, being specialists.

Their satisfaction and happiness depend mostly on how much appreciation they receive.
Overall, they are a kind of "clever sucker."
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ABSTRACT

Internet and rapid development of technology have greatly changed the expectations and needs
of consumers. Given the numerous advantages of Internet, consumers increasingly tend to
choose and buy products from the comfort of their homes. Digital marketing is increasingly
used to promote products and services to meet consumer needs and expectations. Generation
C is one of the consumer segments whose members grew up with digital media. This group
includes members of all generations whose main characteristic is constant connection via
Internet and devices of the latest technology. The aim of this paper is to analyze attitudes on
the consumer behavior of Generation C and the role of digital marketing communication in
products selection. The obtained results show that Generation C members search for the
information about goods and services before making a purchase decision and research reviews
of other consumers who have used them and shared their experience on social networks and
the seller's website. Generation C members like to share their satisfaction or dissatisfaction
about goods or services they purchased in order to warn others about its shortcomings.
Generation C lives in a digital age where sharing post-purchase experiences is easy and at the
same time useful for future consumers.

Keywords: consumer behaviour, Generation C, digital marketing communication

1. INTRODUCTION

The digital age and e-marketing greatly influence consumer behavior. The appearance of online
stores made it possible to shop with almost one click, while on the other hand, social networks
made it possible to advertise products and services to a target group of consumers. Information
spreads quickly through social networks, so consumers share their post-purchase experience
with other social network users or seek additional information and experiences from others
before making a final purchase decision. Generation C as one of the consumer segments, whose
members grew up with digital media. Generation C is looking for new content every day, and
their decisions are based on online content. Therefore, many brands have focused their
marketing activities on content marketing. Members of Generation C share their experiences
not only with friends, but with all users on social networks. Generation C has an ingrained need
for research and development, while accepting new technological developments that result in a
pronounced tendency to change. The main objective of this paper is to analyse attitudes on the
consumer behaviour of Generation C and the role of digital marketing communication in
products selection. The answers of 208 respondents were collected through a survey
questionnaire in the period March-August 2022.
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This paper is organized as follows: after the introduction, the second section deals with an
overview of the most popular social networks. The third section focuses on marketing
management on social networks. Section 4 presents the consumer behaviour and Generation C.
Section 5 describes the used methodology and sample, while Section 6 presents empirical
results from the study. In the last section conclusions are given.

2. SOCIAL NETWORKS

Social media have become channels for communication and obtaining information that users
prefer over other online platforms, such as websites, blogs, forums. Social networks have
become one of the biggest revolutions in human communication, and an increasing number of
people use them every day. A social network can be defined as "a web-based service that allows
an individual to create a (semi-)public profile within a limited system, articulate a list of other
users with whom he shares connections, and see and compare his contact list with those created
by other users within the system”. (Grbavac and Grbavac, 2014). Digitization has enabled
producers to get closer with their consumers, who nowadays spend more and more time on
social networks. The most popular social networks are Facebook, Twitter, Instagram, YouTube
and TikTok. Facebook is used to post photos that encourage other online users to comment and
communicate (Grbavac and Grbavac, 2014). Facebook's success can be attributed to its ability
to attract both consumers and producers to simply create a profile on this social network.
Instagram is a free app for sharing photos and videos. People can post photos or videos and
share them with their followers or with a select group of friends. They can also view, comment
and like posts shared by their friends on Instagram. Some of the advantages of using Twitter in
business are: constant connection, free business promotion, attracting new customers,
communication, experimenting with tone (Business, 2022). YouTube is a huge video sharing
platform that allows users to watch, like, comment, share and upload videos. With
approximately 1.9 billion monthly visits, YouTube is the second most visited site in the world,
and is also the second largest search engine, behind Google (Tafesse, 2020). The content is free
for all users, as this video viewing channel derives most of its revenue from marketing, and has
seen steady growth with the rapid expansion of mobile devices (Duffett, 2020). One of the
benefits of YouTube advertising in the launch phase of new products and services is influencers,
celebrities endorsing products, as well as YouTubers which are effective in reaching young
consumers (Duffett, 2020). TikTok has attracted users from all over the world, giving different
types of businesses the opportunity to collaborate with influencers. TikTok is also used for
brand promotion (due to reduced costs, more and more users are using TikTok for product
branding) and for influencer marketing which has proven to be one of the basic techniques used
by marketing experts to attract audiences (Choudhary, Gautam and Arya, 2020). It is no surprise
that brands are replacing traditional marketing methods and investing more money in social
media marketing as social media has become an extremely important part of consumers' lives.
Social media advertisement has become unavoidable.

3. MARKETING MANAGEMENT ON SOCIAL NETWORKS

Today, the Internet enables the availability of information at any place and any time influencing
different decisions. Technological progress has caused a faster movement of goods on the
market, a higher pace of products production and consumption, and the emergence of Internet
shopping which has become an everyday occurrence. The increasing usefulness of the Internet
has led many companies to adapt their business strategies to digitization and direct their
marketing efforts to social networks. Ease use and communication on social networks has
enabled consumers to share their opinions about goods and services, or brands they have
consumed. Social networks, which are used by millions of users, have become a channel that
transmits word-of-mouth information at an enormous speed, thus creating a series of positive
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and negative information about goods and services. The increasing engagement of users online
makes social media the perfect place to gather opinions of those who matter most — consumers.
It is the reason that social networks are increasingly used for business purposes to collect
informal feedback from customers, and to interact with potential customers to let the
organization know that it cares about the opinions of its consumers. In order to achieve their
goals, organizations use various forms of marketing: content marketing, viral marketing, e-
marketing and mobile marketing. Content marketing reflects a company's or brand's true
promise to create value for (potential) customers through the offering of relevant or free content,
and aims to build long-term relationships with consumers, relying on consumers' proactivity to
seek brand content which is worth the effort (Lou and Xie, 2020). Content marketing is created
and shared by the company itself, and the fundamental difference between the mentioned form
of marketing and traditional marketing is that the content focuses on the interest of the consumer
and not on selling the product. Content marketing can be described as a strategic marketing
approach aimed at creating and distributing valuable, relevant and consistent content that will
attract and retain a clearly defined audience and ultimately, drive profitable customer action.
Viral marketing is also called World of Mouth Marketing, Buzz Marketing, or just Buzz. This
type of marketing implies the voluntary transmission of a promotional message by the users
themselves (Stanojevi¢, 2011). The rapid growth of the Internet and the use of Internet
commerce have made viral marketing an attractive marketing method for most companies and
marketers, but first of all, the factors that influence the attitude of customers towards this form
of marketing should be investigated. Viral marketing consists of targeting specific consumers
to encourage faster product adoption. The selection of influential consumers is not random, but
a complex process of optimization that includes the analysis of the social network of consumers
in order to achieve the maximization of influence, thus favoring the spread of positive
information (Robles, Chica, and Cordon, 2020). Viral marketing includes any strategy that
persuades individuals to convey a marketing message to others, and builds the potential for
exponential growth in message delivery. Like viruses, such strategies use rapid replication to
spread the message to potential customers. In other words, viral marketing implies that the
consumer has the function of electronic word of mouth on social networks and media (Hendijani
Fard and Marvi, 2019). Attractive messages are passed on, but it is not easy to encourage
consumers to spread them. Such messages should be fun or intriguing, linked to products that
are easy to use, well targeted, linked to a credible source, combined technologies (Dobele,
Toleman and Beverland, 2005). One of the advantages of viral marketing in relation to
traditional mass media campaigns is the ability to target a specific group of customers, and this
is achieved in many cases through a network of friendships because it is assumed that they share
common interests. This kind of customer acquisition strategy has more influence and
acceptability of third-party advertising among potential customers because it comes as a
recommendation from a friend (Bhattacharya, Gaurav and Ghosh, 2019). Kotler and Armstrong
(2012) described e-marketing as marketing that uses various online electronic media, while
Fang and Lie (2006) called e-marketing marketing using web media and various related
transaction activities that consumers can easily access. E-marketing creates fundamental
attitudes and behavioral changes of consumers who buy online, therefore they are influenced
by e-marketing (Priansa and Suryawardani, 2020). E-marketing can also be defined as "the
achievement of marketing goals through the use of information and communication
technology" (Stanojevi¢, 2011). One of the advantages of using e-marketing is small
investments, therefore it is most often used by smaller companies that have a limited budget for
the promotion of products and services. Life without mobile phones has become unimaginable.
People became its regular users, which resulted in the emergence of mobile marketing, which
developed into a powerful tool for attracting potential customers.

123



89t International Scientific Conference on Economic and Social Development —
"Economical, Agricultural and Legal Frameworks of Sustainable Development" — Novi Sad, 4-5 November, 2022

There is more and more research on the usefulness of mobile marketing, and the availability of
various research results allows companies to design appropriate marketing strategies and set up
targeted campaigns. The mobile phone has also influenced the way sellers communicate with
customers, thus creating new marketing opportunities. This form of marketing enables the
personalization of advertisements, in order to show potential customers only relevant
information and personalized content, which is the opposite of mass marketing, which is used
to promote goods and services in such a way that only one advertisement is created for all
customers and various promotion channels. The Internet has provided better insight into
consumer behavior, and many companies use it to target only potential customers. Mobile
marketing can be divided into two categories (Golob, 2016):
e push mobile marketing where the consumer is sent content that he did not ask for, such as
audio messages, messages, e-mail, surveys and similar content.
e pull mobile marketing, where the consumer is sent a one-time content request, as well as
promotional messages for network users who have chosen that option.

4. CONSUMER BEHAVIOR AND GENERATION C

Consumer behavior can be defined as "the process of obtaining and consuming goods, services
and ideas from a consumer unit. It also includes post-sale processes that include evaluation and
post-purchase behavior. It should be noted that the consumer unit means an individual or a
household that makes a decision. It can also be an expert group in the company" (Kesi¢, 2006).
Another definition defines consumer behavior as "a series of psychological and physical
activities undertaken by an individual or household in the process of selecting, purchasing and
consuming goods and services.” In order to determine the consumer's motives and wishes, it is
necessary to understand three roles in consumer behavior: the role of the goods and services
user, the role of the payer and the role of the customer, and the characteristics of the product
must be adapted to the requirements and expectations of the user/consumer of the product”
(Previsi¢ and Ozreti¢ Dosen 2007). Considering the definition that states that consumer
behavior is a process, three phases of consumer behavior can be distinguished: purchase phase,
consumption phase and the storage phase (Kesi¢, 2006). In the first stage, various factors
influence the decision to purchase goods or services. In the second phase, the very act of
consumption and the satisfaction or dissatisfaction that occurred after consumption are
analyzed, as this will affect the future behavior of the consumer. In the third phase, the
consumer decides how to use the product remains, which is of great importance for
environmental protection. It can be concluded that the analysis of consumer behavior through
all three phases is important for advertising to brands that want to adapt their products to the
needs and wishes of potential consumers, i.e. the way they make decisions, the way they
consume and recycle leftovers. Monitoring of trends that also affect changes in consumer
behavior is of great importance, and every individual as a consumer is influenced by numerous
factors and concepts that shape his consumer behavior.

4.1. Specifics of Generation C

Generation C is made up of passionate consumers and brand advocates, and when they become
brand loyal, they become the biggest spenders, and increasingly they are seen as the most
influential content creators on social media. They are connected, communicating, content-
driven, computerized, community-oriented, always clicking. Although they are not classified
by age group, as a rule, they were born after 1990, and they experienced adolescence after 2000.
Their lifestyle has been influenced by the Internet, mobile devices and social networks
(Friedrich, Peterson and Koster, 2011). It can be concluded that this generation is best
acquainted with the advantages offered by technology because they use various devices that
facilitate their communication and shopping.
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They rely on information shared on social media, and use social networks to stay in touch with
friends, family, business contacts, and people with the same or similar interests.

4.2. Products selection method of Generation C

Generation C bases its decisions before purchasing products on recommendations and
experiences shared by other consumers. They tend to browse websites and social networks to
find out information about products they intend to buy, and they expect reliable content created
by brands and other consumers. This generation summarizes the special behavioral
characteristics of the previous generations X and Y. This generation is not only made up of
consumers of a certain age group, but a group of consumers with similar characteristics. It is
characterized as a generation that emphasizes content creation (Hardey, 2011). Each generation
behaves differently from another generation. Generation C is looking for a brand that
contributes to the world and is committed to benefiting the planet to make it a better place to
live. They trust companies that have a positive impact on the wider community, and will choose
brands that will help them create positive effects on society. As consumers, it is important for
Generation C to feel positive, i.e. that they are valued, cared for, reliable, focused, safe and
satisfied. They are loyal and ready to recommend the brand to their family or friend (Helmi,
2017). It can be concluded that the post-purchase experience is the key to creating
competitiveness, loyalty and sharing recommendations, and results in a differentiation value
compared to other brands, which will make members of Generation C repeat the purchase if
they create positive feelings after the purchase.

5. METHODS AND SAMPLE

A survey questionnaire was created to collect data on the attitudes of respondents belonging to
generation C in order to show the impact of digital marketing communication on consumer
behavior. The questionnaire was available in the period March-August 2022 on the social
networks Facebook and Instagram, as well as on the WhatsApp, Viber and Messenger
applications. A link to the survey questionnaire was also sent by e-mail. In this research 208
respondents participated. According to the age structure, the most respondents are between 18
and 30 years old (46.6%). Females predominated (62%). According to the educational structure,
the majority of respondents have secondary education and higher education (50%). The largest
number of respondents earns a monthly income between HRK 7,000 and 10,000 (46.2%).
Selected descriptive statistical indicators were calculated and interpreted for quantitative
variables.

6. RESULTS

The conducted survey aimed to analyze attitudes of respondents on the consumer behavior of
Generation C and the role of digital marketing communication in products selection.
Respondents evaluated their attitudes on a five-point scale, ranging from 1 (poor) to 5
(excellent).

In order to determine whether Generation C members seek the experiences of other consumers

before making a purchase decision, the following variables were defined:

1) How often do you look for the experiences of other consumers on social networks before
making a purchase decision (V1)?

2) Towhat extent do you think that quality and optimized content published on social networks
Is important for attracting new and retaining existing consumers (V2)?

3) To what extent does feedback about products and services on social networks influence
your final purchase decision (V3)?

4) Do you consider feedback about goods and services on social networks relevant (V4)?
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5) Will you buy a good or service if you don't find any feedback about it (V5)?
6) How often do you buy new goods or services without asking for feedback from other
consumers (V6)?

Variable [Mean  |Std. Deviation t-test

V1 3,78 10,992 54,922
V2 4,08 10,881 66,719
V3 3,90 10,943 59,705
V4 3,69 0,912 58,366
V5 3,22 1,137 40,841
V6 3,21 1,164 39,775

Table 1: Respondents' attitudes on the experiences of other consumers before the purchase
decision

(Source: Fister (2022))

According to the results presented in Table 1, respondents showed the highest degree of
agreement regarding the importance of quality and optimized content published on social
networks for attracting new and retaining existing consumers and regarding the influence of
feedback about goods and services on social networks. With somewhat lower average ratings,
respondents evaluated the purchase of the product without finding feedback and without
seeking feedback. The calculated indicators related to respondents' attitudes about the
experiences of other consumers before the purchase decision support the hypothesis that
Generation C members look for the experiences of other consumers before the purchase
decision. Internet and social networks enable consumers the opportunity to search for
information about goods and services before making a purchase decision, and to research
reviews of other consumers who have used them and shared their experience on social networks
and the seller's website.

In order to determine whether Generation C members easily share satisfaction and

dissatisfaction after a purchase, the following variables were defined:

1) How often do you share your satisfaction or dissatisfaction with a purchased good or service
on social networks to share your experience with consumers (V1)?

2) Do you think it is important to share dissatisfaction with the purchased product in order to
warn potential customers of its shortcomings (V2)?

3) How often do you visit social networks just to share your own satisfaction or dissatisfaction
with the purchased product or service (V3)?

4) Do you think that it is easier to share dissatisfaction after a purchase than satisfaction (V4)?

Variable [Mean [Std. Deviation t-test

V1 3,12 1,175 38,284
V2 4,03 1,009 57,652
V3 3,13 1,170 38,571
V4 3,55 1,154 44,354

Table 2: Respondents' attitudes on sharing satisfaction and dissatisfaction after purchase
(Source: Fister (2022))

According to the results in Table 2, it can be concluded that Generation C members like to share
their satisfaction or dissatisfaction with others.
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Considering the highest average ratings, it is important for them to share their dissatisfaction
with the good or service in order to warn others about its shortcomings. Nowadays, digitally
sharing post-purchase experiences is easy and highly beneficial for future consumers.

7. CONCLUSION

Digital marketing communication enabled easier communication between brands and
consumers, which for Generation C members is of great importance when choosing a product.
Consumers are increasingly using digital information that influence their consumer behavior.
Most of those information is unverified, although consumers select from the set of information
only the information they want and the way they will consume it. The availability of information
in real time, the location of people, and the many channels that enable fast communication
regardless of time and place, attract users to use them more and more often because in this way
they stay connected, share interests and recommendations with others, and create buying habits.
All of this could fall into the background if consumers feel that their privacy and security of
personal data has been violated. By creating numerous profiles on social networks, users share
their personal data, interests and leave traces that reflect their consumer behavior, thus
unwittingly creating a huge database available to brands that makes it easier for them to adapt
advertising strategies to the target group of consumers with regard to their characteristics.
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ABSTRACT

The incredible change in the dynamics of the environment and the complexity of the
surroundings significantly affect companies business operations worldwide, including
companies in the Republic of Croatia. The changes caused by the pandemic are visible in all
sectors, especially in small and medium-sized enterprises. Entrepreneurship is the foundation
that drives national and global economies. In the Republic of Croatia, the sector of small and
medium-sized enterprises accounts for over 50% of the total income at national level, and
annually employs over 70% of the total number of employees. Therefore, the development of a
good state entrepreneurial climate is unquestionable and needs to be backed up with the
effective legislative and institutional framework. The fact is that the contribution of Croatian
educational system in developing entrepreneurial competences is rated below the European
Union average, which significantly affects the competitiveness of the companies, and thus the
economy as a whole. The European Union has recognized the trends that modern
entrepreneurship demands, and directs most of its support to the small and medium-sized
entrepreneurship segments, therefore Croatia as a member implements and redirects activities
of its institutions and supports entrepreneurship whose activities have been expedited due to
the pandemic. Based on that, the aim of the paper is to provide an overview of the institutional
framework in the Republic of Croatia, which is the key in providing support and development
of entrepreneurship in the state. Further, an overview of the environment and changes caused
by the pandemic in the sector of small and medium enterprises in 2019 and 2020 has been
given. Secondary data sources where used in writing the paper.

Keywords: entrepreneurship, SME, pandemic, corona crisis, Croatia

1. INTRODUCTION

Global pandemic 2020 caused overall disturbances which deeply affected all business sectors
and the losses are still visible. The crisis, never seen before, disrupted trade, investment, and
employment (Fitriasari, 2020) and the most affected have been small and medium sizes
companies (SME) due to liquidity problems and dependence on certain markets. Pandemic
affected the most sectors of Accommodation & Food Services, Arts, Entertainment &
Recreation, Education (Kalemli-Ozcan et al, 2020). The SME sector is extremely popular in
today's economy. According to the results of the research, the majority of Croatian economy as
well as the European Union is made up SME enterprises. In Croatia, according to the
Accounting Law the category of small companies includes companies whose number of
employees does not exceed fifty employees, while medium-sized companies are considered
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companies that have two hundred and fifty employees during the business year. Small and
medium-sized enterprises mostly operate in the local, regional and national space. Nowadays,
the growth and popularity of SME businesses is a consequence of the progress of IT and
information technologies. Digitalization and digital transformation allows SME sector to be
competitive on international markets. In the developed world, there is a growing trend of
substitutes that are offered on the market at lower prices. Namely, it is very common to buy
products from well-known manufacturers to unknown manufacturers. Such a trend favors the
development of a small economy and its global market expansion. The advantages of a small
business are innovation, knowledge of the market and creativity.Small businesses are very
popular among entrepreneurs because there are no high barriers to entry and no excessive initial
investment is required. Also, it is easier to focus on a smaller group of customers than on a mass
of people, i.e. consumers. Within a small business, there is retail and wholesale. Retail, due to
the ease of establishment and the quick acquisition of experience, attracts many entrepreneurs.
Therefore, many governments around the world have imposed certain measures to address the
problems SME sector faced due drastic decrease of liquidity in order to diminish drastic
consequences and ensure recovery of SME sector.

The desk approach was used in this research to address the impact of pandemic on SME sector
in Croatia.

2. INSTITUTIONAL FRAMEWORK FOR ENTREPERNUERS IN CROATIA
According to the Law on improvement of business infrastructure, entrepreneurial infrastructure
in the broader sense of this Act represents the totality of all spatially specific forms of
development of various entrepreneurial activities resulting from a well-thought-out and
organized spatial development concept of local and regional self-government units. Further in
a narrower sense it includes entrepreneurial zones and entrepreneurial support institutions
within the Croatian territory (Zakon o unapredenju poduzetnicke infrastrukture, NN 93/13,
114/13, 41/14, 57/18, 138/21). Those institutions stimulate and develop the economy (Ministry
of Economy and Sustainable Development, Croatian Agency for Small Business and
Investments, Croatian Bank for Reconstruction and Development, Croatian Chamber of
Commerce, Croatian Chamber of Crafts and European Funds), and provide entrepreneurial
support institutions (entrepreneurial centres, entrepreneurial zones, entrepreneurial incubators,
business parks, technology parks, development agencies and competence centres). Despite the
persistent work of large institutions to encourage the development of the Croatian, this is not
enough. Therefore, there are also entrepreneurial support institutions that have faster access to
regional and local entrepreneurs and provide the necessary support. They are defined as
business entities that apply programs oriented towards the development of entrepreneurship and
a stimulating environment in entrepreneurship (Ministry of Economy and Sustainable
Development, https://mingor.gov.hr/o-ministarstvu-1065/djelokrug/uprava-za-internacionaliza
ciju-6087/poduzetnicka-infrastruktura/7583). According to the data obtained through the
research of the Unified Register of Entrepreneurial Infrastructure in 2020, 496 institutions
offering services to the small and medium business sector were registered in Croatia. The
purpose of the activities of supporting institutions is to contribute to strengthening the
competitiveness of SME, attracting new investors, reducing unemployment by opening new
jobs, encouraging innovation and the use of new technologies (CEPOR report,
https://www.cepor.hr/wp-content/uploads/2015/03/CEPOR-Mala-i-srednja-poduze%C4%87a-
u-HR-u-vrijeme-pandemije-COVID-19.pdf). Entrepreneurship centres are centres of
professional and educational assistance to entrepreneurs for the operational implementation of
measures that encourage the development of entrepreneurship at the local and regional level.
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According to legal provisions, entrepreneurial centres supervise the development of
entrepreneurship, the connection of entrepreneurs, the internationalization of business, and the
growth and development of business entities. As places of professional and educational
assistance, they are being developed in all municipalities, cities and counties in Croatia. They
base their information system on the model of practice in developed countries.

2.1. Entrepreneurial zones in Croatia

The founders of entrepreneurial zones according to the mention Law can be individuals legal
entities or a consortium composed of; The Republic of Croatia independently or in cooperation
with local and regional self-government units and bodies or other legal entities, local and
regional self-government units and bodies universities, scientific institutes and scientific
organizations or other legal entities based in the Republic of Croatia that are registered for
activities that improve the development of entrepreneurial infrastructure and/or that deal with
and/or promote research, innovation and technological development in the business sector
(Zakon o unapredenju poduzetnicke infrastrukture, NN 93/13, 114/13, 41/14, 57/18, 138/21,
act 5, point 2). Entrepreneurial zones are special areas intended for carrying out various
economic activities. The basic purpose of entrepreneurial zones is the joint use of infrastructure-
equipped space within the zone, which greatly helps entrepreneurs in streamlining their
operations. Entrepreneurial zones provide entrepreneurs with various benefits such as reduced
utility contributions, the possibility of selling land with deferred payment and lower land prices.
The goal of entrepreneurial zones is to improve the operations of existing entrepreneurial
entities, attract investors and foreign entrepreneurs, support new entrepreneurial ventures,
increase employment and reduce the lagging behind of the Croatian economy. According to the
activity type they can be: (1) production - processing zones, (2) logistics - distribution zones,
and (3) service mixes zones (Zakon o unapredenju poduzetnicke infrastrukture, NN 93/13,
114/13, 41/14, 57/18, 138/21, act 8). Croatia has unified electronic register of business
infrastructure where information about entrepreneurial zones and support institutions can be
found. The support system for entrepreneurial zones is organized for infrastructure grants,
grants for strengthening competitiveness, and grants for strengthening entrepreneurial
competences. While the support system for entrepreneurial support institutions is organized in
form of grants for the preparation of projects, grants for capacity building, support for
improving the quality of services, and also grants for strengthening entrepreneurial
competences.

2.2. Support institutions in Croatia

Entrepreneurial support institutions as part of the overall entrepreneurial infrastructure is
structured as follows: development agencies, local development agencies, county development
agencies, development agencies of certain activities, entrepreneurship centres, business
incubators, entrepreneurial incubators, incubators for new technologies, entrepreneurial
accelerators, business parks, scientific and technological parks, and centres of competence.
Development agencies are responsible for the operational implementation of measures for the
development of the economy and entrepreneurship at the local (regional) and national level.
They attract investments, initiating and implementing projects to encourage economic
development and entrepreneurship. Further development agencies of certain activities are
specific agencies for specific purpose and they are established by local or regional government
bodies. Entrepreneurship centres represent centres of professional and educational assistance to
entrepreneurs for the development of entrepreneurship in the areas where they are established
(local or county, region). Business and entrepreneurial incubators are places where new
entrepreneurs gather who are just entering the world of entrepreneurship. They represent a form
of support that serves to facilitate business for new entrepreneurs in the early stages of business.
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Users who meet the necessary conditions are given the technical and financial assistance that
every beginner entrepreneur needs to develop their business and survive on the market. Services
such as administrative services, accounting and professional assistance are also available within
the incubator itself. The period of providing assistance and support to beginning entrepreneurs
is from the first to the third year of operation. Business parks are parks whose activity is based
on attracting domestic and foreign investors. Users of business parks have the option of using
business premises at reduced prices. In Croatia, in 2019 and 2020, one business park was
registered, the headquarters of which is located in Darda. Further incubators for new
technologies represent specialized business entities with a thematic focus and focus on areas of
new (high) technology that supports the start-up and growth of innovative entrepreneurship
through incubation programs. Also provides resources and professional services necessary for
the growth and development. Entrepreneurial accelerators provide supporting services to
entrepreneurs in the post-incubation phase. Scientific - technological parks represent small
business zones and provide services for long-term solutions to the needs of entrepreneurs for
business premises and offer shared use of infrastructure. In technology parks, experts and
entrepreneurs collaborate in the realization of economic goals whose business is based on new
technologies. Technological parks, in contrast to business parks whose activities are focused on
production and business, put scientific and research activities first. For this reason, they are
generally positioned near research centres and higher education institutions and attract young
talented experts and top experts. Through their work, development agencies promote and
implement projects aimed at influencing the development of the economy at the county and
local level. These are legal entities whose work is regulated by the Law on Regional
Development of the Republic of Croatia and are established by local governments or regional
governments. Competence centers focus their work on applied and development research and
on the commercialization of their results. They develop skills through education and research
projects and are funded through grants. The goals of the centres are to strengthen the innovation
environment, increase the number of research processes and develop the business sector. The
work of competence centers must be harmonized with the conditions of the Smart
Specialization Strategy of the Republic of Croatia (Zakon o unapredenju poduzetnicke
infrastrukture, NN 93/13, 114/13, 41/14, 57/18, 138/21).

3. THE IMPACT OF PANDEMIC ON SME SECTOR IN CROATIA

The last report on SME was issued under the title "Small and medium-sized enterprises in
Croatia in the conditions of the COVID-19 disease pandemic”, released in 2021 analyse
changes that pandemic brought in . All the changes that occurred in the sector of small and
medium enterprises as a result of the pandemic in 2020 and partially in 2021. This report
analyses financial indicators in sector of SME in Croatia. In regards to 2020, there has been an
increase of registered companies in 2021 in Croatia by 21%. At the first site, the pandemic did
not negatively influenced on opening of new businesses. This can be seen in graph 1 where
there is seen a constant increase of the total amount of companies in a 4 year period. Form the
graph 1 it can be concluded that micro, small and medium-sized companies lead the Croatian
economy.

Graph following on the next page
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Graph 1: Structure of companies in Croatia from 2016 till 2020 according to size
(Source: Author’s own elaboration based on CEPOR report)

However, the entire business sector ultimately shows the negative consequences left by the
COVID-19 pandemic. From the graph 2 it is seen that the number of employees and total
income of companies did not increase in 2020, but was left on the same level as in 2019. Only
the export share increased by 2% in medium sized companies. The export of small companies
fell by 1% in 2020.
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Graph 2: The SME sector indicators: share of employees, total income and export in 2019
and 2020
(Source: Author’s own elaboration based on CEPOR report)

The total number of employees in the SME sector in 2020, was 72% with 58% of the total
income and 54% of the total exports realized at the level of Croatia.
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Compaired to 2019 (graph 3), the sector of SME employed 74% of all employees, had a 60%
share in total income and a 53% share in exports (CEPOR, 2021). From this comparision we
can state that COVID-19 increased the Croatian export but total income decreased as well as
the employement rate ( CEPOR, 2021).

Total employment, income and exports by company size in 2020
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Graph 3: Total employment, income and exports by company size in 2020
(Source: Author’s own elaboration according to CEPOR report, 2021, p. 19)

Further, when we analyse the financial efficiency of Croatian economy, in 2020, the Croatian
business sector achieved a positive consolidated result, but a smaller one by almost 33%
compared to 2019. This was the result of a decrease in total profit in 2020 year by 6% with a
simultaneous increase in total losses by 42% compared to the previous year (CEPOR 2021, p.
19). Further pandemic influenced on the decrease in the number of legal entities, that is 22%
less then in 2019. When addressing SME sector in Croatia and its productivity we have to
analyse also the innovativeness of SME companies in Croatia comparing it with the
innovativeness of other EU countries. In order to measure countries increase in innovation
activities, EU has developed the European Innovation Scoreboard. According to this scoreboard
countries are grouped into 4 chategories that is performance gropus: emerging innovators,
moderate innovators, strong innovatiors, and innovation leaders (European Innovation
Scoreboard, 2022, p.7). Countries that are grouped into emerging innovators and moderate
innovators fall below the EU average regarding performance. While, strong innovators and
innovation leaders are above the EU average performance (European Innovation Scoreboard,
2022, p.7). Croatia belongs to the lowest performance, that is emerging innovatiors group
together with Bulgaria, Hungary, Latvia, and Poland. In EU, the performance has increased by
9.9% between 2015 — 2022, and Croatia increased by 15.5% in the same period (European
Innovation Scoreboard, 2022 p. 23). This growth represents faster growth than the EU average
growth. There are other countries who in the same period increased they performance at a
slower rate (from O to less then 15%). As concerning the rise of performance in 2021, 19
member countries have achieved performance growth. In the same period, Croatia has increased
less then 5% while for eample France ir Italy have recorded negative growth rates (picture 1).
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Picture 1: Performance Change between 2021 and 2022
(Source:European Innovation Scoreboard, 2022, p. 24)

Picture 2 represents the group of countries that belong to Emerging innovators where leading
innovator in this group is Hungary. Croatia takes a 2" place with cotinuous increase from year
2015. In this group only Croatia and Poland noted performance increase above the EU avaerage.
Croatia had the highest annual increase in 2020 (7.0%) due higher performance of SME sector
in product innovations (European Innovation Scoreboard, 2022 p. 26). For example Hungary
who is a leading innnovator in this group had a decrease in performance, 2017 and 2019,
however a strong increase had in 2022 due business process innnovation and rise of
employement in companies that are innovators (European Innovation Scoreboard, 2022 p. 26).

8

——— Hungary

2

| = = 03t

70 e e B
— fﬁ e Slov ki

0 = Poland
50 e e — —— ——latvia
<0 Bulgaria
30 Romania
20

2015 2016 2017 2018 2019 2020 2021 2022

Picture 2: The group of Emerging Innovators
(Source:European Innovation Scoreboard, 2022, p. 26)

In regards to 2021, Croatia has a strong increase of further performance dimensions; broadband
penetration, venture capital expenditures and public-private co-publications. However in the
same period it has a strong decrease of non-R&D innovation expenditures, environment-related
technologies and product innovators and represents a performance at 66.5% of the EU average
(European Innovation Scoreboard, 2022 p. 58). In term of weaknesses, the report highlights
government support for business R&D, environment-related technologies, design applications,
innovation expenditures per employee and knowledge-intensive services exports and strenghts
are; public-private co-publications, product innovators, people with above basic overall digital
skills, business process innovators and enterprises providing ICT training. Futher the Global
Entrepreneurship Monitor - GEM researches the innovation SME companies based on two
criteria:  product innovation on national and global level, as well as innovative
technologies/procedures used in the production of innovative products.
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In 2019 and 2020, Croatia is above the average of EU countries included in the GEM survey
and slightly above the average of countries with a high level of gross domestic product per
capita. Croatia significantly improved their positioning in terms of innovative products and
technology on the international market in 2020. Croatia's positioning in terms of innovative
products and technology on the international market was weaker in 2019 (place 17/33), but it
improved significantly in 2020 (place 11/30) (Singer et al. 2021, p. 36). According to the Global
Innovation indeks for 2021, Croatia ranks 42nd out of 132 countries where regarding to the
innnovation pillars it best performs in infrastructure (ranking 31/132), while the worst
performance are ranked institutions (77/132). Human and capital research pillar (46/132),
business sophistication (46/132), and knowledge and technology output (45/132) are ranked
pretty much the same. Creative outputs pillar is ranked as 39/132, and market sophistication
at 56/132 (Global Innovation Index 2022, p. 50).

4. CONCLUSION

An overview of the Croatian economy indicates that Croatian economy lies on the performance
of SME sector, and efforts are being made to improve the economy in these segments.
Numerous institutions for the growth and development of entrepreneurship, precisely by
implementing and establishing various measures, strive to improve the Croatian economy.
However, Global Innovation index has ranked institutions in Croatia at place 77 out od 132.
Precisely this pillar has to be improved in order to generate efficient and effective economy
development in future years. For example, Switzerland has the most high-performing
institutions ranked 2" in the world and produces high output compared to other high incomes
countries. Improving the economy and SME would mean increase of innovations, the creation
of new jobs, the establishment of new companies and further development of existing ones.
Also, the Croatian economy would be more competitive than it is currently, and it would enable
SME to access international markets on a larger scale. Namely, the bureaucracy is still quite
demanding in most cases, which distracts new investors, foreign investors and young and
creative potential entrepreneurs. Also, development of more contemporary education system
for entrepreneurs in line with current trends and needs of entrepreneurs would generate new
business ventures.
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ABSTRACT

The subject of the paper is the phenomenon of types, characteristics, financing and importance
of innovation for the modern micro and macro environment, which are a pillar for the
development of the Global Innovation Index (GIl) in the context of improving national
innovation policies. The dominant factor for national economic growth is the development of
innovation. The pillars of the Gl are a vital phenomenon that shows the desire of a country to
innovate and prosper, the effect of attempts to make progress and shortcomings that need to be
corrected. Gll is accepted as the main determinant of national innovation policies of countries,
which is measured every year and on the basis of which countries are evaluated and gain insight
into their performance on an annual basis compared to other countries and compared to
previous years. The paper uses an overview of the literature of the ruling attitudes on this issue,
as well as an analysis of the innovation index of the Republic of Serbia with the aim of visibility
of the strengths and weaknesses of the innovation policy of the Republic of Serbia.

Keywords: GlI, innovations, entrepreneurship, Republic of Serbia

1. INTRODUCTION

Living in the period of globalization means, in the economic world, following the trend and
being in trend, understanding its dynamics and the dynamics of the market that is expanding
and changing very quickly, often creating an environment that requires new things. Big
economies, economies in transition, and small ones, all of them in some way strive to be better,
to be in line with the trend, to follow the competition and to survive for the sake of their people,
their culture and ultimately their country. The importance of innovation for national innovation
policies is the most important segment and center of development of any economy. Realization
of innovative activities within an economy, the degree of effectiveness of the national
innovation system determines the strength and power of state competitiveness. In order to have
a strong innovation policy, it is necessary to create such an environment that it really encourages
the creation and implementation of innovations. Entrepreneurship development, insistence on
investment in research and development, information and communication technologies,
improvement of political and regulatory environment, university cooperation, as well as general
improvement of conditions for smooth development of business activities and market
development is the way to create a strong innovation policy.
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2. THE IMPORTANCE OF INNOVATION IN THE CONTEMPORARY MACRO AND
MICRO ENVIRONMENT

In a knowledge-based economy, innovation plays a very important and central role. However,
the process of innovation has not been sufficiently understood over the years. Today, the role
of innovation and its importance for the dynamics and progress of economies is almost
completely understood all over the world. According to the Manual (2005), at the macro level
there is considerable evidence that innovation is the dominant factor for national economic
growth and for the international trade circle. The macroeconomic effects of any basic
innovation are difficult to see in the first few years (sometimes even longer). It is important to
point out that in the domain of economic growth, investment and employment, prevalence is
more important, ie. the diffusion of basic innovation rather than just the discovery of basic
innovation, and this is actually the period when imitators begin to realize the profitable potential
of a new product or process and begin to invest large sums of money. The above shows that the
importance of innovation is great for explaining the dynamics of economic growth. One of
Schumpeter's greatest contributions, including his last, is his insistence that entrepreneurship is
a unique factor of production and a rare social input that makes economic history evolve
(Sledzik, 2013, pp. 90-91). Development policies that are oriented towards regional economic
growth supported by the use of technology will accelerate and encourage increased productivity
in community-based enterprises. Community economic development through entrepreneurial
training will have an impact on economic growth, and efforts to increase community
productivity require technological innovation (Stoica, Roman, Rusu, 2020). At the micro level,
within firms, research & development (R&D) is seen as increasing an enterprise's ability to
absorb and use new knowledge of all kinds, not just technological knowledge (Manual, 2005,
p. 15). According to the same source, the literature indicates the term "innovation dynamo".
The innovation dynamo is a complex system of factors that shape innovation at the firm level.
Placing dynamos at the center of the map makes it possible to recognize the importance of a
company for the economy to be innovative. That is why it is important to know what
characteristics make companies more or less innovative and how innovations are generated in
companies. The company's propensity to innovate depends on the technological opportunities
it faces. Firms differ in their ability to recognize and exploit technological opportunities. The
capacity of a company depends on: the structure of the workforce and infrastructure (skills,
departments), financial structure, market strategy, competition, partnership with other
companies or universities, and above all the internal organization of the company. Many of
these aspects are complementary. The skills structure in particular goes hand in hand with the
type of strategy, the financial structure and so on. The options provided to a firm that wants to
innovate and change technological assets, capacity and production performance are: 1. strategy
2. research and development (R&D) 3. non-R&D activities (Manual, 2005, p.22). The
development of innovations needed to support the increase of productivity of small and medium
enterprises is carried out through a large number of different strategic actions, from improving
workers' knowledge and skills, through improving product quality, through business
management transformation and building sustainable business cooperation (Surya, Menne,
Sabhan, Suriani, Abubakar, & Idris, 2021).

3. CONCEPT AND STRUCTURE OF THE GLOBAL INNOVATION INDEX (Gl1)

In 2007, Professor Dutta first conceived and launched the concept and essence of the Gl
(Global Innovation Index) to find metrics and approaches that better capture the importance
and richness of innovation in society, and that go beyond traditional measures of innovation
such as research and articles and costs. which include research and development. The GII helps
to create an environment where the innovation factor is constantly evaluated and which
provides a basic technique and a rich database of detailed metrics for refining innovation
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policies. The Innovation Index is not intended to be the only determinant of the position of
economies based on their innovation. Measuring the results of innovation and their impact
requires weight, and therefore great emphasis is placed on measuring climate and infrastructure
for innovation to assess related outcomes (Dutta, Lanvin, & Wunsch-Vincent, 2020). The
Global Innovation Index was launched in 2007 by Professor Dutta in collaboration with
INSEAD Business School, Canon India and the Confederation of Indian Industry. Their goal
was to assess the achieved level of innovation of certain countries based on two sub-indices:
the Innovation Input Sub-Index and the Innovation Output Sub-Index (Jovi¢i¢, Mirkovi¢, 2016,
p. 66). The innovation input sub-index is the first Gl1 sub-index. It contains five different pillars
(Ravi¢, beki¢, 2018, p. 72): 1. Institutions; 2. Human capital and research; 3. Infrastructure; 4.
Market sophistication; 5. Business sophistication. The Innovation Output Sub-Index is the
second part of the GII and although it contains only two sub-pillars, it is as important as the
Innovation Input Sub-Index. It consists of two sub-pillars (G, 2019): 1. Scientific outputs, and
2. Creative outputs. Below is an overview of the 50 best ranked countries according to GllI for
the period 2018-2020.

Table following on the next page
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17 switzerland Strengths Strengths 68.4
2000 Netherlands Strengths Strengths 63.3
377 Sweden Strengths Strengths 63.1
g Uk Strengths 60.1
577 Singapore 59.8
6 usa 59.8
777" Finland 59.6
8 Denmark 58.4
97 Germany 58
f207 rreland 57.2
[ israel 56.8
12777 The Republic of Korea 56.6
13777 Japan 55
14777 Hong Kong, China 54.6
157 Luxembourg 54.5
1677 France 54.4
477" china 53.1
18 canada 53
19 Norway 52.6
200 Australia Weaknesses 52
[21 Austria Weaknesses 51.3
[227777 New Zeland Weaknesses 51.3
[23° " 1sland Weaknesses 51.2
2477 Estonia Weaknesses 50.5
[25 | Belgium Weaknesses 50.5
2607 Malta 50.3
[27 | Czech Republik 48.7
[28°7 " Sspain 48.7
[29° " Cyprus 47.8
800" Slovenia 46.9
81 ltaly 46.3
327" Portugal 45.7
383 Hungary 44.9
3477 Latvia 43.2
[85 " Malaysia Strengths 43
86 Slovakia 42.9
37 Bulgaria Strengths 42.6
387 UAE 42.6
39 Poland 41.7
407 Lithuania 41.2
41 Croatia Strengths 40.7
142770 Greece 38.9
143 Ukraine Strengths 38.5
1447 Thailand 38
{45 Vietnam Strengths 37.9
46 Russian Federation 37.9
[47 " cChile Weaknesses 37.8
1487 Moldova Strengths 37.6
(49 Romania 37.6
1500 Turkey 37.4
Table 1: Top 50 countries ranked according to the global innovation index for the period
2018.

(Source: Global Innovation Index, 2020.)
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1 switzerland Strengths Strengths 67.2
20077 Sweden Strengths Strengths 63.7
3 usA Strengths Strengths 61.7
47 Netherlands Strengths Strengths 61.4
5 UK Strengths Strengths 61.3
6" Finland 59.8
7 Denmark 58.4
8" Singapore 58.4
9 Germany 58.2
P20 Israel 57.4
{41 The Republic of Korea 56.6
f27 Irland 56.1
13 Hong Kong, China 55.5
42770 china Strengths 54.8
15 Japan 54.7
_ France 54.2
47 cCanada 53.9
187 Luxembourg 53.5
19" | Norway 51.9
2007 island 51.5
[217 | Austria Weaknesses 50.9
2207777 Australia Weaknesses 50.3
[237 Belgium Weaknesses 50.2
24777 Estonia Weaknesses 50
[25°77| New Zeland Weaknesses 49.6
2607 Czech Republic 49.4
277777 Malta 49
[2877" Cyprus 48.3
[29° " Spain 47.9
300 taly 46.3
81 Slovenia 45.3
327" Portugal 44.6
33 Hungary 44.5
847" Latvia 43.2
I35 Malaysia Strengths 42.7
386 UAE 42.2
87 Slovakia 42
887 Lithuania 415
39 Poland 41.3
1407 Bulgaria Strengths 40.3
417 Greece 38.9
42770 Vietnam Strengths 38.8
{43 Thailand 38.6
4470 Croatia 37.8
{45 Montenegro 37.7
146 Russian Federation 37.6
47" Ukraine Strengths 374
148 Georgia Strengths 37
1497 Turkey 36.9
500" Romania 36.8
Table 2: Top 50 countries ranked according to the global innovation index for the period
2019.

(Source: Global Innovation Index WIPO, 2020.)
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1 switzerland Strengths Strengths 66.1
20077 Sweden Strengths Strengths 62.5
3 usA Strengths Strengths 60.6
47 Netherlands Strengths Strengths 59.8
5 WK Strengths 58.8
6" Danmark Strengths 57.5
7 Finland 57
'8 singapore 56.6
9 Germany 56.5
[407" The Republic of Korea 56.1
41" Hong Kong, China 54.2
2277 France 53.7
13 Israel 53.5
447" china Strengths 53.3
15 Ireland 53
167 Japan 52.7
17" Canada 52.3
187" Luxembourg 50.8
197 Austria Weaknesses 50.1
2007 Norway Weaknesses 49.3
2177 Island Weaknesses 49.2
227777 Belgium Weaknesses 49.1
[237 7 Australia Weaknesses 48.4
24770 Czech Republic 48.3
[25° " Estonia 48.3
26077 New Zeland 47
27777 Malta 46.4
2807 Italy 45.7
[29° | cyprus 45.7
800 Spain 45.6
381 Portugal 435
827 Slovenia 42.9
33| Malaysia Strengths 42.4
847 UAE 41.8
35 | Hungary 41.5
86 Latvia 41.1
87| Bulgaria Strengths 40
388" Poland 40
389 Slovakia 39.7
1407 Lithuania 39.2
417 Croatia 37.3
1427 Vietnam Strengths 37.1
(43| Greece 36.8
1447 Thailand 36.7
{45 Ukraine Strengths 36.3
146" Romania 36
[47" " Russian Federation 35.6
14877 India Strengths 35.6
49| Montenegro 35.4
I50°" Philippines 35.2
Table 3: Top 50 countries ranked according to the global innovation index for the period
2020.

(Source: Global Innovation Index WIPO, 2020.)
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Comparison of the period of the Global Innovation Index 2018-2020. year, the countries that
are ranked in the top 10 best and most innovative hold their positions with slight changes on an
annual basis. Mostly all countries are from the Europe, with the USA and Singapore outside
Europe. It is interesting to note a few things. First, China, as the largest exporter, ranks
approximately 15th every year, and it is interesting that a country with such an impact on the
global economy is not in the top 10. Furthermore, it is obvious that innovation is not a priority
for Russia, or something else. so it takes close to 50th place on the list every year. Interestingly,
Montenegro is twice in the top 50 countries, which is a great result for a small country like it.
In comparison, the Republic of Serbia has never been in the top 50 innovative countries.
Switzerland, Sweden, the Netherlands, the United States, Singapore, Finland and others are the
most innovative countries in the world and firmly hold their positions on Gll, investing so much
in innovation and technological advancement thus creating a new era of industrial revolution.

4. ANALYSIS OF THE GII OF THE REPUBLIC OF SERBIA AND ITS
SIGNIFICANCE FOR THE INNOVATION AND ENTREPRENEURIAL
ENVIRONMENT

Table 4. below shows the position of the Republic of Serbia during the previous three years
(2018-2020), taking into account the availability of data and changes in the GII model, which
may slightly affect the annual comparisons in the ranking. The interval of statistical reliability
of the position of the Republic of Serbia in GII 2020 is the position between 52 and 56.

Rank of the Republic of Serbia for the period 2018-2020.

Gll Innovation INPUTS Innovation OUTPUTS
2020 53 58 56
2019 57 62 57
2018 55 56 58

Table 4: Position of the Republic of Serbia in the Gl in the period 2018-2020.
(Source: Global Innovation Index WIPO, 2020.)

The Republic of Serbia is more efficient in innovation outputs than in innovation inputs in 2020;
In 2020, the Republic of Serbia was better in the field of innovation inputs compared to 2019
and weaker compared to 2018; In the field of innovation outputs, the Republic of Serbia records
the best result in 2020 compared to 2019 and 2018; The Republic of Serbia ranks 10th among
37 economies with higher middle income; The Republic of Serbia ranks 34th among 39
economies in Europe; According to the annual GDP, the Republic of Serbia records results
above expectations for its level of development; Also, the Republic of Serbia produces more
innovation outputs in relation to its level of investment in innovation. The Republic of Serbia
has high results in four of the seven pillars of the GlI: Institutions, Human Capital and Research,
Infrastructure and Knowledge, and technological outputs, which are above average for higher
middle-income groups. On the other hand, the Republic of Serbia records results below the
average in its group in the field of Market Sophistication, Business Sophistication and Creative
Exits. Although the Republic of Serbia ranks 53rd in the GII (2020), there are a few points
where it records good results and advantages over other countries. What is good is that there is
a lot of room for improvement in every sphere of GII. In order for the Republic Serbia to
succeed in making a bigger step towards that, it is necessary to change the investment system.
Venture capital is an extremely important factor in the development and advancement in every
part of the GlI, and it is certain that its influence would significantly advance the Republic of
Serbia in all positions of the Gll. Also, some index information is outdated in terms of spending
on education, market capitalization, and government spending on higher education (Dutta et
al., 2020, p. 319).
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In order for the transformation of the innovation ecosystem in the Republic of Serbia to be
successful, it is necessary for the entrepreneurial and innovation spirit to come to life much
higher and rise to a much higher level than has been the case so far. This requires the progress
and transformation of all pillars and their indicators of the Global Innovation Index as key fields
of progress in the fields of innovation. The development of entrepreneurship, startup
ecosystems and cluster communities in Republic of Serbia also depends on following the latest
trends and implementing the most modern tools and knowledge that are provided today (Fimic,
Gardasevi¢, Kovacevi¢, 2022, p. 415). Today, it is characteristic of the market to be driven by
the globalization of processes. There is almost no point that has not been affected by
globalization. The effect of this phenomenon has largely determined the function of the business
system. Many studies show that different national cultures have different roles in the
functioning of organizational systems. National cultures are also part of globalization
(Gardasevic¢, Ciri¢, & Stanisavljevié, 2021, p. 78).

5. CONCLUSION

So far, it has been possible to see in what way and what GlI covers and how important is its
measurement for national economies. With the help of measuring the global innovation index-
GIlI, we find out in which areas the state should react, in order to improve the system and
maintain progress and competitiveness in relation to other states. The National Innovation
System is a set of organizations, institutions and their connections, ie a complex network of
companies, universities, research and development institutions, educational and information
infrastructure, government agencies and public resources aimed at generating, diffusing and
applying scientific and technological knowledge in a given country (Kutlacha, Semnechenko,
2005). Creating a strong national innovation policy requires creating an environment that must
foster innovation. To achieve this, it is necessary to redirect efforts to institution building by
encouraging the environment to create innovation, advance the political and regulatory
framework, strengthen cooperation between participants in innovation activities and the system,
develop entrepreneurship, increase investment in research, development and technology and
improve business activities.
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ABSTRACT

Modern digital communication channels, with their development, deform newly established
patterns and very quickly influence changes in marketing practice. Starting from the question
of whether marketing messages sent to consumers via e-mail are useful and can be used as a
standalone tool, this paper presents a preliminary study of a sample of 192 respondents aimed
at collecting guidelines for a larger study on the impact of modern digital communications
channels on consumer behavior, ie on the necessary adaptations in marketing practices that
are already based on digital technologies. The paper specifically focuses on electronic
marketing messages and newsletters as a frequently used modern marketing tool. The research
was conducted through a specially designed questionnaire which determined that e-mail as a
standalone marketing tool is not effective and should be used in combination with some other
tools. It has not been found that email positively influences the purchase decision nor is the
newsletter as marketing tool competely positively accepted by the respondents.

Keywords: modern marketing communication channels, e-mail as marketing tools, newsletter

1. INTRODUCTION

Information and communication technologies and their tools are increasingly being used,
whether for private, business, or public purposes. Their importance is also noticeable in the fact
that information and communication technology (ICT) topics are being included to a higher
extent in various strategies and plans, together with an increase of financial resources planned
for investment in these areas (EC Europe EU n.d., Georgescu and Teiu 2020). Constant progress
and development enable the use of specially designed tools for various purposes, including
marketing purposes. “One of the most challenging aspects for almost every organisation in the
digital age is marketing of goods and services.” (Shafack 2021 p.83). It is for this reason that
ICT and its use for marketing purposes play a major role. Also, “With the development of
modern technologies and the simplification of communication channels, completely new forms
of sales have emerged” (Stotkova, Laitkep, and Stofkova 2022). “Digital marketing has become
a company’s most advanced and important strategy for promoting, advertising and
communicating with many online customers.” (Oyakhire 2021 [Rotich and Mukhongo 2015]).
In addition, digital marketing is gaining importance, without showing signs of slowing down
or stopping its impact on today’s business (Muhammedrisaevna and Bakhriddinovna and
Rasulovna 2021). Since each (marketing) strategy has its strengths and weaknesses (Arnold
2011), this paper aims to examine the self-sufficiency and effectiveness of e-mail as a marketing
tool. The question is whether e-mails, such as newsletters or standard e-mails, have a purpose:
do they influence the decision to buy a product or choose a service, and if they do, is the impact
positive or negative? It also raises the question of self-efficacy, i.e. self-sufficiency of e-mail
as a marketing tool: Is e-mail sufficient in itself as a tool or should it be combined with other
tools to achieve a purpose and thus contribute to the goal of increasing the purchase or using
the services consequently leading to higher earnings and profits?
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As newsletters are often sent by e-mail, the question whether they would be accepted by
recipients, or (potential) consumers/customers, is also raised. This paper draws on Davis’
Technology Acceptance Model (TAM), which is based on Ajzen and Fishbein's (Alfadda and
Mahdi 2021) theory of reasoned action. TAM is a model based on two premises: the perception
of usefulness and ease of use of technology by (potential) users. Although the model was
designed in the 1980s, it is still used. This is visible in the increasing use of technology for
marketing purposes, which paves the way for gaining online trust and loyalty from consumers
and enables market growth (Thi Tuyet Mai and Yoshi and Phong Tuan 2013). According to
Spremi¢ (2017), ICT is an “interactive technology, and includes digital technology, i.e. all
modern communication devices and concepts that can be used to digitally exchange content”
(Spi¢i¢ 2021 p.9). The use of ICT tools enables electronic business and moving jobs from
physical to virtual space; it enables faster business, greater reach, more monitoring and
measurement; it opens new markets without higher or additional costs; it encourages simpler
relationships and interactions between stakeholders; it increases efficiency and effectiveness
(Obeidat 2021). “Digital Marketing strategies are sets of controllable e-marketing variables that
organizations combine to achieve marketing goals and to meet customers’ needs.” (Forghani
and Sheikh and Hosseini et al. 2021). The goal of the marketing strategy is, of course, as high
profitability and as large sales segment as possible, regardless of the industry in question.
Therefore, digital marketing tools are an integral part of a successful marketing strategy and
lead to digital business transformation: they enable maximum acceleration of almost everything
that is done, connect different devices and people, individualize products and services,
anticipate the needs of users/clients/consumers (Spremi¢ 2017). “Email marketing is being
increasingly recognised as a cost-effective marketing tool” (Rettie 2002). The use of e-mail is
of great importance for the promotion of the company’s products and services (Robertson
2020), as well as for encouraging customer loyalty through various benefits. E-mail marketing
is a form of marketing that can introduce users to new products, discounts and other services
through their e-mails, but can also help a company build a relationship with its existing or new
audience (Oyakhire 2021). At the same time, it can direct potential customers to the company’s
website or web pages and the social media that the company uses in its presentation and
advertising. The advantages of e-mail marketing are numerous: low costs, the possibility of a
very fast preparation and organization of the desired content and its placement with the
possibility of personalization, the possibility of quick response, consistency, interactivity,
access from different places (spatial infinity) (Rettie 2002). On the other hand, e-mail marketing
also has its drawbacks: disabled immediacy and persuasion (Rettie 2002), the possibility to
ignore e-mails by their recipients, irritating recipients by sending (too many) e-mails, i.e.
overload. In order for e-mail to be as efficient as possible, companies can use other tools and
media, connect and interconnect them, which leads to the digital transformation of business
(Spremic¢ 2017). In order for communication and e-mail marketing to be effective, the attention
needs to be placed on the competence (Muhammedrisaevna and Bakhriddinovna and Rasulovna
2021) — it needs to be known what, how and for whom is being done and why. Sending a
newsletter, a prepared material containing information useful to consumers, at least once a
month aims to maintain consumers and ensure consumer confidence (Oyakhire 2021).
According to Dobrini¢ (2020) and relying on the improved model of ad value set by Ducoffe
(1996), the value of advertising depends on four factors: entertainment/fun of the content,
informativeness, irritability, and credibility. Entertainment refers to the satisfaction and positive
emotions of the recipient of the message; informativeness implies the ability to provide
effective information, that which the end user, or the audience, really wants or needs; irritability
is the arousal of unpleasant and unwanted feelings; and, credibility refers to the perception of
accuracy and giving accurate information that can be trusted (Mahatmavidya and Yasa 2020).
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While the need for informativeness, entertainment and credibility is required in as large quantity
and to as large extent as possible, irritability needs to be kept to a minimum in order for the ad
value and the value of advertising to be as high and successful as possible.

2. MATERIALS AND METHODS

This paper presents quantitative research conducted through an online survey using a
questionnaire. The questionnaire was designed exclusively for the purpose of conducting
research on the self-sufficiency of e-mail as a marketing tool. The ten questions included in the
questionnaire have been divided into two parts: while the first part consists of socio-
demographic questions, the second part contains thematic questions about e-mail. The first part
of the questionnaire includes questions about age, gender, education level and the county from
which the respondent comes. The second part contains closed-ended questions with offered
answers where respondents choose how they prefer to do their shopping, how often they buy
online, how they keep themselves informed about discounts and promotions, and the extent to
which they agree with the statements about the impact that newsletters have on their purchase
and the effectiveness of e-mail for marketing purposes. When expressing preference,
respondents can choose one of the pre-written answers or express agreement on a scale of 1 to
5, where 1 indicates the lowest level of agreement with a particular statement, and 5 the highest
level of agreement. The online questionnaire was active from 15 to 27 July 2021 and was
completed by 192 respondents. There are differences in gender and age among the respondents,
with all respondents being of legal age and over 18 and have voluntarily agreed to share
personal information anonymously. The data was collected electronically using Google forms
and analyzed using the SPSS statistical processing tool. The aim was to answer previously
asked questions: “Do marketing messages received by e-mail affect the purchase decision?”,
“If so, do they affect it in a positive or negative way?”, “Is e-mail as a marketing tool self-
effective/self-sufficient?”, and “Are newsletters well received, are they used?”.

These gquestions were used to form the following hypotheses as a starting point for the research:

e H1: E-mail as a marketing tool positively influences the purchase decision.

e H1.1: Newsletter is a positively accepted marketing tool.

e H2: Newsletter subscription correlates positively with the impact newsletter has on the
purchase.

e H3: E-mail mail is not self-effective as a marketing tool.

e H4: Age and impact the newsletter has on purchase are positively correlated.

3. RESULTS

The prepared online questionnaire and the answers collected by it make the basis of this
research. The results obtained by the answers of the respondents allow the pre-set hypotheses
to be confirmed or rejected. The convenient sample includes a total of 192 respondents, of
which 176 were female (91.7%) and 16 male respondents (8.3%). The age of the respondents
ranges from 18 to over 50 years of age, with the largest number of respondents from the age
group of 24 to 30 years of age (35.9%). It is followed by the age group from 19 to 23 (27.1%)
and the age group from 36 to 40 years of age (16.1%). Other age groups make up less than 10%
of the total number of respondents. With regard to education, the largest number of respondents
have a high school diploma, which is in line with the largest number of respondents from the
age group of 19 to 23 because in that period the majority either still studies or has completed
secondary education as the last level of compulsory education in Croatia. In addition, the
smallest number of respondents, 2.1% and 1.6%, respectively, have the title of Doctor of
Science and Master of Science according to the old, pre-Bologna system.
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All respondents are from Croatia, predominantly from Koprivnica-Krizevci County (37%),
followed by the City of Zagreb (14.6%) and Zagreb County (8.9%). When asked “Do you buy
more online or in physical stores?”, 136 respondents (70.8%) stated that they preferred to buy
in physical stores, while 56 (29.2%) bought more online. To the question “How do you find out
about discounts and promotions?”’ 128 respondents (66.7%) answered that they found out about
discounts through social networks, while 32 of them found out through the company’s web
pages. Only 27 respondents (14.1%) found out about discounts and promotions via newsletter.
One respondent stated that they found out about discounts and promotions through
advertisements, recommendations, word of mouth, in the store, and through all the above.
Answers to the question about the impact the newsletter has on the purchase decision (“Does
the newsletter affect your pu