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Foreword

Dear readers,

First and foremost, | am glad that the International Conference on European Integration is
taking place this year, and | would like to thank the organizers who managed to adapt to these
unprecedented times.

Just a couple of months after the new College of Commissioners, under the leadership of
Ursula von der Leyen, commenced its work, the whole world was forced to literally ’go home”
and shut down, in order to save lives. The media quickly shifted its attention to the topic of last
months and there was no way of escaping it.

The Covid-19 pandemics was everywhere. It exposed our vulnerabilities, but also our strong
points. We saw Member States closing their borders and struggling to get the protective
equipment, but we also witnessed true European solidarity and human ingenuity. The Czech
scientists who, with the help of European funds, developed professional models of protective
mask or new testing methodology. German, Polish and Romanian doctors flying to Italy with
equipment and staff to help in the severely affected local communities. This crisis gave the
word “solidarity” a very tangible meaning.

Unfortunately, we are not out of the woods, yet. In order to prevent the European economy
from falling into a deep recession, European leaders met to discuss a plan that will provide us
with the right tools for the future. It took five long days, but the 27 EU leaders agreed on the
Next Generation EU budget with the Recovery and Resilience Facility at the heart of the deal.
In total €1.82 trillion will be deployed to, among other things, help the EU to cope with the
impact of Covid-19 pandemics, to fight climate change and to prepare Europe for green and
digital transition.

The European Commission, under the leadership of Ursula von der Leyen, was put to a hard
test at the very beginning of its mandate. The first female president and her team of
Commissioners has set out an ambitious political agenda for the European future — with the
green and digital transition at the hearth of the policy making.

| am deeply convinced that we can continue improving the EU and its governance only through
open and democratic debate. | therefore firmly believe that this year’s conference will be a
place for fruitful discussion and that it will provide us with further inspiration for our common
European project.

o
T UL %\,7 ér/"ix:_,ﬁL/

Dana Kovarikova

Head of the European
Commission Representation in
the Czech Republic



Foreword

Ladies and gentlemen, dear readers, dear ICEI friends,

The fifth year of the International Conference on European Integration 2020 (ICEI 2020)
is being held at a completely different time than the previous one. 2020 is the year of ending
the Europe 2020 Strategy and we are looking back on the past decade of meeting the goals
of smart, sustainable and inclusive Europe. It is also the first year of the new European
Commission’s agenda under the leadership of Ursula von der Leyen and last but not least,
especially the year of a completely unprecedented crisis caused by a new type of coronavirus
in the COVID-19 pandemic.

The COVID-19 presents three shocks in one: a public health crisis, a hammer-blow to the real
economy and a stress test for the global financial system. It is also the hardest test for
the essence and values of European integration and the European Union. One of the results
of this test was the re-demonstration of mutual solidarity and cohesion, which resulted in the
approval of the EU-27 Multiannual Financial Framework for the 2021-2027 period and the
creation of a common and comprehensive investment response by the EU Member States
in the form of the Next Generation EU recovery plan which includes a package of programs,
initiatives and facilities in an unprecedented total amount of € 2,364 billion.

With the hope of overcoming the crisis quickly, we are looking forward to the future of the
European Union, to eliminate the effects of the spread of this insidious coronavirus as much
as possible. However, some damages are already irreparable this year. These also include
impact on the organisation of ICEI 2020.

With a heavy heart, we leave the traditional offline mode of the conference. ICEI 2020 is taking
place in an online environment without personal contact with you, our participants. We
strongly believe that currently, it is the best possible and compromise solution for all of us.
However, the added value of the ICEIl conference remains conference proceedings,
as a traditional, tangible and proud output from the fifth year of the International Conference
on European Integration 2020.

Wishing you an inspiring experience.

Yo — ) Aa,
J o 7/ ’///\/ // J‘?A\/)

Lukas Melecky / Lenka Fojtikova
Head of Department of European Integration Conference Guarantee
Faculty of Economics Faculty of Economics

VSB - TU Ostrava VSB - TU Ostrava
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Abstract

The work deals with the effectiveness of the function of LEPL-s and non-profit (non-
commercial) legal entities under the central and local government bodies, the legislative basis
of their management, the existing reality, the practical aspects of management compared to
the advanced EU practice. The aim of the authors is to identify the factors acting on the
efficiency of LEPL_s and non-profit (non-commercial) legal entities to identify problems and
ways of solving them and to develop recommendations. During the research process, for the
purpose of formulating an in-depth analysis of the issues, for presenting the deficiencies of the
public governance system, for formulating conclusions and recommendations, it was analyzed
EU-Georgian official political and legal documents, literature, Internet sources which have
high degree of credibility.
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1. Introduction

The number of LEPLs and non-profit (non-commercial) legal entities in Georgia increases
sharply from year to year. These organizations control their activities independently on
political, state, social, educational, cultural and other fields with the funds allocated from the
state or municipal budgets. First off all, they are focused on non-commercial activities but the
law allows them to carry out additional entrepreneurial activities. It is interesting to see how
efficiently they spend budgetary funds, how effective is their funding process salary and
personnel policy is and what is their cost structure is. In the article we will talk about the above
mentioned issues.

One of the most problematic places is program budget result evaluation indicators are of a
general character and do not allow to make effective result evaluation.

The work aims to analyze the performance efficiency of Legal Entities of Public Law
(hereinafter referred to as "LEPL") and non-profit (non-commercial) legal entities in both
theoretical and practical direction, to review the experience of implementing appropriate
methods in a particular state, risks and advantages.

Non-governmental non-profit organizations are those, which are not established by the
government, are not dependent on the state, and are founded for generally beneficial activity
or non-profit activity for private benefit. Non-profit non-governmental organizations are also
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some public entities that were co-founded by regional autonomous governments, which, in the
Czech environment, including regions, municipalities or autonomous parts of municipalities
(Skarabelova, 2005).

The study of the existing literature about the development of the territorial units as a result is
considered that they address the peculiarities and problems associated with the use of the
budget policy were mainly considered in the context of accelerating economic activity
(Abuselidze, 2018; Abuselidze, 2019; Kline & Moretti, 2014; Anheier, 2014; Gottlieb &
Glaeser, 2008; Janssen, 2011; Busso, Gregory & Kline, 2013; Gottlichova & Soukalova, 2015;
Ehrlich & Seidel, 2018; Rekhviashvili, 2018; Shamugia, 2018).

2. Problem Formulation and Methodology

Because of that Georgia wants to be a plenary member of European Union, during the
association process special importance is given to efficiency of public finance management.
Especially important is the problems connected with the functionality of LEPL-s and non-
profit non-governmental organizations.

Consequently, it is very important to analyse the formation and functionality of these types of
organizations, state budget financing system efficiency, staff policy, labour reimbursement
system, process of accountability and cost structure. These are the prerequisites for effective
governance in the public sector which ensure the increase in effectiveness of the functionality
of state and municipal LEPL-s and non-profit non-governmental organizations, also it
promotes to identification the achievements and shortcomings in the process of activity, to
implement necessary changes, which finally supports to improve the results of programs and
subprograms.

2.1 Research Methodology

This research is based on the methods (quantitative qualitative, statistical, synthetic,
component and comparative analysis) and practical approaches, which are in practice and
generalized in the Georgian and foreign economic writings and specially touch on the matters
of efficiency of Legal Entities of Public Law and non-profit (non-commercial) legal entities.
Informational background of this research includes legislative and normative acts adopted by
the government of Georgia in the modern day, in particular: the National Statistics Office of
Georgia, the Economic Development and Finance Ministries, the Georgian National Statistics
Office, the Parliamentary Finance and Budget Committee and other related departments.

2.2 Effectiveness of Financing Programs of Legal Entities of Public Law and Non-
Entrepreneurial (Non-Commercial) Legal Entities

Program Budgeting aims at planning budgets taking into consideration the results achieved,
assessment of achieved results in case of the results are different, implementation of relevant
changes and identification of the causes.

According to the financial management and control instructions, the budget should be prepared
in accordance with managers of LEPL and economic departments of the ministries. At the
same time, the people supervising the LEPL are directly responsible for the implementation of
the programs, the achieving goals and results, and the management and coordination of the
processes.

However, according to the research carried out by the Audit Office (State Audit Office of
Georgia [online], 2019), in the process of preparing a mid-term action plan, the LEPLs have
more communication with the economic departments of ministries. People supervising the
LEPLs are involved in the work process several days before the documents are approved. It
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means that the information about assessment indicators and expected results is provided not to
supervisors, but to economic departments of ministries, but economic departments are not
obliged to know more about the specificity of the LEPLs in order to adequately assess the
LEPL goals, achievement results and measures to be taken.

According to the program budget methodology, the results of programs / sub-programs should
be determined clearly and concretely, and performance indicators should be concrete,
measurable, achievable, relevant and time-consuming. Also, it is desirable to present a
qualitative indicator along with a quantitative indicator to fully assess the achieved results.

We think that benefit should be measured by the cost efficiency ratio (CER) that might
determine the effectiveness of the investments made by the government (Abuselidze, et al.,
2019). For the purpose of spending (Abuselidze, et al., 2018) product funds effectively, it is
reasonable to change the funding model.

With the survey conducted by the audit group, there are analyzed the mid-term action plan
(2017-2020) of LEPLs under the Ministry of Education, Culture and Sport. The "LEPL
National Center for Educational Quality Enhancement” does not present any qualitative
indicator in the mid-term action plan, most quantitative indicators are not suitable with the
SMART criteria defined by the budget methodology.

There are more flaws in the mid-term action plan presented by “LEPL - National Center for
Teacher Professional Development”. The LEPL had a total of 13 sub-programs in 2017, but
only for 5 sub-programs were presented expected results and assess indicators. The fact that
the results and indicators of the achievement are not made with appropriate quality it hinders
the assessment process of the results achieved by LEPL.

According to the Financial Management and Control Instruction, the activities of LEPLS shall
be monitored by mechanisms such as monthly, quarterly and annual reporting’s. However, in
many cases the mechanisms of reporting between the Ministry and its subordinate liabilities
are set up only with a mid-term action plan, quarterly and annual report of the budget
implementation.

Quarterly performance report cannot be the effective mechanism for evaluating the efficiency
of LEPL’s activities by the Ministries. As far as the ministries are informed only about
implemented activities by LEPLSs. It is not possible from the abovementioned information that
the ministries determine whether the specific LEPL has implemented all the events planned
for this period.

2.3 Efficiency of Financing Legal Entities of Public Law and Non-Profit (Non-
Commercial) Legal Entities Under the Central and Local Government Bodies

Legal entities of public law (hereinafter referred to as "LEPL") are organizations which have
more independence than other governmental institutions and may act with commercial rules.

Non-entrepreneurial (non-profit) entity is an organized entity designed to achieve the specific
goal, this type of organisations are focused on non-profit activities. The main source of income
for these organizations is budgetary resources, although legislation allows them to get
additional income by entrepreneurial activities.

Municipalities can establish non-profit (non-commercial) legal entities for better coordination
of their activities. Which should be oriented on the tasks of the municipality and the fulfillment
of the set goals (Fig.1).
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Figure 1: Systemic Shortcomings Identified in the Creation and Management Process of
Non-Profit (Non-Commercial) Legal Entities

N

Source: drawn up by the authors, based on audit surveys.

Due to the scale of the problem, throughout the country, the process of establishing and funding
legal entities in municipalities has been studied.

According to the data of the State Audit Office, up to 989 non-profit (non-commercial) legal
entities were functioning in municipalities by 2015. Quantitatively most (35%) non-profit
(non-commercial) legal entities were functioning in the field of culture and education, sport-
18%, infrastructure -15%, gardens -10%.

In 2011-2015 the number of municipal non-profit (non-commercial) legal entities increased
sharply, the rate of growth was 5% to 16% (Fig. 2).

Figure 2: Number of Non-Profit (Non-Commercial) Legal Entities Owned by the
Municipality in 2011-2015

2011 year 2012 year 2013 year 2014 year 2015 year

Source: author’s calculations are based on surveys of the State Audit Office of Georgia (2019).

By 2016, the number of non-profit (non-commercial) legal entities owned by the
municipalities reached 950. By 2017 their number reduced to 763, according to the data of
2018, a total of 1050 non-profit (non-commercial) legal entities are operating in municipalities

(Fig.3).
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Figure 3: Number Non-Profit (Non-Commercial) Legal Entities Owned by the
Municipality in 2016-2018

2016 year 2017 year 2018 year

Source: author’s calculations are based on surveys of the State Audit Office of Georgia (2019).

Due to the fact that a significant amount of money is spent from the budget for the
establishment and functioning of non-profit (non-commercial) legal entities , it is necessary to
reasonably thoroughly prove their need for creation. Based on the audit conclusion, it is clear
that in the majority of cases the establishment of such organizations is not responding to the
main criterion - the necessity of establishing.

¢ In the municipalities non-profit (non-commercial) legal entities are created and their
number increases sharply from year to year. Whereas there are already structural units
which fulfill the relevant tasks within the scope of their competence. For example, in
municipalities there are operating non-profit (non-commercial) legal entity "Public
Relations and International Contacts Center”, “Tourism Development Centers" and
others.

e Municipalities are creating non-profit (non-commercial) legal entities whose
functions and responsibilities coincide with the existing non-profit (non-commercial)
legal entities based on the objectives of the work. For example, in the field of art,
culture or sports alongside existing non-profit (non-commercial) legal entities, there
is non-profit (non-commercial) legal entity "Esthetic Training Center" and others.

¢ Inthe municipalities there are created non-profit (hon-commercial) legal entities, the
need for which is not properly grounded. At the same time, the purpose of which they
function is not the main activity of the municipality.

This indicates the fact that the decision of creating of non-profit (hon-commercial) legal
entities does not conform to the municipality's goal of improving municipality activities and
the quality of provided public services.

In general, the increase in effectiveness of the activities of the non-profit (non-commercial)
legal entities is largely determined by the optimally staffed and competent worker. The number
of employees should be relevant to the goals and scale of the organization. Hence, the increase
in the number of employees must be connected to additional benefits or the improvement of
service quality.

In 2011-2015, the number of employees of the above mentioned organizations and the amount
of compensation paid for them is increased in parallel of increasing the number of non-profit
(non-commercial) legal entities.

The increase rate in the number of employees varies from 8% to 24% in comparison to the
previous year, while the increase rate in labor compensation varies from 18% to 39% (Fig. 4-
5).
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Figure 4: Number of Employees in Municipal Non-Profit (Non-Commercial) Legal
Entities in 2011-2015

2011 year 2012 year 2013 year 2014 year 2015 year

Source: author’s calculations are based on surveys of the State Audit Office of Georgia.

Figure 5: Employees' Salaries in Municipal Non-Profit (Non-Commercial) Legal Entities
in 2011-2015 (Thousand GEL)

2011 2012 2013 2014 2015
YEAR YEAR YEAR YEAR YEAR

Source: author’s calculations are based on surveys of the State Audit Office of Georgia.

In 2016-2018, the information about the number of municipal non-profit (non-commercial)
legal entities and numbers of employees was provided by only 75 municipalities from 84.
Based on the existing information, the number of employees in the last three years is defined
so (Fig. 6).

Figure 6: Number of Employees in Municipal Non-Profit (Non-Commercial) Legal
Entities in 2016-2018

2016 YEAR 2017 YEAR 2018 YEAR
Source: author’s calculations are based on surveys of the State Audit Office of Georgia.

It can be said that the number of employees of municipal non-profit (non-commercial) legal
entities is unreasonably increasing. The reason is the deficiencies in human resources
management. In particular,
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e There are problems in the process of division fungcions and duties. Therefore
functions and duties of employees’ are doubled.

e Municipal non-profit (non-commercial) legal entities have significantly
increased the number of employees in recent years. Without proving the
growth reason.

Subsidies allocated from the municipal budget are the main source of funding of Municipal
non-profit (non-commercial) legal entities. In 2011-2015, the growth rate of subsidies issued
by municipalities varies between 21% to 40%) from year to year (Fig 7).

Figure 7: Subsidies Issued by Municipality in 2011-2015

1
1 1

2011 2012 2013 2014 2015
YEAR YEAR YEAR YEAR YEAR

Source: author’s calculations are based on surveys of the State Audit Office of Georgia (2019).

When issuing subsidies, municipalities should be able to determine the expected outcomes and
needs of the program, then the municipalities will be enable to assess and control the activity
of non-profit (non-commercial) legal entities.

According to the audit conclusion, the following deficiencies are identified in the process of
determining the quantity of subsidies provided by the municipalities on non-profit (non-
commercial) legal entities. In particular,

e Subsidies are issued by the municipality on non-profit (non-commercial) legal
entities without proper calculation. So that they do not determine how much money
is needed on different programs and what their expected results are.

e While issuing subsidies the quality of services is remaining beyond the control,
Because the municipalities do not possess the appropriate mechanisms for analysis
of conformity between the money spent by non-profit (non-commercial) legal
entities and the obtained results.

According to the Local Program Budget of Kobuleti Municipality 2019, the amount of
expenditures provided non-profit (non-commercial) legal entities is 8 512 525 GEL.These
funds are distributed to 12 non-profit (hon-commercial) legal entities (Table 1-2).
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Table 1: Total Expenditure of 12 Non-Profit (Non-Commercial) Legal Entities in
Kobuleti Municipality, the Share of Administrative Expenses According to the 2018
Budget (in GEL)

Non-profit (Non-  Sallary Goods and Total Share of
commercial) legal Services expenditure administrative
entities expenses
Unite of Kobuleti 0
Kindergartens 1 886 807 1 149 897 3041 785 99,83%
Kobuleti complex 5 54 18 063 197 941 81,67%
sport school
EOb“'e" Culture 441 288 49 136 490 424 89,98%
enter

Kobuleti Art 481 630 15 184 497 014 99,96%
School
Sports club - o
Kobuleti 12 354 6 505 18 859 100%
Cleanup of 1356 369 576 575 1993 346 96,97%
Kobuleti
Kobuleti greenery 168 676 79 835 248 511 100%
VKVZFeLrlIe“ village 300 960 277 873 580 233 99,76%
Kobuleti Park 151 391 104 089 255 480 100%
Song and Dance
Ensemble 181 920 4 668 186 588 100%
"Mkhedruli"
Kobuleti Museum 51 640 22 209 73 849 100%
Health and Social

24 705 225 387 250 092 100%

Services Center

Source: author’s calculations are based on Legislative Herald of Georgia (2019a).

According to the actual figure of 2018, administrative expenses amount to 7 730 761 GEL is
approximately 98.61% of the total expenditures of non-profit (non-commercial) legal entities.

According to the data of 2019, administrative expenses amount to 8 446 125 GEL is
approximately 99.56% of the total expenditures. As the data shows, administrative expenses
are characterized by the growth trend and their share of the total expenditure is higher than it
is normal.

The share of Labor remuneration costs (including freelancers) for employees in non-profit
(non-commercial) legal entities of Kobuleti muncipality varies from 65% to 97% of the total
expenditures.

The exception is only "Kobuleti village water" where the share of expenses incurred for
employee payments is about 51.8% in 2018 and 52.2% in 2019.

After consideration of municipal non-profit (non-commercial) legal entities, it is desirable to
note another acute problem that is equally observed in both state and municipal LEPS or non-
profit (non-commercial) legal entities. The issue concerns the unsustainable growth of the
number of freelancers.
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Table 2: Total Expenditure of 12 Non-Profit (Non-Commercial) Legal Entities in
Kobuleti Municipality, the Share of Administrative Expenses According to the 2019
Budget (in GEL)

Non-profit (Non-  Sallary Goods and Total Share of
commercial) legal Services expenditure  administrative
entities expenses
Unite of Kobuleti

Kindergartens 2247 120 1199 680 3452 800 99,82%
Kobuleti complex ;55 g 18 720 215 800 82,85%
sport school

Kobuleti Culture

Center 502 200 53 100 555 300 90,44%
Kobuleti Art

School 440 160 19 340 459 500 100%
Sports club -

Kobuleti 15 600 7 400 23 000 100%
Cleanup of 1449 300 570 625 2019925  100%
Kobuleti

RGN green=ny g g 88 360 266 800 100%
V'f/gtt;‘i'e“ village 334 929 301 780 636 700 100%
Kobuleti Park 163 200 110 400 277 000 98,77%
Song and Dance

Ensemble 200 520 36 080 236 600 100%
"Mkhedruli"

Kobuleti Museum 57 240 21 160 78 400 100%
Health and Social o5 g 264 900 290 700 100%

Services Center
Source: author’s calculations are based on Legislative Herald of Georgia (2019b).

According to the report of the Ministry of Finance, 38 470 people are registered as freelancers
in the State LEPLs and non-profit (non-commercial) legal entities. Totally 283 thousand
people are employed in the public service by 2017, which is 7.6% of the country's population.

According to the Economic Co-operation and Development Origination (OECD, 2017) in
Japan where the population is 127 million people, only 3.9 million people are employed in the
public sector, which is Approximately 3% of the country's population. Unlike foreign states,
there is no law in Georgia to control the duration of recruiting freelancers. In France, an
employee may be employed as freelance for a maximum of 18 months, after the expiry of this
period, he or she shall be sent to the state or dismissed from the job. The timeframe for Israel
is defined for 9 months, in case of Georgia, the deadline is unlimited.

According to the survey conducted by IDFI (Institute for Development freedom of Information
[online], 2018):

e By the year 2012, in 40 LEPLs and non-profit (non-commercial) legal entities there
were 8 870 employees, by the year 2017 the number increased to 12 632 employee.

e By the year 2012, in 38 LEPLs and non-profit (non-commercial) legal entities there
were 1077 people employed as freelancers. By the year 2017, in 67 LEPLSs and non-
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profit (non-commercial) legal entities this figure was determined by 7 193
freelancers.

e In 2012, employees of 45 LEPLs and non-profit (non-commercial) legal entities got
77 million GEL as a salary, by the year 2016 this figure was determined by 165
million GEL in 72 LEPLs and non-profit (non-commercial) legal entities.

e In 2012, freelancers of 39 LEPLs and non-profit (non-commercial) legal entities got
29.5 million GEL as a salary, by the year 2016 this figure was determined by 51
million GEL in 62 LEPLs and non-profit (non-commercial) legal entities (Fig.8).

Figure 8: Number of Freelancers in 27 LEPLs and Non-Profit (Non-Commercial) Legal
Entities Subordinated of 8 Self-Governing Units

2011 2012 2013 2014 2015 2017
YEAR YEAR YEAR YEAR YEAR YEAR

Source: Transparency International Georgia

The increase in the number of freelance employees leads to the fact that their employment
procedures is relatively simple. Which increases the risk of nepotism and political favourism.

Analysis of the CPI (Corruption Perceptions Index 2018) published by the Transparency
International Georgia is based on analyze the revenue and expenses, also the effectiveness of
financing of state and municipal LEPLs and non-profit (non-commercial) legal entities.

According to the Corruption Perception Index published by the Transparency International
Georgia, Georgia ranks 41th from 180 countries with 58 points. The index is based on experts'
opinions about the level of corruption in the public sector (Fig.9).

Figure 9: Corruption Perceptions Index 2018

2 & & &
I;‘Eﬂi IE‘:? Il:“.:l' I.'q’m I"’.m II'}'-E
Source: Transparency International (2019).

As we see in the public sector the Corruption Perception Index is very high for Georgia. Which
is one more reason why it is hard to control the revenue and expenses of state and municipal
LEPLs and non-profit (non-commercial) legal entities.

In conclusion, we can note that even though the LEPLs and non-profit (non-commercial) legal
entities could be created for significant public purposes, in case of absence of appropriate
control mechanisms, they could easily become a source of irrational spending of budget funds.
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3. Conclusion

During the review of peculiarities of financing of LEPL programs, the gaps were identified,
mostly related to the reporting process.

In the process of working on medium-term action plan, LEPLs have mostly communication
with the economic or financial department of the Ministries. The supervisors are only formally
involved in the process. Because of this problem, the results of the programs and the
assessment indicators can not be established as effective tool for evaluating efficiency of
LEPLS’ activity.

In order to solve this problem it is necessary that the Ministry of Finance properly dictate
supervisors’ roles and responsibilities at each stage of the mid-term action plan.

Assessment indicators presented by LEPLSs in the mid-term action plan, the achieved results
can not satisfy the budget methodology requirements. Also in the workshops organized by the
Ministry of Finance, should participate LEPL supervisors and high or medium managers
should participate.

The Ministry of Finance should provide training and workshops for high or medium managers,
supervisors of LEPLs / Sector Ministries. Also, the sectoral ministries should ensure their
systematic involvement in these activities.

Sectoral ministries do not require information about the planned activities with reference to
the timeline from the persons supervising the LEPL.

As a result, it is impossible to assign status for performance according to specified periods
(monthly or quarterly). To ensure periodical monitoring by the ministries, the Ministry of
Finance is required to elaborate the relevant forms of periodical reporting. As a result, sectoral
ministries will be able to compare factual results to the planned ones and make appropriate
conclusions.

When submitting reports of performance by the LEPLs, the supervisors don’t make any
feedback. As a result, the sector ministries find it difficult to identify the deficiencies in the
LEPs' activities and to set the ways to improve it.

In this case the Ministry of Finance should develop a review and feedback mechanism for the
reports submitted by the LEPLs to the supervisors, in order to make timely response to
identified gaps and to set up adequate ways to solve problems.

In the municipality there are created non-profit (non-commercial) legal entities whose
functions and responsibilities coincide with the existing non-profit (non-commercial) legal
entities, pursuant to the objectives of the work. In addition, subsidies by the municipality to
non-profit (non-commercial) legal entities are issued without proper calculations. Also
municipalities do not possess appropriate mechanisms for analyzing conformity between the
expenses incurred by non-profit (non-commercial) legal entities and the results obtained.

In the state or municipal LEPLs and non-profit (non-commercial) legal entities number of
freelancers and the cost of remuneration paid as wages are increased from year to year.

The problem connected with high level of share of freelancers should be solved. It is desirable
to define a specific marginal period of work as freelancers like in foreign countries.

The limitation determined by the law of Georgia of “Remuneration in Public Services” about
maximum number of freelancers should be strictly controlled.
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Corruption in Georgia is an acute problem in local self-government bodies. The inefficiency
of functioning of LEPLs and non-profit (non-commercial) legal entities is based on a number
of cases of corruption, but unlike the foreign countries the representatives of local self-
government bodies are not yet members of the Anti-Corruption Council.

For financial management and cost effectiveness analysis of LEPLs and non-profit (non-
commercial) legal entities similar to the practices of foreign countries, relevant agencies are
required to publish full information about the number of LEPLs and non-profit (non-
commercial) legal entities, also about the number of employees. At the same time the
parliament, the audit office, the central and local authorities should control the efficiency of
spending public finance by LEPLs and non-profit (non-commercial) legal entities.
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Abstract: Industry 4.0 — a German concept of future industry development designed to cover
both manufacturing and services through the digitalization of economic relations among
businesses and between businesses and customers. We have observed how the EU industry
and its growth have been shaped by a number of challenges and opportunities specific to
different Member States. Therefore, the aim of the paper is to evaluate the readiness of the
Visegrad countries to embrace a new digital age against the rest of the EU Member States. To
this end we observed indices describing digital relations among collaborating companies,
between companies and customers, as well as the activities of businesses in the computing
cloud and the use of big data in comparison to the EU average. On the whole, the Visegrad
countries (with the exception of Czechia) are below the EU average when it comes to the
digitalization of service sectors while, in contrast to the rest of the EU economy, they are
doing slightly better in traditional manufacturing industries, which account for a considerable
part of the value added that they generate.

Keywords: digitalization, European Union, industry, services, Visegrad countries
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1. Introduction

Since the beginning of the European integration, the EU industry has always faced many
challenges and opportunities. Years following the financial crisis of 2008-2010 witnessed
important changes in the structure of the European economy. First, many manufacturers shifted
their economic activities towards servitisation, offering their goods in tandem with services
(Ambroziak, 2017). Then, the next phenomenon, digitalization, emerged and widely spread
around the world (Talar, 2018). The new digital era requires a new approach to workers’
qualifications, customers’ needs and expectations (Lee, et. al, 2020), new forms of
collaboration among producers and industry-related service providers, as well as, suppliers and
transport providers (Ha, 2020). They make a set of nets of bilateral and multilateral
connections assisted by professional, scientific, technical, and administrative support services,
often based on information and telecommunication technologies. It means that nowadays,
digitalization is not a specific branch or sector of economy, but a concept of activities pursued
by actors in the modern economy.

Taking into consideration both: the aforementioned digital challenges and opportunities and
outcomes of the previous research on the trends observed in the V4 countries in intra EU trade
in services and industrial goods (Ambroziak, 2018), the aim of the paper is to evaluate the
readiness of the Visegrad countries to embrace a new digital age compared to other EU
Member States. Inappropriate adaptation to new digital challenges in the industry and service
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sectors may result in serious problems for the economic development of those countries in the
face of the rapidly coming Industry 4.0 revolution.

2. Sectors and Data Under Research

In order to achieve the above mentioned research objective we decided to compute and analyse
data concerning relative digitalization of selected sectors facing Industry 4.0. The process
starts with the concept of the Internet of Things and remote monitoring, which ensure
communication between goods and services (also those linked with industrial products) at
various stages of manufacturing. A reverse flow of information takes place between machines
engaged in the production and the production system of a company (Reischauer, 2018), while
more advanced level of cooperation needs cloud computing (Wen and Zhou, 2016) and big
data analysis (Opresnik and Taisch, 2015).

2.1. Selection and Classification of Sectors and Digital Business Activities

In order to answer the main question we decided to construct and then analyse a synthetic
index. While constructing its Digital Economy and Society Index, the European Commission
added relevant indicators on Europe’s digital performance and now it keeps track of the
evolution of digital competitiveness of the EU Member States. Firstly, it is a complex index,
because it describes a level of connectivity (broadband infrastructure and its quality, as well
as access to it), digital skills of society, scale and range of using the Internet services by
citizens, quality of digital public services, research and development of ICT, as well as, the
integration of digital technology by businesses. Secondly, it is based on arbitrary weighed
shares of citizens, companies or public administration involved in digital activities.

In contrast to the Commission index, we decided to focus on only those sub-indices that are
directly related to economic activities of companies operating in selected sectors. Therefore,
our index is based on a group of companies in selected sectors, which are involved in digital
revolution in the four spheres: internal and external processes integration, cloud computing,
and using big data. In the first two areas we have calculated synthetic indices. The internal
processes integration index is composed of equal data on companies which use enterprise
resource planning (ERP) software package to share information between different functional
areas, as well, as, enterprises using software solutions, such as Customer Relationship
Management (CRM). The external process integration index is based on two indices
concerning firms which issue e-invoices, suitable for automated processing, as well as,
companies whose business processes are automatically linked to those of their suppliers and/or
customers.

In order to grasp the digital position of the V4 countries vis-a-vis the EU we analysed only
selected manufacturing and service sectors (Tab. 1). We excluded sectors that traditionally
belong to public administration or budget activities, which have no direct impact on the
digitalization of national economies. Selected sectors accounted for a substantial part of value
added of the V4 ranging from 75.9 to 81.2%, while the EU-28 recorded 73.3%. It means that
the economies of the V4 countries have adopted a healthy economic approach and provide
foundations for further development, while many other EU Member States have a high share
of public services and activities whose positive impact on the economy is questionable.

In order to find out more about digital readiness of the V4 countries, we analysed digital
intensity of the index in selected sectors, taking into account six aspects of digital business
activities, broken down by groups of enterprises:

e using ERP software package to share information between different functional areas
(ERP);
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e using software solutions like Customer Relationship Management (CRM);

e issuing e-invoices suitable for automated processing (EI)

e whose business processes are automatically linked to those of their suppliers and/or
customers (PAL);

e analysing big data from any data source

e  buying cloud computing services used over the Internet.

2.2. Specialisation Indices

In order to establish digital readiness of the V4 countries we analysed two indices concerning
their relative specialisation in the EU28 in two spheres: a structure of value added in selected
sectors and digital intensity of manufacturing and service sectors in those countries.

As regards the first index, there are various attempts to present a sectoral/industrial
specialisation of a given country. On the one hand, there are indices which describe a country’s
absolute specialisation (Storper et.al., 2002) and/or diversification (Rodgers, 1957), but on the
other hand, there are heterogeneity indices (Krugman, 1991) which focus on the deviation of
a country’s industry structure from the average industry structure in the reference group of
countries. We have chosen the Krugman Specialisation Index (Krugman, 1991), which is
defined as follows:

KSI' =% |s/ — s/ 1)

where s]? is the gross value added share of sector j of country i and s]EU the GVVA share of sector
j of the EU. It measures the absolute distance between a sector’s relative importance between
country i and the EU, and then adds on all the sectors to generate an index. A lower KSI (1)
means that a given country i is more similar to the EU in the same sectors, while a relatively
higher value of KSI indicates a higher difference in the structure of value added in comparison
to the EU — thus a country is considered to be more specialized (Table 1).

In order to grasp the digital sectoral specialisation of selected EU Member States we decided
to examine an index that we constructed based on the calculation of Balassa index of
comparative advantage. Traditionally, it reveals a country’s comparative advantage in the trade
of a particular product (Balassa, 1965), however, we need to stress that at the same time it
shows the level of a country’s export specialization in a given product compared to the average
in the control group of countries (Ambroziak, 2018). Taking into account the latter assumption,
we used its modified version to find out a relative (to the EU average) specialisation
(advantage) in selected digital spheres (Relative Digital Specialisation). Its equation can be
presented as follows:

.;. _ J @
ny:j

where RDS} represents digital specialisation revealed in a digital activity y of a sector j in a
country i; x§;j denotes a number of companies engaged in digital activity y of a sector j in a
country i; and xf;']’. shows the number of companies engaged in digital activity y of a sector j

in the EU. This means, that in our case it compares the weight of the share of companies
engaged in a digital activity in the total number of companies pursuing any digital activity
under research in a given Member State with the weight of the same category at the EU level.
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The traditional Revealed Comparative Advantage Index (2) takes a value between 0 to infinity
with 1 as the break-even point. It means that its distribution is highly unstable. Therefore, many
researchers proposed some changes in the standard Balassa’s RCA (e.g. a symmetric RCA by
Vollrath (1991); or additive RCA with a stable mean suggested by Hoen and Oosterhaven
(2006)). Nonetheless, we decided to follow the concept proposed by Laursen (2000) the RDS
index has been made symmetric, as (RDSj" -1/ (RDS} + 1). It ranges from -1 to +1, where

RDS} ranges between 0 and +1 the country i specialises in a digital activity y of a sector j as
compared to the EU-28 average.

3. Discussion of Results

In the discussion of the survey results we took into account sectoral specialisation in value
added and a relative specialisation in selected digital business activities.

3.1 Sectoral Specialisation in Value Added

Considering the Krugman Specialisation Index we can state, that the V4 countries are
relatively strongly specialised in sectors other than the rest of the EU28. The highest disparity
was recorded for Poland followed by Czechia and Hungary (Table 2). That phenomenon was
driven, in particular, by the service sectors, while the KSI for manufacturing industries
revealed a high level of similarity to the EU profile. It is worth noting that the structure of
value added generated by selected sectors in the V4 countries has changed substantially since
2010. The EU, including the Visegrad countries, recorded an increase in value added in
manufacturing branches with simultaneous decrease in services.

Figure 1: Changes in a Structure of Value Added in the EU and the V4 Countries in
2017 as Compared to 2010
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Source: Own calculation based on Eurostat data.

The above occurrence was triggered mainly by a generous growth in the manufacturing of
electronic, electrical products, machinery and transport equipment (C26-33) observed in
Czechia, as well as in Hungary and Slovakia. A decrease in the share of value added of services
resulted from a drop recorded in the construction, electricity and water supply, real estate
services, as well as wholesale and retail trade. That phenomenon was found common to all the
V4 countries, with some minor exceptions observed in the Hungarian and Slovak wholesale
and retail trade activities. Unfortunately, the biggest disadvantageous disparities identified in
the V4 countries in comparison to the EU-28 were related with professional, scientific and
technical activities, information and telecommunication services, as well as administrative and
support service activities. The aforementioned sectors are viewed as the frontrunners of new
technologies needed to untap full potential of manufacturers through digitalization and
servitization of their business activities.
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3.2 Digital Specialisation

Taking into account the digital specialisation (intensity of business activities) of selected
sectors in the V4 countries we can state that Polish, Hungarian and Slovak manufacturing
sectors and the Czech service sectors recorded better results than the EU as a whole (Table 2.).
When analysing sectoral distribution of DSI we found out that the best combination of the
digital specialisation index and the share in value added was observed in Hungary. One sector,
which contributed the most to the value added: manufacture of basic metals recorded moderate
values of digital intensity indices. However, from among the sectors covered by the research,
IT services were the undisputed leader in digitalization, with the highest values for all digital
activities and a slightly lower value for the use of big data. Other sectors reported rather modest
shares in the Hungarian value added in comparison to the EU average - with three exceptions
including wholesale and retail trade, manufacture of coke and chemicals, and professional
services, which reached better DSI values in selected digital areas relevant to their business
activities, i..e., in e-invoicing, ERP and CRM. It is worth noting that those sectors had a
considerable impact on the Hungarian total value added. This shows that sectors with the
highest contribution to the Hungarian economy, recorded relatively best results in digital
business activities. It is worth noting that some of them represent similar importance to the
Hungarian and the EU economy.

The Czech Republic recorded a specific relationship between a contribution of selected sectors
in value added and digital specialisation indices. Three out of the seven sectors, the biggest
contributors to the Czech value added, recorded higher digital business activities indices than
the EU: IT, professional and real estate services, while construction and wholesale and retail
trade reported higher intensity of digitalization than the EU only in selected areas of their
digital activities. At that same time, all the other sectors, whose contribution to value added
was below 6%, did not reveal substantive digital activities. This confirms that sectors involved
in the digital economy exert a bigger impact on the value added of Czechia.

In the case of Poland, the country reported higher digital specialisation indices (DSI) in only
2 out of five sectors of the highest importance to the economy: manufacture of electronic
equipment and transportation, while wholesale and retail trade achieved moderate values, with
the values for construction and professional services, as well as, manufacture of food ranging
from moderate to modest. Higher DSIs were observed in the manufacture of coke and
chemicals, of basic metals and IT services, however, these sectors did not play any prominent
role in the Polish economy. It is worth noting, that as the two former sectors are among those,
in which Poland specialised in comparison to the EU, the latter is underdeveloped, however
with a growth potential. Apparently,, some Polish sectors, especially those, which represent a
substantial part of the value added, should introduce more digital activities (wholesale trade
and professional services) to join the European value chain and be able to expand in Poland.

Slightly similar situation was observed in Slovakia. The highest DSI values were found in
sectors with less important contribution to the value added of that country: manufacture of
basic metals, coke and chemicals and food. However, it is worth noting, that also two sectors
with the highest shares in value added — manufacture of electronic equipment and wholesale
and retail trade - recorded moderate values in digital intensity indices. Other sectors, important
to the value added, reached much lower levels of digitalization. Therefore, we can conclude,
that sectors, which joined the digitalisation process, did not substantially contribute to the
value added, however, in near future, they can be important contributors to the economic
development.

40



International Conference on European Integration 2020 Ostrava, Czech Republic

4. Conclusion

Based on our research we can formulate some conclusions valid for the V4 countries. First,
the majority of sectors of the V4 countries engaged in digitalisation, operate in various areas
of digital economy and rarely use only one or two means of digital activity. This means that
digitalization, if implemented, is treated as a complex concept. Second, there is no clear
relationship between the importance of given sectors for the value added and their digital
business activities. We can observe that there is no V4 country which could enjoy high digital
intensity of all sectors, which, at that same time, make a high contribution to the value added.
This indicates that their economic development evolves in a traditional way and is not led by
digitalization. Third, we found some sectors, specific to selected V4 countries, whose
contribution to value added is relatively high, while their level of digitalization is low. These
are branches, which without digital activities, would not be able to expand and join the
European value chains. Four, at the same time, we can point out some sectors, whose share in
value added is still small in the V4 countries, however, due to their relatively intense digital
activities in all spheres under research, they can substantially change the present structure of
value added, as digitalization is treated not as a need, but as a basic requirement for further
development.

Finally, we can conclude, that the V4 countries, as EU Member States, have enough digital
awareness and development, in such service sectors as information and communication
activities, as well as, professional, science and technical activities. Nonetheless, the overall
readiness of their service sectors is much lower in comparison to the industrial ones, especially
those, which are important to transnational businesses: wholesale and retail trade,
transportation, as well as, administrative and support activities. They have comparative
advantage vis-a-vis other EU Member States and it seems, that their position could be
strengthened if more digital solutions were applied. It is also worth noting, that the economy
of the V4 countries is not substantially impacted by accommodation or real estate activities,
while their share in the EU value added throughout a high level of digitalization is well
recognised. As regards manufacturing sectors, they play an important role to the economy of
the V4 countries, however, without going digital, their presence in the European economy can
be limited.

Taking into account aforementioned conclusions, as well as COVID-19 pandemic, we see that
there is a need for further research on the process of accelerating the digitisation of both
manufacturing and service companies and its relative speed in selected sectors of the economy.
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Appendix
Table 1. Selected Manufacturing and Service Sectors.
NACE Sector D35- Electricity, gas, steam, air conditioning and water
Manufacture of products based on: food, E39 supply
C10-18 beverages, tobacco, textile, leather, wood, pulp and F41-43 Construction
paper; publishing and printing G45-47 Wholesale and retail trade; repair of motor vehicles
c19-23 Manufacture of coke_, refined petroleum, chemical and motorcycles
& basic pharmaceutical products, rubber & plastics H49-53 | Transportation and storage
C24-25 Manufacture of _basic met_als & fabri_cated metal 155 Accommodation
products excluding machines & equipment J58-63 | Information and communication
Manufacture of computers, electric & optical L68 Real estate activities
proqucts, electrical equipment, machinery & M69-74 | Professional, scientific and technical activities
2633 | equipment n.e.c, motor vehicles, other transport N77-82 | Administrative and support service activities
equipment, furniture, other manufacturing, repair & -
installation of machinery & equipment Source: own selection based on NACE 2.2
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Table 2. Digitalisation of the V4 Countries in 2018.

G45-

C26-
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H49-

M69-

C10-

C19-

D35-

Ostrava, Czech Republic

\éﬁare 231% | 11.3% 9.3% 9.0% | 7.8% 74% | 65% | 59% 56% | 55% [ 3.7% | 34% | 17% 25.4% | 74.6%
SXA 0.20 -0.08 0.12 0.15 | -0.08 022 | -041 0.10 019 | -0.12 016 | 031 [ -0.39 0.07 -0.02
ERP 0.02 0.13 -0.03 0.19 0.00 -0.05 [ -0.31 0.19 -0.03 0.17 003 | -0.06 [ -0.40 0.07 -0.01
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El 0.12 0.29 -0.22 033 | -0.09 0.10 | -0.37 0.28 -0.52 0.18 022 | -0.28 | -0.44 021 -0.03
PAL 0.00 0.23 0.08 022 | -0.15 0.04 | -0.55 0.22 -0.24 022 011 | -011 [ -043 0.15 -0.02
cc 0.04 0.28 -0.18 023 | -0.05 0.03 | -0.38 0.26 0.06 0.28 022 | 021 | -048 0.19 -0.02
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Ksi 2322 073 | 2223
e | 203% | 135% | 105% | 82% | 80% | 79% | 66% | 57 | 50% | 47 | 3% | 20% | 23% 304% | 69.6%
SXA 022 | 005 | 017 | o012 | 026| -006 | -001 | 011 | 010 | 002 | -0.02 | 006 | -024 018 | -007
ERP 018 | 002 | 003 | 002 | 017 | o000 | 031 | 035 | 000 | 006 | 008 | 012 | -008 006 | -001
CRM 006 | 001 | -014 | 013 | 006 | o009 | 033 | 065 | -004 | -001 | 017 | 022 | 014 001 | 000
El 006 | 012 | 014 | oot | 002 | o007 | 028 | 050 | 002 | 001 | 033 | 003 | 034 002 | 000
PAL 026 | 009 | 002 | o001 | 005 | 020 | 024 | 018 | 020 | 003 | 034 | 000 [ 045 009 | -001
cc 015 | -004 | -022 | o000 | 014 | o004 | 026 | 020 | 004 | 006 | 020 | 000 | -017 006 | 000
BD 027 | 004 | 019 | 010 | 014 | o002 | 013 | 004 | 000 | 002 | 025 | 022 | 004 017 | -001

-0.13

-0.16

Ksl 19.96 3.96 19.09
\éf\\are 152% | 13.5% | 128% | 104% | 8.6% 84% | 62% | 52% 49% | 45% | 44% | 41% | 1.9% 25.1% | 74.9%
SEA 0.04 -0.06 -0.09 019 | -0.03 0.12 | -0.05 0.33 0.02 010 | -0.02 | -021 | -0.35 0.07 -0.02
ERP 0.04 0.00 -0.33 013 | -0.01 -0.28 | -0.04 0.48 020 | -0.37 018 | -0.14 | -0.16 0.23 -0.04
CRM 0.15 0.08 -0.29 025 | -0.18 0.02 0.04 0.42 037 | -0.13 0.14 0.01 | -0.50 0.24 -0.03
El 0.13 0.11 -0.36 -0.35 0.02 -0.13 0.00 0.61 030 | -0.36 037 | -004 [ -0.56 037 -0.06
PAL 0.25 -0.03 -0.54 012 | -0.07 -0.29 0.20 0.59 -0.06 | -0.28 0.32 0.05 | -0.12 0.36 -0.06
cc 0.11 0.06 -0.53 0.04 | -0.10 0.03 0.00 0.71 021 | -0.13 0.32 0.02 | -0.31 041 -0.05
BD 022 0.11 0.02 -0.09 [ -0.18 0.77 035 | -0.39 004 | -008 [ -0.36 041 -0.05

ksl 2978 1266 | 2692
e [248% | 136% | 104% | 70% | 65% | 64% | 61% | 58% | 52% | 51% | 45% | 26% | 22%

oA 029 | 004 | 017 | 004 | 003 | 002 | 018 | 012 | o008 | 017 [ 028 | -018 | 048 022 | 009
ERP 025 | -003| oo | 034 | 003 | o008 | 013 | 012 | -014 | 028 | -019 | 004 | 002 019 | 002
CRM 029 | o000 | o002 | 037 | 008 | 026 | 007 | 003 | 000 | 026 | 026 | 022 | -005 018 | 001
El 024 | 010 | o004 | 030 | 020 | o005 | 019 | 010 | o007 | 050 | 025 | 014 | 014 008 | o001
PAL 018 | -003 | o005 | 042 | 006 | 025 | 014 | 011 | -012 | 089 | -010 | 009 | -002 014 | 001
cc 030 | -013 | o1 | 031 | 009 | o001 | 010 | 021 | 017 | 040 | 016 | 004 | 004 022 | o001
BD 015 | 008 | 004 | 025 | 004 | o009 | 018 | 007 | 026 | 065 | 019 | 018 | 003 018 | o001

Source: Own calculations based on Eurostat.
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Abstract

The European Union promotes in long term the cultural cooperation and cultural exchange
between the Member States and international organizations and countries outside the
European Union. It is also contributing to the development of quality of education and training
by promoting cooperation between Member States. Improving the teaching and learning of
foreign languages and promoting external mobility are among the European Union's main
priorities in education. The presented paper is aimed on the relation between culture and
education. This relation is considered as significant, because culture has a great impact on
education as well as education plays a major role in transmission of culture. The research
focuses on evaluation of two areas that link education with culture. On one hand, tertiary
students who are studying culture-related fields of education and on the other hand, the role
played by education in facilitating cultural exchange, for example, by learning foreign
languages or by promoting the mobility of tertiary education students between Member States
of European Union. The evaluation is based on application of multicriteria decision-making
methods and is involving all European Union Member States.

Keywords: cultural education, cultural exchange, European member states, evaluation,
language skills

JEL Classification: F68, H11, 710, Z19

1. Introduction

Culture can be defined as a social heritage of society which combines the beliefs, customs,
religions, and arts. According to Eijnden, J. et al. (2017) culture shapes and gives expression
to identity, makes personal and mass communication possible, drives the perception and
experience of the world, and is also one of the driving forces behind the future economic
development of the countries. Education on the other hand is the process of imparting
knowledge or acquiring knowledge. Culture can potentially have a great impact on education
as well as education has also an impact of cultures of a society. Both education and culture do
influence each other (Europa, 2020a).

Culture, education and their interrelations are important aspects of European values and are
the matter of actual interest in European Union (EU). EU’s culture and education policies aim
to address and promote the cultural dimension of European integration. Culture and education
has the potential to narrow the gap between European societies and the process of integration
(Bozoki, 2013). Moreover the human capital, the promotion of lifelong learning and support
of creative industries are also important interrelations between culture cohesion and
competitiveness. The interrelation of culture and education is demonstrated in praxis for
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example by incorporation of cultural priorities into educational programs. The potential of
education and culture should be exploited as a means of creating jobs and combating
unemployment and an important aspect of long-term sustainability, see Drastichova (2016b).

The aim of the research is to assess the current state of cultural education and cultural exchange
in the EU Member States. Cultural education and cultural exchange are important elements
describing the link between culture and education. These areas have also been monitored by
Eurostat, see Eurostat (2020) in the long term in the form of selected indicators. In the
presented contribution are evaluated the current indicators in the field of cultural education
and cultural exchange in the countries of the EU by usage of multicriteria decision-making
methods, concrete by TOPSIS method. This method is successfully applicable in many
decision-making tasks and various socio-economic areas. It is suitable for the evaluation of
selected indicators in presented research, as it can process large-scale data with different units
of criteria.

2. European Union Culture Policy

Culture plays an important role in EU policy. The EU's role in the culture area is specified in
the article 3 of the Treaty on European Union and the article 167 of the Treaty of the
Functioning of the EU. Member States have exclusive competence on cultural policy issues,
while the Union's role is to encourage cooperation and to support and complement Member
States' activities (European Commission, 2018). The EU declares a common goal for all EU
member states in the field of culture by the European Agenda for Culture (Europa, 2020a).

Promoting culture as a tool for sustainable social and economic development is one of the
European Commission's main objectives. The promotion of culture and intercultural dialogue
plays here an important role in the interests of peaceful relations between communities
(European Commission, 2018). The Commission also intends to use this agenda to underline
the cultural dimension of sustainable development and to facilitate the implementation of the
United Nation's 2030 Agenda for Sustainable Development (European Commission, 2018).
The Sustainable Development Goals support the importance of culture as driver of sustainable
development, for example the importance of non-violence and cultural diversity, safeguarding
of natural and cultural heritage and creative industry (UNESCO, 2020). EU is monitoring the
sustainability by Sustainable Development Indicators, see Drastichova (2016a).

Also the New Agenda for Culture from 2018, see European Commission (2018), supported by
appropriate financial resources, is exploiting the synergies between culture and education.
There are three mainly areas, that are promoted: active participation, mobility of workers in
the cultural and creative sectors and removing barriers to their mobility and promoting art,
culture and creative thinking in formal and non-formal education and training at all levels and
in lifelong learning. Eurostat data suggest that more than a third of Europeans do not participate
in cultural activities at all. So there is clear scope for increasing cultural participation in order
to allow Europeans to experience what unites us instead of what divides us. Related to
mobility, there are many factors — economic, social and psychological — which tend to lead
to low geographical and occupational mobility. For example moving to a new location often
appears to be costly due to numerous expenses involved in buying and selling a house.
Especially there is evidenced less mobility of home owners, that is also considered as the
reason of higher unemployment as proved by Slavata (2017) in Czech regions.
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2.1 Cultural Education in the European Union

The arts and culture are indispensable to the education and development of young people, see
Eijnden, J. et al. (2017). Understanding culture and the ability to engage with culture in all its
manifestations are of great importance to everyone. Cultural education contributes to
knowledge transfer, personal development and participation in society. It enables young
people to develop their talents, introduces them to art and culture, makes them aware of
aesthetics and ethics, and teaches them to express their feelings and to assign meaning (Bozoki,
2013). In addition, cultural education unlocks and gives access to the wealth of cultural history
and insights into modern-day cultural communication aimed at children and young people.
Last but not least cultural education gives enjoyment and contributes to one’s overall sense of
well-being (Europa, 2020b, Eurostat, 2020). In the 21st century, the role of education is to
prepare children and young people for a life of learning in an international context. Giving
each and every one of them equal access to cultural education and therefore to culture is of
vital importance to their future (Eijnden, J. et al., 2017). There is a clear link between the level
of education and participation in cultural activities, see Ardielli (2018). There is also a
consensus on the need to transfer skills and competences that stimulate creativity and critical
thinking. The Commission supports the work of the Organization for Economic Cooperation
and Development (OECD) on teaching, learning and assessing creative and critical thinking
practices, which is now an innovative area of the International Student Assessment Program
(PISA) 2021. This focus on creative and critical thinking should extending it to all levels of
education and training and also higher education, in line with the change in approach of
including the element of art in the fields of science, technology, engineering and mathematics
(OECD, 2020). The Commission intends to promote music and the arts in education and
training, also as a priority theme of the Erasmus + program, and to support the development
of interdisciplinary modules within higher education institutions that focus on creativity and
combine art, information and communication technologies, business and commercial
competence (Europa, 2020b).

2.2 Cultural Exchange in the European Union

Cultural exchange is understood as sharing different ideas, traditions and knowledge with
someone who comes from a completely different cultural environment. There are many ways
to promote cultural exchange in European Union. The most famous projects include the
Erasmus program, CEEPUS, AKTION or EHP funds (Europa, 2020b). The Erasmus
Programme (EuRopean Community Action Scheme for the Mobility of University Students)
is a EU student exchange programme established in 1987. Erasmus+, or Erasmus Plus, is the
new programme combining all the EU's current schemes for education, training, youth and
sport, which was started in January 2014. Erasmus+ is one of the European Union's most
successful and iconic programmes. With an indicative financial envelope of €16.3 billion for
the period 2014-2020, Erasmus+ helps European countries to modernise and improve their
education and training systems as well as their youth and sport policies, reinforcing their role
as drivers for growth, employment, competitiveness, innovation and social cohesion
(European Union, 2017). The aim of Erasmus+ is to contribute to the Europe 2020 strategy for
growth, jobs, social equity and inclusion, as well as the aims of ET2020, the EU's strategic
framework for education and training. Erasmus+ also aims to promote the sustainable
development of its partners in the field of higher education, and contribute to achieving the
objectives of the EU Youth Strategy. Specific issues tackled by the programme include:

1. Reducing unemployment, especially among young people,
2. Promoting adult learning, especially for new skills required by the labour market,
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3. Encouraging young people to take part in European democracy,

4. Supporting innovation, cooperation and reform,

5. Reducing early school leaving,

6. Promoting cooperation and mobility with the EU's partner countries; see Europa (2020b)

More than 9 million people have participated to the Erasmus program since its creation. The
number of young participants has increased significantly since 1987. As of 2014, the
programme has promoted the mobility of more than 3.3 million students within the European
community. Spain is the country that allowed most people to participate to Erasmus with more
than 40,000 per year, ahead of France, Germany and Italy. The countries receiving the most
students are Spain with more than 39,000 students and then Germany. More than 4,000
university institutions from 37 countries are participating in the project (Eurostat, 2020). On
30 May 2018, the European Commission adopted its proposal for the next Erasmus
programme, with a doubling of the budget to 30 billion euros for the period 2021-2027. Further
negotiations are expected to take place during the 2019-2024 European parliamentary term,
see Europa (2020b). For many European students, the Erasmus Programme is their first time
living and studying in another country. Hence, it has become a cultural phenomenon and is
popular among European students (Europa, 2020b). The programme fosters learning and
understanding of the host country, and the Erasmus experience is considered both a time for
learning as well as a chance to socialise and experience a different culture. It is seen as a great
opportunity to study abroad while not having the unmanageable expense of studying because
the students are getting grants available to Erasmus students (European Union, 2017).

3. Problem Formulation and Methodology

In this contribution, the issue of assessing cultural education and cultural exchange in EU
Member States is addressed through the application of MCDM methods — TOPSIS method.
The theory of multicriterial analysis of variants deals with the problems of how to select one
or more variants from the set of permissible variants and recommend them for implementation
(Subrt et al., 2015). The purpose of the application of MCDM methods is to find the most
suitable variant or to make an arrangement of the set of variants. In the case of cultural
education and cultural exchange assessment in EU Member States, presented in this paper, 28
EU Member States are considered as individual variants (set of p variants), and the output is
the ranking of these Member States from the best to the worst. Variants are assessed on the
basis of k criteria (4 selected indicators from Eurostat database). The Technique for Order of
Preference by Similarity to Ideal Solution (TOPSIS) is a multi-criteria decision analysis
method, which was originally developed by Ching-Lai Hwang and Yoon in 1981. Because of
its high flexibility, it is often and widely used in various situations to solve many theoretical
and real-world problems (Roszkowska, 2011). For example Ardielli (2019) used TOPSIS
method for assessing of Good Governance in EU countries or Vrabkova, Ertingerova and
Vavrek (2019) for assessing of websites of retirement houses.

3.1 Model and Data

TOPSIS method provides a complete arrangement of all variants. Required input data are
criteria values for individual variants and weights of individual criteria. The criteria values for
the individual variants are arranged in the criterion matrix Y = (yjj), where yj; is the value of
the i-th variant evaluated by the j-th criterion. It is assumed the maximizing character of
criteria. The method is based on the selection of the variant closest to the ideal variant
represented by the vector (Hi, Hz, ..., Hi) and furthest from the basal variant represented by
the vector (D1, Do, ..., Dx). Application of TOPSIS method is described in seven steps:
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Establishing a performance matrix,

Normalizing the decision matrix,

Calculating the weighted normalized decision matrix,
Determining the positive ideal and negative ideal solutions,
Calculating the separation measures,

Calculating the relative closeness to ideal solution,
Ranking the preference order;

Nogk~wpneE

This research focuses on two areas that link education with culture:

a) Cultural education based on tertiary students who are studying culture-related fields
of education (arts, humanities and languages, journalism and information and
architecture and town planning) and by learning foreign languages;

b) Cultural exchange based on the mobility of tertiary education students between EU
Member States;

The indicators of cultural education and cultural exchange were taken from the Eurostat
database and adjusted for calculation purposes, see (Eurostat, 2020). The majority of the
computed data presented the state to 2017.

3.2 Method

TOPSIS is based on the concept that the chosen alternative should have the shortest geometric
distance from the positive ideal solution (PIS) and the longest geometric distance from the
negative ideal solution (NIS), see Assari, Mahesh and Assari (2012). It is a method of
compensatory aggregation that compares a set of alternatives by identifying weights for each
criterion, normalising scores for each criterion and calculating the geometric distance between
each alternative and the ideal alternative, which is the best score in each criterion. An
assumption of TOPSIS is that the criteria are monotonically increasing or decreasing.
Normalisation is usually required as the parameters or criteria are often of incongruous
dimensions in multi-criteria problems (Yoon and Hwang, 1995).

4. Problem Solution

The calculation by using the TOPSIS method is based on the determination of weight for the
criteria. The approaches of determining weights are divided into two groups: subjective and
objective. The weights of the criteria in this research are calculated on the basis of the
subjective methods, by scoring method. The main two areas (cultural education and cultural
exchange) were given the equal importance. The characteristics and weights of indicators are
summarized in Table 1.

Table 1: Weights of Indicators

Cultural education Cultural exchange
Indicator | Tertiary students Number of Mobile Erasmus | Mobile Erasmus
in culture- languages in students and students and
related fields of | upper secondary trainees - trainees -
education education incoming outgoing
Unit % share of all Number % share of all % share of all
tertiary students enrolled students | enrolled students
Weight 0,26667 0,23333 0,16667 0,33333

Source: Own calculations according to Eurostat (2020)
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The TOPSIS method was processed according to the TOPSIS algorithm, Figure 1. The results

are summarised in the Table 2.

Table 2: Evaluation of EU Countries by Usage of TOPSIS Method (2017)

Ostrava, Czech Republic

Rank Country Relative Rank Country Relative
distance distance
indicator indicator

1 Luxembourg 0.89287 15 Austria 0.17133
2 Malta 0.48585 16 Ireland 0.16697
3 Lithuania 0.34337 17 Romania 0.16677
4 Estonia 0.26676 18 Sweden 0.15202
5 Portugal 0.26497 19 Netherlands 0.13994
6 Finland 0.25835 20 United Kingdom 0.13704
7 Latvia 0.25820 21 Cyprus 0.13604
8 Slovenia 0.24498 22 Germany 0.13561
9 Slovakia 0.23173 23 Hungary 0.13306
10 Czech Republic | 0.22389 24 Denmark 0.13268
11 Italy 0.21854 25 Poland 0.12792
12 France 0.20086 26 Bulgaria 0.10585
13 Belgium 0.18766 27 Croatia 0.10021
14 Spain 0.18510 28 Greece 0.09510

Source: Own calculations according to Eurostat (2020)

The results of EU Member States are ordered according to the value of relative distance
indicator. In the year 2017, the best five positions occupied Luxembourg, Malta, Lithuania,
Estonia, and Portugal. These results do not correspond exactly to those resulting from Erasmus
statistics and Eurostat statistics, see European Union (2017) or Eurostat (2020b) or other
studies like Ardielli (2017), comparing the cultural indicators in EU countries. The most
controversial is the position of Spain, Germany, United Kingdom and France. These countries
are hosting and sending students abroad to the greatest extent, therefore, it would be expected
that they will be placed on the top positions. However in this research the data on incoming
and outgoing students were converted to the proportion of total enrolled students in the
country, the data therefore does not reflect the size of the country. In addition, significant
weight has been also given to cultural education. For example in Spain or United Kingdom is
on average taught only one foreign language on secondary education level. As a result, large
countries have taken average positions in the evaluated indicators. Small countries on contrary,
like Luxembourg, Malta, Lithuania, Estonia, or Czech Republic are having the largest share of
outgoing students on total enrolled students in the country. Moreover, they have a good level
of cultural education. For this reason, they ranked very well in the evaluation. On the worst
five positions placed Denmark, Poland, Bulgaria, Croatia and Greece. The position of
Denmark is poor because only one foreign language is taught on secondary education level. In
other indicators it performs slightly above average. In case of Bulgaria and Greece the shares
of incoming and outgoing students are very poor. Poland and Croatia than report low values
in all selected indicators. Because the weights of the criteria could have a big
influence on the ranking also the equal weights were processed to compare
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the results. On the top five positions ranked also Luxembourg, Malta, Lithuania,
Estonia, and Finland. Portugal occupied the 6th position. On the last five positions placed
Germany, Denmark, Bulgaria, Croatia and Greece. Poland shifted to the 21th position. By
usage of the equal weights the result achieved was very similar.

5. Conclusion

In the paper was performed the sorting of variants according to defined criteria by usage of
TOPSIS method. The benefits of compensatory methods such as TOPSIS is that they allow
trade-offs between criteria, where a poor result in one criterion can be negated by a good result
in another criterion. This provides a more realistic form of modelling than non-compensatory
methods. As a result, countries were ranked according to the performance in cultural education
and cultural exchange. It was found, that the most successful EU Member States in this area
are small and multicultural countries like Luxembourg or Malta. Big countries and countries
considered as leaders in numbers of incoming and outgoing students in Erasmus program
placed in this research on average places, since the data were recalculated on the number of
enrolled students in the country. On the contrary, the worst-performing EU countries are
Denmark, Poland, Bulgaria, Croatia and Greece. The results were verified by usage of equal
weights to rule out that weights have a predominant influence on the result. According to the
results the countries at the bottom positions should improve the foreign language teaching in
their educational policies and support and motivate the university students for the study abroad.
As the next stage of this research is intended to compare the results in different years and
to perform the evaluation of the development
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Abstract

Presented paper deals with the Creative Europe program, which ends its programming period
this year (2014-2020). The program was aimed to help the creative industries to enter new
markets, gain new audiences and thus reach their economic potential in the digital and
globalised world. An EY study from 2015 showed that the creative industry had a competency
potential for the European Union already during the crisis. This potential cannot be
understood purely economically. Through other aspects and innovative production with high
added value, creative industries contribute to social cohesion, sustainable and inclusive
growth. In this article we try to analyse the aspects in more detail and outline the future of this
specific sector of the European economy.
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1. Introduction

The debate on culture has been experiencing a renaissance in recent years, not only in the
European Union (EU). Although the EU is facing problems that are fundamental to its
functioning, the topic of culture resonates here. The problem of cultural management in many
EU countries is that it has been under-funded for a long time, especially in the younger Member
States. And it was precisely the reason why the Creative Europe program was adopted — to
promote the culture, cultural divisions, cultural heritage and diversity of Europe as well as to
unleash the potential of the cultural and creative industries. The Creative Europe Program was
adopted with Regulation (EU) No 1295/2013, for the programming period of 1 January 2014
until 31 December 2020. The Programme's main objectives are:

(a) to safeguard, develop and promote European cultural and linguistic diversity and to
promote Europe's cultural heritage;

(b) to strengthen the competitiveness of the European cultural and creative sectors, in particular
the audio-visual sector, with a view to promoting smart, sustainable and inclusive growth
(European Commission [online], 2018).

Regulation (EU) No 1295/2013 explicitly says: “Union needs to provide more attractive
framework conditions for innovation and creativity (...) Moreover, excellence and
competitiveness in those sectors are primarily the result of efforts on the part of artists,
creators and professionals that need to be promoted.” (European Commission [online], 2013).
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Culture promotes innovation, contributes to economic growth and creates new jobs. It is an
important driving force of European identity. Targeting the culture and creative industries in
the EU is very important (Cetind, Badin, 2019). The main aim of presented paper is thus to
analyse these aspects in more detail and outline the future of these specific sectors of the
European economy with respect to the new Multiannual Financial Framework for 2021-2027.
We are focusing on the link between Creative Europe and Europe 2020, which it emphasizes
smart, sustainable and inclusive growth. We try to answer the question of how creative
industries can contribute to such growth and development.

2. Creative Europe — Current Scheme and Its Position in The Multiannual
Financial Framework (MFF) 2021-2027

The Creative Europe program reflects the basic strategic policy objectives included in the
Europe 2020 program, in particular smart, sustainable and inclusive growth. The new program
includes the Culture sub-program, which supports theatrical and visual arts, cultural heritage
and other areas, and the MEDIA sub-program, which finances the film and audio-visual sector.
The new cross-sectoral area will support policy cooperation, cross-cutting measures and a new
financial guarantee instrument operating since 2016. All schemes have a new dimension — they
are focused on the development of audience. The most important innovation is the new support
platform, focusing on emerging talents and stimulating European non-national programming
of cultural activities. The program is open also to non-EU countries (as of February 2020 the
NON-EU countries, who participated are Iceland, Norway, Albania, Bosnia and Herzegovina,
North Macedonia, Montenegro, Republic of Serbia, Georgia, Moldova, Ukraine, Tunisia,
Armenia, Kosovo) (European Commission, [online] 2020) and focuses mainly on SME or non-
profit organisations. In addition to the main two sub-programs, Creative Europe also covers
(among others) the popular European Capital of Culture initiative. The total budget of the
program amounts 1.46 billion euro and more than 50 % was dedicated to MEDIA sub-program.
(Zygierewicz, 2018).

Culture support does not seem to remain behind in the next programming period. Indeed, the
Commission proposes to increase the program budget to EUR 1.85 billion (European Music
Council [online], 2020). The new concept of the program is intended to reflect the current
challenges in the cultural and creative industries, with increasing new global competition
(especially new players from Asia or Latin America), a digital era bringing a paradigm shift
(total change in the cultural and creative goods market, change in the distribution chain) but
also market fragmentation, which on the one hand is positive (cultural diversity of the
European region), but on the other, it makes it difficult for the artist to gain audience). On 5
December 2019, the Finnish Presidency published a so-called Negotiating framework with
figures (for the MFF 2021-2027). The Creative Europe program falls within the area of
investing in people, social cohesion and values (p. 74) which in itself suggests the benefits the
Union sees in the creative industries.

Creative Europe is a program of support and therefore financial assistance to cultural and
creative industries being currently a driving force within the new technologies development
for making business in terms of cluster cooperation hence to support small and medium sized
entrepreneurship in EU (Kordos, 2018a; Kordos, 2018b). However, it is important to ask why
it makes sense to support cultural and creative industries and what this support can bring.
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Figure 1: The Share of EU Budget on Funding Programmes 2014-2020
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3. Problem Formulation and Methodology

The main question of our reflection is thus how far culture and creative industries can help to
achieve smart, inclusive, sustainable growth and whether these industries are relevant to such
growth at all. The contribution of cultural and creative industries (CClIs) to economic growth
in the EU has already been examined by the EY study, which confirmed the growth potential
of these sectors, but in particular brought about two fairly crucial facts, namely that CCls have
continued to grow during the crisis and that they have increasing tendency in youth
employment. Today, however, some enthusiasm around these amazing findings has fallen.
Some theories of the creative industry (such as the Florida’s Rise of the Creative Class) have
been questioned and it seems that the growth potential of CCls has not been particularly
fulfilled. In examining the economic benefits of CCls, we have somehow forgotten other
aspects that this cultural activity with cross-sectoral intersection brings. These aspects are not
primarily economic and monetizable, but they can ultimately have a positive and significant
impact on growth:

Therefore, in our evaluation we focus on:

- the impact of culture in the process of sustainable urban development and the development
of community identity;

- the impact of cultural vitality and cultural potential;

- the impact of CCls on social cohesion and the reduction of regional disparities.
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4. Inclusive and Sustainable Growth: The Role of Culture and Creative
Industries

Inclusive and sustainable growth is defined by the Organisation for Economic Co-operation
and Development (OECD) (2016) as: “Economic growth that creates opportunities for all
segments of the population and distributes dividends of increased prosperity, both in monetary
and non-monetary terms, fairly across societies (...) focus on health equity, human capital,
environmental quality, social protection and food security.” Very famous United Nations’
definition stresses that ,,Sustainable Development is a development that meets the needs of the
present without compromising the ability of future generations to meet their own needs.*
British Council (2018) believe that inclusive growth means developing tangible opportunities
which create economic and social growth that benefits everyone. A common feature of these
but also other definitions of sustainable and inclusive growth is the well-being or benefit for

everyone (ie equality) and the fulfilment of human needs without harming nature. The role of
culture in these processes is diverse.

4.1 The Impact of Cultural Policy in the Process of Sustainable Urban Development
and the Development of Community Identity

The role of culture in the process of sustainable urban development has been described by
several theories. Perhaps the best known was Florida's creative class theory. Like most other
theories, it was concentrated and centralized (Klein J.L et. al, 2019). The creative class theory
assumed the concentration of all resources to attract this workforce to the city - the city had to
be attractive to the creative class. Consequently, it could benefit from its activities and ensure
its growth as well as the growth of the region. This theory deserved criticism (Moulaert,
Demuynck, Nussbaumer, 2004, Kratke, 2010) later even from the author himself (Klein J.L et.
al, 2019), who admitted that in fact, only the rich had benefited from the effects of creative
class concentration in large cities (such as London). This is entirely contrary to the original
idea that the creative industry is involved in social inclusion and balances regional disparities.

This elitist approach has changed into a citizen's well-being orientation. The inclusive local
culture support strategies that are emerging have a positive impact on the neighbourhood and
social capital of the community and thus on the whole city. Cultural policy makes sense in
sustainable urban development because it affects:

- identity;
- management and territorial coordination.

The issue of sustainable urban development is linked to the current concept of smart cities and
villages. The concept of smart villages is one of many EU instruments of improvement of the
living conditions in the countryside. (Harakalova, 2018). These concepts have evolved and
today they are not one-sidedly focused on the application of technology in urban development.
Smart solutions emphasize the well-being of citizens, the environment. The community
concept and the economy of sharing are being strengthened. Cultural industries and cultural
policy also have a role to play in creating such an environment. De Propis and Cooke believe
they can spur local regeneration in rural areas. At the same time, they emphasize that cultural
and creative industries are more innovative than other industries. Innovative activity depends
directly on socio-cultural values (Pylypenko et. al., 2019). In addition, Chapain (2010) adds
that their production, which serves as an input for other sectors, increases the added value of
the output of these sectors. CCls thus contribute to the economic growth of the city or region.
Taking into account the theory of clustering, such industries will tend to concentrate and
generate economies of scale, which is another desirable economic effect.
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British council believes that engaging, learning and promoting cultural heritage can play as a
valuable contributor to economic growth, stimulating tourism, creating jobs and enhancing the
investment climate. Strengthening the engagement of people in the local culture stimulates a
sense of identity and a sense of integration into a community. This incorporates then
strengthens the sharing of common values, attitudes, opinions. As the countries of the
European Union are culturally very diverse, strengthening individual local or national
identities also contributes to creating a sense of European identity.

The scope of cultural policy today is very broad. It ensures adequate protection of the cultural
heritage (Lixinski, 2009), sets the allocation of financial resources, which has a direct impact
on the development of regions, the creation of employment in culture and the mobilization of
cultural potential. It regulates the management and administration of cultural facilities and
institutions and sets up education in the field of culture. Cultural identity helps the interaction
between local actors and thus promote spreading the cultural activities amongst diverse groups.

4.2 The Impact of Cultural Vitality and Cultural Potential

Klein J.L et. al (2019) elaborated a study emphasizing that one of the factors that influence the
socio-economic dynamics of a city or region is cultural vitality. Cultural vitality can be
understood as a set of characteristics of a place — the presence of organizations active in the
cultural and creative industries and the cultural activity itself, its governance, financial and
organizational resources as well as the above-mentioned identity. Jackson, Kabwasa-Green
and Herranz (2006) built a definition of cultural vitality based on the daily life of the
community. In doing so, there are three dimensions to cultural vitality - the existence of
opportunities to engage in cultural activities, the very involvement of cultural activities, and
the third dimension is the promotion of these cultural activities. The third dimension is the
space for policy making. Creative Europe, too, has an irreplaceable role on the European
continent.

Cultural potential is the sum of cultural values - cultural phenomena and their individual
components - of cultural elements that can be exploited; the whole complex of cultural
heritage, non-institutional creation and organized production of institutions providing cultural
services (Lenovsky, Cukan, Dubska, Michalik, 2014, p. 7). Cultural potential, when properly
used, is transformed into cultural capital. Cultural capital also means a competitive advantage.
Culture can therefore be an important factor in regional and local development, but only if
cultural values are communicated to the public.

Figure 2: The Relations between Cultural Potential and Cultural Vitality
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4.3 The Impact of CCls on Social Cohesion and the Reduction of Regional
Disparities

Regions of EU suffer from disparities. This is visible also inside particular member states
(Slovakia including). According to de Propis and Cooke (2011), culture and creative industries
can stimulate the service sector or upgrade the traditional manufacturing sectors with
sustainable high value added production. CCls can thus act as accelerator for those regions,
who are fighting a declining industrial activity or an ever-present agrarian economy. This
effect of improvement is very visible in the most dynamically growing CCIl segments,
especially in the gaming sector, design and digital technologies.

John Hawkes offers the definition that culture is ‘The Fourth Pillar of Sustainability’:
According to Hawkes, culture allows people to express themselves, creates a sense of
connection and cooperation. (Hawkes, 2004) Traditional cultural production (such as crafts)
allows people who are for various reasons not employed to participate in the economic process.
This effect is most pronounced in developing countries where there is hardly any job
opportunity. It enables women to be better involved (not only on maternity leave) in social life
and fosters community feeling and belonging, which ultimately leads to a strengthening of
cultural identity.

Cultural activities bring together people with different opinions, habits and beliefs from
different conditions and thus contribute to increasing intercultural competences and mutual
understanding. Recognizing and understanding each other's differences contributes to the
prevention of unwanted attitudes such as bullying, racism and improves the involvement of
disadvantaged groups.

5. Conclusion

The merits of supporting the culture and creative industries are linked to a number of different
mechanisms. It turns out that the influence of culture is multidimensional. While the economic
view of cultural industries has dominated in recent years, several studies now confirm the
complex impact of culture - promoting innovative thinking and contributing to innovation in
other industries. It contributes to sustainable urban development. Sharing common cultural
values helps community development, fosters feelings of belonging, understanding, and
participates in creating and promoting common attitudes and values. Such community
cohabitation helps to build neighbourhoods, which ultimately leads to an inclusive
development of the whole city.

Cultural participation contributes to social cohesion and improves the participation of minority
groups in society. The cultural potential of regions can be translated into a cultural asset and
thus actively participate in reducing regional disparities. Cultural tourism is a specific sector
that can use this cultural potential of the region.

Thus, quantifying the economic benefits of culture, which has been emphasized in recent years,
is not the only evidence of the importance of the cultural and creative industries. On the
contrary - given the complex mechanism of action of culture, its non-quantifiable benefits are
much more important in the context of sustainable and qualitative growth. Therefore, while
we can measure the economic activity of creative industries (not culture itself), these industries
need to be treated with respect. They bring EU states more than just a percentage of GDP.

The Creative Europe program emphasizes the cultural tradition and diversity that the Union
has due to the rich culture of its Member States — after all, the EU motto “United in diversity”
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confirms this. The budget increase for the new programming period confirms that promoting
culture is becoming one of its priorities.

In the future research, however, it will be interesting to see where the increase in funds will go
and, therefore, in which sub-program it will benefit most. It will be necessary to monitor the
development of individual creative sectors receiving support in a multiannual perspective in
order to assess whether and how the drawing of funds contributed to their development.
Subsequently, support for other dynamically developing sectors may be considered or vice
versa, for sectors that are not market-successful but significant in terms of uneconomic
benefits.
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Abstract

The papers deals with monetary aggregates in the selected EU country — France and with
some selected issues of monetary economics in France. The author therefore focuses his
attention of the opening chapter on the French central bank, i.e. the Banque de France. There
is mentioned its historical development, evolution of its independence, its basic structure and
the process of its European integration. In the next chapter, attention is paid to the composition
of the money supply in France. Here is discussed about financial products, respectively
monetary aggregates, which due to the natural development of society had to be redefined (not
only) in France. The last chapter presents selected instruments of monetary policy regulation
in France as one of the EU countries.
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1. Introduction

In France, as in other countries, monetary policy is determined by the central bank. In the case
of France, the Banque de France discharge the function of the central bank. Nowadays, a
significant share of monetary policy powers, both in France and in other states belonging to
the European Union, has been transferred to the European Central Bank. In this respect, one
can observe and above all talk about the transfer of part of monetary sovereignty from a given
Member State to a supranational organization - the European Union. Monetary sovereignty is
a situation where the state is able to manage its own currency by its own legal norms. As we
know, it was not only France that, in order to meet the Maastricht criteria, voluntarily
transferred part of its monetary sovereignty to the European Union and its central bank
(Mrkyvka, 2014). All member countries of the European Union had previously participated in
this process, unless they had an agreed exception (the UK case), respectively have not agreed
to postpone the adoption of the common European currency (the case of the Czech Republic).
In monetary economics, however, we are not only examining the issue of the central bank, but
also, for example, the issue of money, various currency crises, monetary unions and many
other phenomena, which can be described partly as financial, partly as economic.

The aim of this paper is to introduce selected problems of monetary economics in France. From
the point of view of the system classification, this area, or more precisely its selected elements
mentioned in the paper, can be subsumed under monetary law, which is a part of financial law.
Monetary law is a sub-branch of financial law and according to the Brno School of Financial
Law it belongs to the non-fiscal part of financial law (Mrkyvka, Pafizkova, 2009).
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2. Problem Formulation and Methodology

To accomplish the above task, the paper uses the descriptive method, or rather methods of
historical description, which at first appropriately allows to introduce or at least to approximate
the issue. Furthermore, the paper uses a method of comparison, which, for example, helps to
compare the situation of central banks in different countries of the world. The author in his
paper primarily proceeds from the French scientific literature, i.e. primarily from the
publications of the French law professor Michel Bouvier (Bouvier, 2016). While internal
scientific literature almost completely neglects the French concept of public finance, in Poland,
for instance, there is a stronger tendency to be inspired by the French financial science (due to
the advanced level of the Polish financial science as well as historical tradition). For example,
Prof. Mariola Lemonnier of the Department of Financial Law in Olsztyn (Lemonnier, 2017)
or Prof. Eugeniusz Ruskowski of the Department of Public Finance and Financial Law in
Bialystok (Ruskowski, 2014). On the other hand, as regards to the internal approach to
financial law, it can be only recommend the aforementioned school of financial law in Brno,
not only in view of its high erudition, high quality and broad range of publications but also
with regard to its research to a considerable level of her didactics. The issue of monetary
aggregate is also solved by Czech authors (Tomaskova, Kanovska, 2019), by Serbia authors
(Bartlett, Duli¢, Kmezic, 2019) or by Hungarian authors (Soltész, Zilahy, 2019).

3. Banque de France

The status of Banque de France has evolved considerably throughout history. However, this
status has changed more than ever, thanks to the introduction of the European System of
Central Banks, the creation of the European Central Bank and the replacement of national
currencies by the euro.

3.1 Historical Development of Bangue de France and its Independencee

The Banque de France was created in its early, germinal form as early as 1800, but its first
official appearance dates back to the 1808 Banque de France Decree. Already at that time, the
problem of central bank's independence from the government arose. Napoleon himself has
expressed his wish: “I want the Bank to be in the hands of the government, but not too much...”
(Bouvier, 2016). Thus the Bank was a private enterprise, a joint-stock company maintaining
privileged ties by the State. The power of shareholders was expressed on the one hand through
a General Meeting, which had the peculiarity of being composed of the 200 largest
shareholders (hence the myth of the so-called "200 families") and on the other hand through
the so-called “regents” or board members, who were elected by the General Meeting and
formed the Board of Directors of the Bank. This system had to be modified in several stages:

- the Act of 24 July 1936 removed the representatives of private equity in the management of
the Bank. However, the Act did not carry out genuine nationalization, because the legal nature
of the Bank remained unchanged,;

- the nationalization occurred only 9 years later with the Act of 2 December 1945. The bank
remained an anonymous company, but the state became the sole shareholder;

- the Act of 3 January 1973, supplemented by the Decree of 30 January 1973, modernized the
Bank's position, but without bringing about a fundamental change in the previous legal
situation;

61



International Conference on European Integration 2020 Ostrava, Czech Republic

- the Act of 4 August 1993 and the Act of 31 December 1993, supplemented by the Convention
on the Management of Foreign Exchange Reserves, confirmed the independence of the Bank
imposed by the Maastricht Treaty.

However, it should be noted that the Banque de France has never been an ordinary body of the
state, never included in the hierarchy of government that would receive orders directly from
the Minister of Finance. The Bank has always had a separate legal personality —the status of
the Bank was the legal person responsible for the performance of public services under the
French law.

The real problem that gave rise to regular debates was not so much the legal nature of the
Bank's establishment as its degree of independence from political power. Therefore there was
discussed the question whether the Bank was an assistant who participated in the pursuit of the
overall economic policy by its own means, or rather the Bank having had its own task, which
it had to pursue independently. Such a problem has occurred in all countries and all central
banks. The problem is both political and economic political point of view because it is
necessary to know whether the Bank is able to protect democracy from the intentions of
individual elected governments. The economic point of view is that the answer to the question
of independence depends on the more or less active role we assign to money.

In Western European countries, there are several "models” of central banks, whose main
features reflect historical developments. E.g. Japan's central bank is legally supervised by the
Minister of Finance, while the Deutsche Bundesbank is independent of federal government
instructions. It is also necessary to distinguish between theory and practice. The central bank
can influence (and also very often does the influence) the course of the main economic policy,
despite the possible limitations when the law determines its activity. E.g. in 1990, the
Bundesbank was put in the way of a monetary union between the German Democratic
Republic and the Federal Republic of Germany. Finally, Kohl's government chose a "political”
conversion rate between the two marks. A few months later, the Governor of the Bundesbank
resigned.

3.2 Banque de France - Basic Structure

The Act of 20 May 1998 regulated the status of the Banque de France, in view of its
incorporation into the European System of Central Banks, which consists of the national
central banks and the European Central Bank. The function and role of the Banque de France
have profoundly changed. Therefore, the Bank's organization was changed by the Act of 20
December 2007.The management of the Bank is organized by the Governor and two Vice-
Governors, who are appointed by a decree of the Council of Ministers for a term of six years,
which may be extended. They may be removed only for serious misconduct or when they are
unable to perform their duties. It should be noted that the inclusion of the Banque de France in
the European system imposes a dual function on the governor; from now on, excluding the
national function it also holds a "European™ function as a member of the Central Bank
Governing Council.

The Governor presides over two advisory bodies. The first body existed before the 1993
reform, but its composition and the method of appointing its members were significantly
rebuilt. It is the General Council of the Banque de France, which ensures the management of
the Institute, decides on the use of its own resources and the status of its employees (the
General Council has an identical composition as the Monetary Policy Council, but on top of
that includes representatives of elected employees).With the exception of the Governor and
two Vice-Governors, this institution is comprised of two members appointed by the President
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of the Senate, two other members appointed by the President of the National Assembly, two
members also appointed by the Council of Ministers on a proposal from the Minister of
Finance and the advisor is elected by the employees.

The second and the new body was introduced by the Act of 20 December 2007 on various
provisions concerning the Banque de France. It is the Monetary Committee of the General
Council, which replaces the Monetary Policy Council (the Monetary Policy Council was
created as a result of the Bank's expansion of monetary powers, but it has lost much of its
importance after the integration of the Bank into the European System of Central Banks).The
Committee at least once a month "reviews monetary course and analyzes the implications of
monetary policy developed within the framework of the European Monetary System of Central
Banks. The Committee takes the necessary measures to implement the guidelines of the
European Central Bank.” (see Article 142-4 of the Act No. 2005-516, Monetary and Financial
Code). The Committee includes, with the exception of the Governor and two Vice-Governors,
four members (two members are appointed by the President of the Senate, two members are
appointed by the Chairman of the National Assembly). These members are selected according
to their competence and their professional experience in finance, economy and monetary
affairs. The six members of the Committee are appointed for a term of 6 years and cannot be
reappointed.

3.3 Banque de France - European Integration

The European integration is a process that involves political, economic and legislative spheres
of countries. These spheres are very often connected together (Bartes, 2018).

In the context of the growing financial globalization, the stability of the financial system has
become a priority on the agenda of central banks and international financial institutions
(Lukoszova, 2018). That is why many scientific articles deal with the issue of national and
commercial banks (Paleckova, 2017).

Central banks define money supply, base interest rates; create space for unsecured lending,
debt, inflation, risk of massive withdrawals of bank deposits, rescue bankrupt banks contribute
to excessive cyclical fluctuations, including financial crises (Horehaj, Suplata, 2018).

To understand what European monetary policy means today, it is worth recalling the role that
the Banque de France has played in this area until the creation of the Central European Bank.
This role was further reinforced by the Act of 1993.

The Banque de France, like all central banks, was first an issuing institution — it was at this
time her best known function. The Bank was therefore responsible for the introduction of paper
money, i.e. of banknotes in circulation, which means that the Bank had the privilege of issue
(just remind that paper money — banknotes - have to be distinguished from small coins - species
- and especially cashless money, represented by all holding accounts with institutions where a
check can be issued).

But the term of an emission institution is in itself simplistic, because what is really important
in the economy is, above all, the volume of total payment instruments available to the economy
and the monetary policy conducted by the central bank. All central banks move between two
pitfalls:

- on the one hand, the bank has to avoid excessive growth in monetary assets,
particularly those held by households. To allow these assets grow in a careless way
would mean creating conditions for an excess of demand over supply; i.e. support the
inflation situation;
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- but on the other hand, the bank has to also see to it to avoid the opposite problem -
deflation of cash. Today, all western governments have learned lessons from the 1929
crisis, as well as from the mistakes made at that time. Various stock market crises,
such as the 1987 crisis, have been overcome thanks to prompt action by central banks,
as well as the release of the cash needed by the banks.

Monetary policy aims to control the volume of currency in circulation. In other words,
monetary policy aims to control the flow of money. The Banque de France was at the heart of
this control system, because one of the essential functions of an issuing institution is to provide
the banking system with sufficient cash.

The task assigned to the Banque de France raises a number of problems, which can be seen at
the level of the European Central Bank. The first problem is related to the definition,
respectively to defining cardinal terms. The central bank controls the movement of the amount
of money and thus sets a quantitative monetary objective that may not be overcome. But what
is necessary to understood as currency, or rather money This rhetorical question is also linked
to the problem of the composition of the money supply and the definition of monetary
aggregates.

Composition of money supply — Money is an indicator of the purchasing power of economic
operators. Money includes payment instruments that can be used to execute various
transactions. However, these payment instruments are different; some of them, such as
banknotes, metal coins or current account deposits, have immediate liquidity .However, this is
no longer the case for other payment instruments, such as interest-bearing deposits of money,
i.e. for example passbooks. In other words, in addition to the money itself, there are "quasi
money" that are also able to be quickly released and transformed into a transaction tool.

One feature of the present time is the considerable expansion of "quasi money". "Quasi money"
is a new financial product whose marketability is immediate; a "quasi money" have gone
through significant development. Products offered by undertakings for collective investment
also have gone the significant development (e.g. the French OPCVM - Investment Company
with Variable Share Capital; so-called SICAV — funds with legal personality; or mutual funds
FCP). The diversity of liquidity caused by the existence of cash replacements has led to the
definition of monetary aggregates, which are classified according to decreasing liquidity, and
which constitutes part of the money supply. The definition of these aggregates presupposes
that a boundary will be drawn among different types of financial investments in order to
identify those aggregates that represent the supply of funds and those that correspond to the
long-term savings effort. However, the problem is that this boundary is variable. This is due
to the emergence of new financial products, but also because of the behavior of the savers
themselves. In France, a large number of savers used the SICAV as well as interest-bearing
accounts. Most of the large countries were therefore forced to redefine monetary aggregates
on a regular basis. France did not avoid this necessity and reformed its aggregates several
times, especially in 1986 and 1991.

Monetary supply currently consists of four basic aggregates:

- M1: includes payment instruments in the usual sense, i.e. banknotes, species, deposits in
current accounts;

- M2: except M1, further includes all savings accounts on current savings books, regardless of
form and managing entity (typical of France so - called book A, B, building savings, Codevi,
etc.);
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- M3: except M1 and M2, it represents term deposits, foreign currency deposits and negotiable
securities issued by credit institutions and similar institutions (certificates of deposit and
financial corporations). The 1991 reform directly integrated OPCVM (Investment Company
with Variable Share Capital) and its short-term securities into this aggregate, thereby
emphasizing greater scope and importance;

- M4: includes, except for the foregoing, government bonds as well as treasury bills and mid-
term negotiable bonds issued by companies.

Since 1990, the first three aggregates have been joined by the L aggregate (cash = French
liquidités), which is also sometimes referred to as the M5 monetary aggregate. This aggregate
included, with the exception of treasury bills and commercial securities, industrial savings
products. Since 1991 it was divided into two aggregates and it was replaced on one hand by a
new M4 aggregate and on the other by a new P aggregate (as investment = i.e. French
placement). Nevertheless, it can be noted that the categories and definitions are not entirely
identical across countries because of their own particularities (Bouvier, 2016).

The money supply (amount of money) is represented by the M3 aggregate. P aggregates gather
various non-monetary financial assets (e.g. investing in life insurance). In summary, the further
we move away from M1, the less liquid these assets are.

These changes clearly illustrate the rather unclear boundary between current monetary and
non-monetary assets. Global monetary policy requires ongoing monitoring of M-type
aggregates, but it also requires monitoring of indicators representing other categories of
financial investment.

Regulation tools - The task of monetary policy is to regulate the amount of money in
circulation. For this purpose is a privileged instrument in the form of interest rates. Monetary
policy is therefore a credit policy regulated through interest rates.

This policy, which was the responsibility of the Banque de France before being incorporated
into the European System of Central Banks, had a natural addressee - the banking system. It
was the Banque de France, who was the master of the amount of money released.

3.4 Banque de France - Integration Time

The single currency requires a single monetary policy and therefore a delegation of powers in
favor of the European System of Central Banks. National authorities have voluntarily
abandoned decision-making powers in this area, which can undoubtedly be described as a
fundamental change Therefore, within the essence of the functioning of European monetary
policy, it is possible to speak of the centralization of power, however, within the performance
of monetary policy factual horizontal de-concentration can be considered. The latter can be
demonstrated by the exercising of the various monetary policy measures, which remain lie
within the competence of the national central banks, as is moreover provided in the Article 14-
3 of the Protocol on the Statute of the European System of Central Banks and of the European
Central Bank(national central banks are an integral part of the European System of Central
Banks and act in accordance with the intentions and instructions of the European Central Bank.
The Governing Council takes the necessary measures to ensure compliance with the intentions
and instructions of the European Central Bank and requires a provision of all necessary
information).

What are the specific consequences of the delegation of power for the monetary management
of the Banque de France. This can be expressed by the following two main points.
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Issues of banknotes - First, the Act of 4 August 1993 was adopted, which adopted many
provisions of the Act of 3 January 1973, and above all the new Act confirmed the Banque de
France monopoly on the issuance of legal tender. However, the article 105A of the Maastricht
Treaty constituted the end of that monopoly, since it expressed the nature of the federal system,
which distinguished between issuing permits and issues in the strict sense. provides: “The
Central Bank is entitled to authorize the issue of banknotes in the Community” (the
Anrticle105A of the Treaty on European Union, Treaty of Maastrich). The competence in this
case is therefore exclusive. The article 4 of the Act of 12 May 1998 does not take away the
monopoly from the Banque de France to issue legal tender, but extends it to overseas
departments (such as Guadalupe or Martinique), but the exercise of that power is subject to the
prior approval of the European Central Bank. It should be noted that although the monopoly
of issuing does not imply an obligation for the Banque de France to print banknotes which it
itself puts into circulation, the Bank still retains its own network of products. This is the exact
opposite of the German case where the Bundesbank orders its banknotes from private printing
houses.

Monetary policy - In this area, the transfer of monetary sovereignty to the European Union is
most evident and the changes that have been made have the most noticeable consequences.
The Act of 4 August 1993 conferred on the Monetary Policy Council the right to determine
France's monetary policy and subsequent implementation of France's monetary policy was
ensured by the Governor of the Banque de France. The Council was independent and had wide
powers, such as to assess and oversee the movement of money stocks ;to define and specify
the conditions for the use of all monetary policy instruments by the Banque de France;
alternatively, to require credit institutions to maintain minimum reserves on accounts with the
ECB. Credit policy, interest rates and, after all, the value of the franc were equally in the hands
of the Bank's Board and Governor.

Since 1 January 1999, France's monetary policy has been "delegated” to the European level
and since this time has fall under the Governing Council of the European Central Bank, which
decides on short-term interest rates and bank liquidity in line with the objective of price
stability. From now on, the Monetary Policy Council has lost most of its competence.

The article 5 of the Act of 12 May 1998 draws consequences from this new situation by
providing that, in the context of the European System of Central Banks, the instructions of the
European Central Bank shall be applied in the alternative, after the necessary national
modifications have been implemented (e.g. specifying the modalities of intervention in the
financial markets, or the nature and extent of the guarantees required).

This was important in case of the information that helped the Governor of the Banque de
France, in particular, to justify the requirements for monetary policy regulation, and possibly
to limit the effects on the French economy.

4. Conclusion

The aim of the paper was to introduce selected problems in the monetary economy in France
and to increase awareness of particular issues falling within the (French) monetary law.The
paper has discussed a historical excursion, including the evolution of the legal status and
independence of the Banque de France, its current structure, changes and impacts that have
been causally linked to its inclusion in the European System of Central Banks. Through this
integration, part of France's monetary sovereignty was voluntarily delegated to a supranational
organization. This delegation was expressed, inter alia, in the issuance of legal tender and in
France's monetary policy in the broader sense. The paper described the impacts of the inclusion
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of the Banque de France in the European System of Central Banks that were evident at first
sight (e.g. a change in the legal currency or a change in the structure of the Bank).The paper
also discussed rather theoretical changes that have an overlap with the practical area of the
discipline of monetary economics. This is the case, for example, the aforementioned
redefinition of monetary aggregates in France, which was caused partly by the dynamics of
the time, respectively natural progression of the time (which is a characteristic common to all
countries), partly by other external "pressures” (which may vary from state to state, or may be
different in different countries).
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Abstract

Migration can be currently considered as one of the most important topics in the European
Union. If it is legal and governed, it can pose a great opportunity for the whole European
Union in several areas. However, in addition to legal migration, the European Union is still a
popular destination for irregular migrants. In case there is an unauthorized entry into the
territory of the European Union, one of the instruments used by the European Union is the so-
called readmission agreements. These are concluded by the Council of the European Union,
which represents the European Union, and third countries. These agreements govern the rules
for the return to the country of origin of illegally staying persons on the territory of the
European Union. The following study is devoted to their detailed analysis from the perspective
of the European Union and third countries.
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1. Introduction

Migration has played a crucial role in the European Union since the outbreak of migration
crisis in year 2015. Legal migration to the European Union can pose a possible solution on
problems and crisis, which it has to face nowadays, such as aging of population or lack of
labour forces. Although the topic of migration has never been identified as a priority in the
Slovak Republic, this trend has change

d in recent years due to different reasons. Machyniak adds that not only in Slovakia, but also
in the neighbouring countries, it can be expected that the topic of migration and migration
policies applied by the European Union will become one of the central topics for the political
and general public (Machyniak, 2018).

The European Union has to face except legal also illegal migration and tries to find the most
effective tools in fight against type of migration. Illegal migration is a serious problem in the
European Union and according to political representatives of the European Union or member
states, there are different types of tools, which are currently used to determine this negative
trend. Readmission agreements with third countries are just one of the tools mentioned above.
Among other, the European Union uses a so-called voluntary return policy to combat irregular
migration, introduces closer and stricter border control (in particular through Frontex), whether
it cooperates with third countries which are countries of origin of irregular migrants in the
European Union. Migration has become a central issue in the European Union, especially in
year 2015, when the number of illegal migrants in the European Union has increased many
times. Among other important aspects, these migration waves sparked discussions about the
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future of Schengen area and divided the Member States of the European Union, as their ideas
about resolving the migration crisis were different. Brockova claims that migration crisis has
revealed many shortcomings of the Common Asylum System in the European Union
(Brockovd, 2019). Migration crisis was also abused by many extremist political parties across
the European Union, including the Slovak Republic.

Molnar states that European Union law does not explicitly address the issue of expulsion of
illegally staying persons in the European Union's territory and therefore this issue should be
dealt in readmission agreements signed with third countries (Molnar, 2017). According to
different statements of political representatives in the European Union, one of the most
effective tool in fight against irregular migration are readmission agreements. Readmission
agreements are signed between the European Union and third party, representing countries,
which are not member states of the European Union. For a purpose of this article we can call
them third countries. Readmission agreements are agreements concluded by the European
Union with third countries and their main task is to determine the conditions of return for third-
country nationals who are illegally present in the territory of the European Union. Readmission
agreements concern only persons who can be identified as being illegally present or staying in
the European Union. As part of this definition, it should be noted that these persons have either
illegally crossed the borders of the European Union, that means they have crossed the border
without valid personal documents, such as passport or ID cards, visas or residence permits, or
have remained in the European Union even after the expiry of visas or residence permits. So
far, the European Union has signed 17 readmission agreements with third countries (Hong
Kong-2004, Maco-2004, Sri Lanka 2005, Albania 2006, Russia-2007, Ukraine-2008, Northern
Macedonia-2008, Bosnia and Herzegovina-2008, Montenegro-2008, Serbia-2008, Moldova-
2008, Pakistan-2010, Georgia-2011, Armenia-2014, Azerbaijan-2014, Turkey-2014, Cape
Verde-2014). Readmission agreements are always concluded bilaterally. They are reciprocal
agreements which also give third countries certain benefits for its willingness to cooperate with
the European Union in return policy. These benefits can include, for example, visa-free travel
and the possibility of later integration into the European Union for countries located in Europe,
such as Bosnia and Herzegovina or Serbia. As a member state of the European Union, the
Slovak Republic must fully respect the rules laid down in the readmission agreements
concluded by the European Union. Although the European Union and also the selected
political representatives of the member states, including these ones from the Slovak Republic,
argue that readmission agreements are an effective tool in the fight against illegal migration,
we see several problems in their direct application that we would like to discuss in this article.

Since readmission agreements are related to the return of persons to countries of origin who
are staying illegally in the territory of the European Union, it is necessary to quantify their
numbers. It is true that in year 2015 there was an increase in the number of persons from third
countries who were illegally present in the European Union, as it is illustrated in the graph
below. The migration crisis that reach its peak in year 2015 has a logical explanation. First of
all, it was one of the consequences of the turbulent geopolitical situation in the Middle East
and North Africa as well. The following chart clearly illustrates the number of illegally
migrants from third countries and it is possible to record several trends. Although we can
observe a decrease in the total number of illegal migrants in the European Union, especially
compared to year 2015, we are still talking about a relatively high figure and, in view of this;
it is more than necessary for member states of the European Union to cooperate with each
other and also with third countries in the migration policy. In particular, the European Union's
cooperation with third countries seems to be one of the most important areas to be addressed

69



International Conference on European Integration 2020 Ostrava, Czech Republic

by both parties, but it is questionable whether readmission agreements are the most appropriate
solution to this situation or not.

Figure 1: Third Country Nationals Found to be lllegally Present in the Territory of the
European Union - Annual data (rounded)
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Source: Eurostat (2020)

2. Problems Connected with Readmission Agreements

Readmission agreements, signed by the European Union to eliminate irregular migration on
its territory, are often criticized for a number of different reasons. Perhaps they are most
criticized because, in some opinions, they address the situation only in the European Union,
even at the expense of a real threat to persons who, under readmission agreements, must leave
one of the Member States of the European Union. The European Commission, which is given
a mandate to negotiate with third countries on the content of readmission agreements, is,
according to many opinions, more advantageous than its negotiating partners. The political
and economic power at its disposal may thus render the agreements concluded ultimately a
manifestation of the not entirely free will of both signatories, but of the concession that the
third State will make for the promised political or economic benefits. Criticism of readmission
agreements takes various forms, and we will address them more closely in this part of the
article.

2.1 Inconsistency between Readmission Agreements and The 1951 Refugee
Convection

Readmission agreements on the return of persons to countries of origin have a number of
controversial points that cannot be overlooked. Some authors believe that their content is
inherently contrary to the rules of international public law for several reasons. The refugee
status in terms of international public law has its precise rules and, as certain rights apply,
implies his status and duties. The most important document regulating refugee status in
international public law is The 1951 Refugee Convention. In addition to a precise definition
of who a refugee is, the Convention also lays down certain principles that apply to him or her.
One of the main principles that states should apply to refugees in their national territory is the
prohibition of expulsion or return, which can be found in Article 33 of The 1951 Convection.
This principle in international public law clearly prohibits states from expelling or returning
persons to territories where their lives or their liberty would be threatened because of their
persecution from racial or religious group, nationality, or because of belonging to a particular
social group, or due to political beliefs. It can be unequivocally argued that this is a principle
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which is justified in international public law and its main message is to ensure the protection
of persons who are in real danger in their countries of origin. The European Union, as a
community of countries which, inter alia, upholds the principles of public international law, is
of course committed to upholding this principle. However, there can be a serious problem in
applying readmission principles. For example, if we look specifically at the readmission
agreement signed by the European Union with Turkey in 2014 and taking into account the
directions of migration flows, it can be considered as a relatively huge success. However, the
agreement itself has from my point of view a number of contentious parts. The 1951 Refugee
Convention clearly defines that persons who are in danger in their country of origin cannot be
returned to that country. It follows logically that all individuals should be individually assessed
before their readmission, with the aim of completely eliminating the risk that they could
potentially face. If Member States of the European Union proceed to readmission under, for
example, the Readmission Treaty with Turkey that we have analyzed, they must send a request
to Turkey. Article 8 of that Readmission Treaty explicitly lists the particulars which a
readmission application must contain. Among them we would be vainly looking for the reason
or reasons that led to readmission. In view of this, a country, in my case, Turkey, is not in a
position to assess whether only those who are staying illegally in the European Union are
actually returning back to its territory. Unless there is an individual investigation of all cases,
there is a reasonable risk that action against deported persons will be contrary to public
international law and The 1951 Refugee Convention.

2.2 Inefficiency of Readmission Agreements

As previously mentioned, the European Union has so far signed 17 readmission agreements.
However, persons who remain illegally on the territory of the European Union are returned to
their countries of origin also on the basis of agreements other than readmission agreements.
Eurostat provides data of persons, who are returned back to their country of origin as well as
the type of contracts on the basis of which the process is realized. As the data provided by
Eurostat are not compiled for all Member States for recent years 2017 or 2018, the data
describing whole European Union could look untrustworthy. With this in mind, we have
decided to focus only on one country and we have chosen, Greece. When immigrants use the
Eastern Mediterranean route for the transfer to Europe, the vast majority come to Greece.
International Organization for Migration states, that Greece due to its position, was the most
effected country by the migration crisis in the year 2015. Although number of migrants
presented in Greece, has decreased, still it has to face migration waves. According to data
provided by Eurostat, 12 490 persons, who were illegally staying in this territory were returned
from Greece to third countries in year 2018. Based on the data provided by Eurostat, the
readmission agreements played only a negligible role as they led to return only of 70 persons
to the countries of origin. Eurostat further states that, under another readmission agreement,
15 persons were returned from Greece to third countries and 12 405 persons left Greece on the
basis of an unknown agreement, which is not specified by Eurostat (according to Eurostat
unknown agreement).

The statistics published by Eurostat on the number of persons returned from the territory of
the European Union to third countries are not accurate. Many countries are completely missing
from the databases or the data provided is incomplete. For example, Poland provides
completed data. Based on data published by Eurostat, a total of 22 165 persons were returned
from Poland to the countries of origin in 2017. Under the readmission agreement signed by
the European Union 590 persons were returned, 135 under another readmission agreement
and 21 435 persons were returned to countries of origin based on unknown agreement.
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2.3 Readmission Agreement between the European Union and Pakistan

One of the most controversial readmission agreement was concluded with Pakistan. Claire
Rodier referred in year 2009 to this agreement and pointed on some controversial, which have
occurred during negotiations (Rodier, 2009). Rodier mentioned economic power, which the
European Union has used during negotiations with this country and has given it an advantage
in compare with its partner. As it was already mentioned above, Pakistan has signed a
readmission agreement with the European Union in year 2010. For understandable reasons, it
was preceded by negotiations on the content of the agreement. In year 2005, both sides decided
to sign a so-called Cooperation Agreement, in which Pakistan also undertook to sign a
Readmission Agreement with the European Union in the future. The Cooperation Agreement,
which was signed between Pakistan and the European Union, encompassed various areas in
which both parties have committed themselves to mutual cooperation. If we compare
background of the Cooperation Agreement and mutual trade between the European Union and
Pakistan, we can observe a relatively big independence of Pakistan on the European Union.
This statement is clearly confirmed by following data. The trade was particularly interesting
from Pakistan's point of view, as up to 30% of Pakistan's exports went to the European Union
at this time. Nor was the value of imports coming from the European Union to Pakistan
negligible. Given the socio-economic barriers that hindered Pakistan's economic growth, it
was also a major recipient of financial aid (development aid) from the European Union in Asia.
At the time of negotiations between these two parties (2002-2006), the European Union
planned to support Pakistan with an amount of approximately € 164 million (Rodier, 2009).

The Readmission Agreement signed between the European Union and Pakistan finally entered
into force in year 2010 and the first problems related to its fairness emerged five years later in
year 2015. The Pakistani government in that year decided to temporarily suspend the
readmission agreement it had signed with the European Union. It is interesting to note that the
Government of Pakistan decided to suspend the Readmission Agreement against all Member
States of the European Union except the United Kingdom of Great Britain and Northern
Ireland. Former Pakistan Interior Minister Nisar Ali Khan defended the decision to withdraw
Pakistan from the Readmission Agreement on the grounds that the approach taken by the
Member States of the European Union towards the citizens of Pakistan is unlawful and will
not be respected by the Pakistan. According to Khan, the readmission agreement has several
issues. One of them was that, under the agreement, Pakistan had the right to verify the situation
when it readmitted its citizens and only after confirming that they were in fact eligible
readmission to deport them from the European Union to Pakistan. Based on the statements of
Pakistani Government, however, such steps were not taken and this ultimately resulted in mass
deported persons to Pakistan who did not pass a fair assessment of the situation. Many times,
these people have been identified as potential terrorists, but this has not been proven, according
to the Pakistani Government.

3. Conclusion

Readmission agreements concluded by the European Union with third countries are, according
to the representatives of the European Union, an effective tool in the fight against irregular
migration. There is no doubt that it is a suitable tool to eliminate this negative trend, but in
practice it has several shortages. In my point of view, their biggest shortcoming is the real
threat that those who are at risk of being threatened due to their race, religion, political beliefs
or belonging to a particular social group will be put at risk in their country of origin. If such a
situation occurs, it does constitute a gross breach of the principles of public international law.
Another problem associated with readmission agreements is their relatively lack. The
European Union has so far been able to conclude 17 readmission agreements, and given the
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migration flows to the European Union, it is more than necessary to increase the number of
such agreements, especially with countries whose citizens arrive illegally in its territory in
larger numbers. It is also necessary for the European Union to show more willingness in
negotiations with third countries and to be prepared to offer certain benefits to third countries.
Finally, it should be added that readmission agreements are just one of the tools used by the
European Union to combat illegal migration. Cooperation between Member States in this area
is very important and should, inter alia, take place in the reform of the Common European
Asylum System. As Brockova claims reform of the asylum system in the European Union
would contribute to greater transparency in the asylum process and, in addition to ensuring
protection for refugees, would also contribute to a higher level of security in European Union
(Brockova, 2019).

On the other hand, it is important to stress the importance of the agreements themselves.
Indeed, if concluded by the European Union with the best possible intentions, they can indeed
contribute to resolving the problem of illegal migration in that territory. In this area, we would
like to disagree with Ganoczy, who claims that migration and asylum policy should be
managed at national rather than European level (Ganoczy, 2018). Firstly, it is important to say
that this is a shared competence of the European Union and the Member States. Similarly, if
we compare the position of the European Union in negotiations with that of Slovakia, for
example, it can be stated that the European Union is able to negotiate a better conditions.
Equally, the principle of solidarity must be taken into account, not forgetting that countries of
varying intensity are affected by migration flows, but that does not mean that this problem
does not concern other Member States.

Acknowledgements

This paper was written within the framework of the MAGYC project, which received funding
from the European Union ‘s Horizon H2020 scheme under the Grant Agreement No. 822806.

References

[1] Brockova, K. (2020). Reforma spolo¢ného eurdpskeho azylového systému vs.
aktudlny vyvoj azylovej politiky vybranych Statov  Eurépskej Unie
(Reform of the Common European Asylum System vs. Current Development of
Asylum Policy of Selected States of the European Union). In Zbornik vedeckych prac
Economic, Political and Legal Issues of International Relations 2019 (Proceeding of
International Conference Economic, Political and Legal Issues of International
Relations). Bratislava: University of Economics, Faculty of International Relations,
pp. 47-54.

[2] Brockova, K. (2019). Vybrané otazky reformy spolo¢ného eurdpskeho azyloveho
systému (Selected Issues of Common European Asylum System). In Negativne
dosledky ozbrojenych konfliktov a ich mozné rieSenia (Negative consequences of
armed conflicts and possible solutions). Bratislava: Bratislava: University of
Economics, Faculty of International Relations, pp. 17-21.

[3] DAWN. (2015). Pakistan suspends readmission agreements with western
countriesion [online]. [cit.2020-02-09]. Available at:
https://www.dawn.com/news/1217897.

[4] European Commission (2020). Return & readmission [online]. [cit.2020-02-02].
Available  at:  https://ec.europa.eu/home-affairs/what-we-do/policies/irregular-
migration-return-policy/return-readmission_en.

73



International Conference on European Integration 2020 Ostrava, Czech Republic

[5]

(6]

[7]

[8]

[9]

EUR-Lex (2010). Agreement between the European Community and the Islamic
Republic of Pakistan on the readmission of persons residing without authorisation
[online].  [cit.2020-02-05].  Awvailable at:  https://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX:22010A1104(02).

EUR-Lex (2014). Agreement between the European Community and the Republic of
Turkey on the readmission of persons residing without authorisation [online].
[cit.2020-02-05]. Available at: https://eur-lex.europa.eu/legal-
content/EN/ALL/?uri=CELEX%3A22014A0507%2801%29.

Eurostat (2020). Third country nationals found to be illegally present - annual data
(rounded) [online]. [cit.2020-02-01]. Available at:
https://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=migr_eipre&lang=en.

Eurostat (2020). Third-country nationals who have left the territory to a third country
by type of agreement procedure and citizenship [online]. [cit.2020-02-04]. Available
at: https://appsso.eurostat.ec.europa.eu/nui/submitViewTableAction.do

Ganoczy, S. (2018). Migracia ako vyznamny bezpe¢nostny faktor politickej stability
eurdpskych Statov (Migration as an Important Security Factor for the Political
Stability of the European’s states). In Zbornik prispevkov z 19. medzinarodnej
vedeckej konferencie Medzinarodné vztahy 2018: Aktualne otazky svetovej
ekonomiky a politiky (Proceeding of the 19" International Conference Current Issues
of the World Policy and Economy). Bratislava: University of Economics, Faculty of
International Relations, pp. 195-203.

[10] Machyniak, J. (2018). Migration Trends and Migration Policy in Europe.

In International Conference on European Integration. Ostrava: VSB-TU Ostrava,
Faculty of Economics, pp. 974-981.

[11]Molnér, T. (2017). EU Migration Law Shaping International Migration Law in the

Field of Expulsion of Aliens — the Case of the ILC Draft Articles [online]. [cit.2020-
02-01]. Available at: https://akademiai.com/doi/pdf/10.1556/2052.2017.58.3.1.

[12] Rodier, C. (2009). Open letter about readmission agreements send to the Union

Council and European Commission [online]. [cit.2020-02-10]. Awvailable at:
http://lwww.migreurop.org/article1350.html?lang=fr.

[13] The UN Refugee Agency (2020). Convention and Protocol Relating to the Status of

Refugees [online]. [cit.2020-02-06]. Available at:
https://www.unhcr.org/3b66c2aal0.

74



International Conference on European Integration 2020 Ostrava, Czech Republic

Minimum Wage versus Social Benefits in the Czech Republic

Vlastimil Beran!, Jana Godarova?
Research Institute for Labour and Social Affairst 2
Délnicka 213/12, Praha 7, 170 00
Czech Republic
e-mail® 2 vlastimil.beran@vupsv.cz, jana.godarova@vupsv.cz

Abstract

The minimum wage has received a significant amount of attention in 2020 from high-level
European Union politicians. Efforts are being made to promote a uniform methodology for
the setting of the minimum wage in the European Union. This step represents a major intrusion
into the sovereignty of individual Member States and their fiscal policies. The widening of
the gap between the minimum wage and state-guaranteed income (social benefits) constitutes
an important motivational factor for the effective functioning of a country’s labour market.
This paper compares the structures of this system in the Czech Republic, Germany and France.
The comparison includes the monitoring of the amount of the minimum wage in relation to
social benefits (the living wage instrument) and their relative anchoring with respect to price
levels and the purchasing power standard.

Keywords: average gross wage, living minimum, minimum wage, purchasing power standard,
social benefits

JEL Classification: D14, H53, 131, 138

1. Introduction

The minimum wage has various definitions according to the relevant national legislation and
the theoretical economic concepts adopted (Borjas, 2019). In developed countries, however,
the concept of minimum wages is based on a generally accepted definition (including
the purpose thereof) according to the International Labour Organization: “Minimum wages
have been defined as “the minimum amount of remuneration that an employer is required to
pay wage earners for the work performed during a given period, which cannot be reduced by
collective agreement or an individual contract. The purpose of minimum wages is to protect
workers against unduly low pay. They help ensure a just and equitable share of the fruits of
progress to all, and a minimum living wage to all who are employed and in need of such
protection. Minimum wages can also be one element of a policy to overcome poverty and
reduce inequality, including those between men and women, by promoting the right to equal
remuneration for work of equal value.”

Since the minimum wage faces “competition” from social benefits, it is also necessary to
define the basic component of social benefits, i.e. the living minimum. While the way in which
state assistance is guaranteed varies considerably from one country to another, the living
minimum is adapted to the economic conditions of the national economy of the given state and
is determined on the basis of political consensus that subsequently results in a legislative
standard.

In developed countries, the living minimum instrument is seen as the provision of assistance
that, in addition to satisfying a person’s basic physiological needs, provides the opportunity to
participate in social and economic life. This allows persons (and families) to maintain social
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ties and not to fall into deep material deprivation, which could subsequently lead to social
exclusion. As Mare$ and Sirovatka (2008) point out, long-term experience of social exclusion
leads to the creation of a culture of poverty for such persons. However, the inability of
excluded persons to participate effectively in the economic, political, cultural and social life
of society represents a risk both to the person him/herself and society as a whole.

In early 2020, the European Commission announced its intention to introduce a European
minimum wage. While the calculation of the minimum wage will follow the same principles,
it will be adapted to the situations of individual countries (Eurofound, 2020). The aim of this
paper is, therefore, to examine the potential for the establishment of a uniform methodology
for the calculation of a European minimum wage. The economic value of the creation of
a European minimum wage is examined with respect to the Czech Republic in relation to
the situations in France and Germany. While the Czech Republic can be considered
a representative of countries that acceded to the EU in and after 2004, France and Germany
were selected as representatives of the original founding nations of the organisation and
members of the original so-called EU-15. France and Germany are not only economically
strong; they are also important from the demographic and geographical points of view and
largely shape the political form of the European Union. If we want to see the harmonisation of
the European Union, it is necessary to compare those countries that acceded in and after 2004
with the strongest and most stable members of the organisation.

2. Problem Formulation and Methodology

Surprisingly, the academic literature has little to say about this simple but fundamental
question; indeed there is no clear answer to the question of how to set the minimum wage.
Partial answers can be found in articles by authors who publish under the umbrella of
the International Labour Organisation. For example, Belser and Sobeck (2012) attempted to
determine the appropriate minimum wage level for individual countries on the basis of
economic indicators that may change over time. They acknowledged the substantial influence
exerted by politicians with respect to the approach to this issue. Schulten (2012) outlines
a European minimum wage concept that relies on the non-payment of equitable wages.
Although the European Social Charter of the Council of Europe set out in 1961 that all
employees should be entitled to a decent standard of living, by 2010, however, only 5 countries
(France, Malta, Denmark, Norway and Sweden) had managed to fulfil the requirements of this
concept.

Other authors not involved with the International Labour Organisation such as Fanti and Gori
(2011) and Irmen and Wigger (2002, 2006) have also addressed the relationship between
the minimum wage and economic growth taking into account wages negotiated by trade
unions. And, despite Adema, Giesing, Schonauer and Sitteneder (2019) addressing the
existence of the minimum wage and the reasons for its creation in individual countries
worldwide, no solution has yet been found to the global fragmentation of the issue of
the minimum wage.

As far as the Czech Republic is concerned, the issue of the setting of the minimum wage has
been considered by experts from the Research Institute for Labour and Social Affairs and
authors such as Pernica (2017) who concluded that the minimum wage in 2016 did not
correspond either to the level of gross domestic product per capita at the purchasing power
standard or to real labour productivity per employee in other EU countries.

The above-mentioned authors, however, have not addressed the question of the ideal ratio
between the minimum wage and the living minimum even though the interaction between
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the minimum wage and the living minimum fundamentally affects the effective allocation of
the labour market.

The European Commission is addressing the issue of a European minimum wage since
individual Member States, due to a raft of economic variables, are experiencing problems with
the functioning of their labour markets and the resulting consequences for the whole of
the economy. While the minimum wage is set at different amounts in Member States, they
generally correspond to the level of the living minimum needed for survival. As a result,
the living minimum, including other social benefits, is exerting a demotivating effect on
the labour market. Other complications are linked to the phenomenon of working poverty
(Czech statistical office, 2014). Both problems are particularly relevant to those Member States
that acceded to the EU in or after 2004. Moreover, further complications can be expected in
all EU labour markets due to ongoing automation and robotisation (Industry 4.0). In addition,
it is important to consider the ageing of the population throughout the European Union and
the consequent contraction of the labour force, the structure of the labour market and the levels
of expertise required, the minimum wage in relation to employer wage costs, etc.

2.1. Methodology

The political economy approach has been employed in this paper. The importance of
the political economy rests in its ability to cover important social, political and economic
phenomena and their mutual relationships. The minimum wage, average wage and living
minimum are compared for selected countries over the period 2016 to 2018 and the incomes
provided are correlated with the price levels in the relevant country (and the European Union).
Employing Eurostat data (2020a), we also employ a comparison of household consumption
with concern to three basic human survival needs (food, clothing and housing) which must be
covered by households that are in receipt of income corresponding to the minimum wage level.

Although, as mentioned above, most countries have adopted the International Labour
Organisation minimum wage definition, differences are apparent in terms of the interpretation
of this definition. Therefore, an example is provided here of the definition of the minimum
wage adopted by Czech legislation as set out in the Labour Code (Act 262/2006 Coll.):
“The minimum wage shall be the minimum permissible amount of remuneration for work
performed within a basic labour relationship. The wage, salary or remuneration pursuant to
an agreement may not be lower than the minimum wage. For this purpose, the wage or salary
shall not include any premium payment for overtime, work on public holidays, night work,
work in arduous working environments and for work on Saturdays and/or on Sundays.”
(The Ministry of Labour and Social Affairs, 2020)

It should be noted that the living minimum instrument does not include housing benefits, which
are covered by other social benefits (in every selected countries). Likewise, the article does
not reflect the option of living in social housing, which works extensively in France or
Germany while in the Czech Republic almost does not exist.

3. Problem Solution

Both welfare and state intervention system instruments related to the modification of
the income of individuals and households should be revised over time according to
the development of price and external conditions (Saunders, Bedford, 2018; O’Connor, 2018).
Table 1 shows the degree of variance between the safety net in the form of the living minimum
and remuneration for work in the form of the minimum wage and average wage in the selected
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countries in the period 2016 — 2018. Amounts are given both in absolute terms and multiples
of the living minimum (for quicker comparisons between countries and years).

Table 1: Living Minimum Compared to Minimum and Average Wages (2016-2018, €)

Czech

Republic ** 2016 2017 2018

Living

- * 126.14 - 129.53 - 132.96 -
minimum

Minimum
wage

366.21 2.9'LM 417.84 3.2 LM 475.69 3.6 LM

Average gross

earnings* 1031.75 | 8.2"LM 1131.27 8.7'LM | 1248.73 | 9.4 LM

Average net 787.45 | 6.2LM | 85807 | 6.6LM | 941.09 | 7.1LM
earnings

Germany 2016 2017 2018

Living 404.00 - 409.00 : 416.00 :
minimum

Minimum
wage

1440.00 | 3.6"'LM 1 498.00 3.7"LM | 1498.00 | 3.6*LM

Average gross

earnings* 4025.00 | 10.0°LM | 4091.67 | 10.0°LM | 4225.00 | 10.2*"LM

Averagenet | 5 1>347 | 6.0LM | 246356 | 6.0LM | 254564 | 6.1LM
earnings

France *** 2016 2017 2018

Living 535.17 - 545.48 : 550.93 :
minimum

Minimum
wage

1466.62 | 2.7'LM 1480.27 2.7'LM | 1498.47 | 2.7"LM

Average gross

earnings* 3162.16 | 5.9LM 3217.23 5.9°LM | 3275.68 | 5.9*LM

Average net

earnings* 224337 | 4.2LM 2277.77 4.2LM | 2336.47 | 4.2LM

Note: LM = living minimum

* Data is provided for a person living in a single household without children; income is 100%
of the average wage.

** There was no change in the living minimum in the Czech Republic in the period under
review. The increase in the living minimum is the result of exchange rate changes (Eurostat,
2020b)

*** |In France, as a rule, the amount of the living minimum is adjusted three times per
year;therefore, only the final values valid for the given year are provided.

Source: Authors, based on Ministry of Labour and Social Affairs (2013), European
Commission (2020a,b) and Eurostat (2020c,d)

It is essential that working pays off. By definition, the minimum wage must be able to provide
for more than just an individual’s (household’s) basic physiological needs. France has the most
generous system; moreover, the difference between the minimum wage and the living
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minimum in France is the smallest (2.7 times) of the three countries compared. On the other
hand, the lowest level of support is provided in the Czech Republic, where the state-guaranteed
social benefit stands at approximately EUR 130. Based on the above comparison of current
variables, it can be concluded that the Czech Republic does not compare unfavourably with
either Germany or France. It is important to note, that the increase of the minimum wage in
2016 — 2018 was due only to changes in the CZK / EUR exchange rate. Throughout the history
of the institute of the living minimum, since its introduction in 2007 (EUR 112.58), it has been
increased only once in 2012 (EUR 135.59). The second important fact is that the values of
the minimum wage, compared to the living minimum, have been actually changed. However,
the growth rate of the minimum wage is not sufficient to increase average wages or to increase
the price level in the Czech Republic. The state thus subsidizes employers (distorts the labour
market) in the form of paid social benefits to individuals working around the value of
the institute minimum wage. The basic definition of the minimum wage is therefore denied.
The last, no less important aspect is the increase in the difference between the minimum wage
and the living minimum. It would seem that the scissors are opening in the spirit of healthy
motivation to work; but it is not in the case of the Czech Republic. Indeed, neither of the values
of the above-mentioned institutes fully satisfies their function; the objectives pursued by the
state have not met - the living minimum is not sufficient to maintain social contacts and healthy
social habits; the minimum wage is not sufficient for an acceptable modest standard of living
without the need for dependence on the social benefit system in the Czech Republic.

Table 1 also highlights the effect of a further important element in public systems,
i.e. the average income taxation level is highest in Germany, with average gross earnings of
10 times the living minimum, and average net earnings of just 6 times. An important aspect of
the comparison should be an assessment of what the state provides to citizens for the taxation,
to what extent and in what quality. However, this evaluation is not the aim of this article. In this
case, the values of average wage show correlation with the values of the living minimum and
minimum wage in the economy.

Moreover, price levels, which were elaborated by Beran and Godarova (2019), also play
an important role. The Czech Republic has an overall price index lower than the EU-28
average (the Czech Republic 71, Germany 104, France 110), however, when we decompose
this indicator, we see the burden on the individual's basic needs with higher prices than
the Czech average (Food and non-alcoholic beverages 84, Clothing and footwear 100).
Hand in hand for comprehensive system setup, we must also monitor the composition of
household consumption. In the Czech Republic, the average household spend around 50% of
their budget for consumption of primary goods — food, clothing and housing; for low income
households this percentage is even higher. Low incomes combined with high prices for
necessary goods lead to the displacement of the consumption of services (such as education
and health) which, over the long term, may worsen the position of those persons and families
most affected.

As a result, those most motivated to work are persons claiming social benefits in Germany and
those least motivated are social benefit claimants in the Czech Republic.

4. Conclusion

The economically rational setting of the minimum wage instrument is beneficial for
employees, employers and the state. The setting of the minimum wage is aimed at ensuring
the protection of employees from working poverty. Moreover, it should motivate employees
to work and provide them and their families with a better standard of living than that ensured
by social benefits.
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The minimum wage prevents employers from illegally competing with each other in the form
of dumping labour costs and ensures that minimum wage costs are incurred by all employers
at the same level. At the same time, it protects employers from allegations that they pay their
employees insufficient remuneration since they are forced to accept the minimum wage by
the fiscal authority. In essence, employers are satisfied with the existence of the minimum
wage since, provided they comply with legislation, the fiscal authority is seen as being
responsible for low wage levels in the economy.

The state, as the last of the afore-mentioned labour market players, reaps advantages in terms
of both the revenue and expenditure components of the state budget. By maintaining
the minimum wage in line with price and wage movements, it supports the widening of the gap
between income from work and social benefits. The state spends less on social benefits and
profits from increased revenue from taxes and social security and health insurance
contributions.

The amounts of the average gross and net wages, minimum wages and living minima for
France (minimum wage 1498.47 EUR, Living minimum 550.93 EUR) and Germany
(minimum wage 1 498.00 EUR, living minimum 416.00 EUR) clearly show in chapter 3 how
these countries are economically aligned; they are experiencing real convergence. With respect
to the same variables in the Czech Republic (minimum wage 475.69 EUR, living minimum
132.96 EUR), it is possible to confirm that the convergence process is not advancing at
the same pace nor in the same manner as in the case of France and Germany. Moreover, neither
the living minimum nor the minimum wage fulfills their basic functions in the Czech Republic.

The setting of the European minimum wage at too high a level will lead to conflict from
the side of employers and, with respect to some economically weaker countries, it could even
result in capital transfers across the European Union. It would be a shock that would mainly
affect those countries of the European Union that have, to date, offered only cheap labour due
to the existence of non-tradable goods (services). In other words, their convergence has been
neither nominal nor real. Moreover, it would not only exert an impact on individual national
labour markets, but would also result in consequences at the local level, especially in regions
with long-term structural problems. It is not known whether the European Commission will
propose the payment of compensation; however, if compensation is provided through
European funds, it will further distort the economies of those states that are entitled to claim
such funding.

While the setting of the European minimum wage at a low level will avoid the potential
conflicts outlined above, it will result in the minimum wage instrument representing no more
than a common political construct that will not ultimately solve the problems of individual
European Union countries. Although it will indicate social reconciliation between Member
States, it must be assumed that the European minimum wage will help neither the poorer nor
the richer countries of the European Union. It will lead to the implementation of further
common legislation that will represent a step forward in terms of the harmonisation of the legal
systems of Member States, in which case the implementation of such legislation would make
sense if it advances the convergence process and all the economies involved benefit from it.
However, the worst possible option involves the creation of a common legislative framework
with a series of country-specific exemptions.

It is safe to state that the European minimum wage will be set favourably with respect to
the economic interests of the politically and economically strong countries of the EU (the pre-
2004 accession states). However, how these regulations will work in practice and help
the economy of the Czech Republic, when the basic Czech labour market variables relate
principally to other economic factors, is difficult to identify. Moreover, the other countries that

80



International Conference on European Integration 2020 Ostrava, Czech Republic

acceded to the EU in or after 2004 will be in a similar situation. Thus, it is important that future
developments and the impacts of changes in this respect should be carefully monitored through
further research.

References

[1] Adema, J., et al. (2019). Minimum Wages Across Countries, ifo DICE Report, ifo
Institut — Leibniz-Institut fiir Wirtschaftsforschung an der Universitat Minchen,
Muinchen, Vol. 16, Iss. 4, pp. 55-63.

[2] Belser, P. and Sobeck, K. (2012). At what Level should Countries set their Minimum
Wage? International Journal of Labour Research, vol. 4, iss. 1, pp. 105-127.

[3] Beran, V. and Godarov4, J. (2019). The Issue of Living Minimum: The Comparison
of Selected European. In International Scientific Conference ECONOMIC AND
SOCIAL POLICY: Economic and Social Challenges for European Economy. Ostrava,
Vysoka Skola PRIGO, pp. 43-56.

[4] Borjas, G. J. (2019). Labor Economics. New-York: McGraw-Hill Education.

[5] Czech statistical office. (2014). Problém pracujici chudoby se v Cesku zhorsuje.
[online]. [cit.2020-01-25]. Available at: https://www.czso.cz/csu/czso/2d004943ca.

[6] Eurofound (2020). Minimum Wage [online]. [cit.2020-02-15]. Available at:
https://www.eurofound.europa.eu/topic/minimum-wage.

[7] European Commission (2020a) Germany — Unemployment benefits. [online].
[cit.2020-02-15]. Awvailable at: https://ec.europa.eu/social/main.jsp?catld=1111
&intPageld=4557&Ilangld=en

[8] European Commission (2020b) France — Income support. [online]. [cit.2020-02-15].
Available at: https://ec.europa.eu/social/main.jsp?catld=1110&langld=en
&intPageld=4541

[9] Eurostat (2020a). Database [online]. [cit.2020-02-24]. Available at:
https://ec.europa.eu/eurostat/data/database

[10] Eurostat. (2020b). Euro/ECU exchange rates - annual data. [online]. [cit.2020-02-
24].  Available at: http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset
=ert_bil_eur_a &lang=en

[11] Eurostat. (2020c). Monthly minimum wages - bi-annual data. [online]. [cit.2020-02-
27].  Available at:  http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset
=earn_mw_cur&lang=en

[12] Eurostat. (2020d). Annual net earnings. [online]. [cit.2020-02-24]. Available at:
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_nt_net&lang=en

[13] Fanti, L. and Gori, L. (2011). On economic growth and minimum wages. J Econ, vol.
130, iss. 1, pp. 59-82.

[14] International Labour Organization. What is a Minimum Wage [online]. [cit.2020-02-
19]. Available at: https://www.ilo.org/global/topics/wages/minimum-
wages/definition/WCMS_439072/lang--en/index.htm.

[15] Irmen, A. and Wigger, B. U. (2002). Trade Union Objectives and Economic Growth.
FinanzArch, vol. 59, iss. 1, pp. 49-67.

81


https://www.eurofound.europa.eu/topic/minimum-wage
https://ec.europa.eu/social/main.jsp?catId=1111&intPageId=4557&langId=en
https://ec.europa.eu/social/main.jsp?catId=1111&intPageId=4557&langId=en
https://ec.europa.eu/social/main.jsp?catId=1110&langId=en&intPageId=4541
https://ec.europa.eu/social/main.jsp?catId=1110&langId=en&intPageId=4541
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_nt_net&lang=en

International Conference on European Integration 2020 Ostrava, Czech Republic

[16]Irmen, A. and Wigger, B. U. (2006). National Minimum Wages, Capital Mobility,
and Global Economic Growth. Econ Lett, vol. 90, iss. 2, pp. 285-289.

[17]Mares, P. and Sirovatka, T. (2008). Socialni vylouceni (exkluze) a socialni
zaclenovani (inkluze) - koncepty, diskurz, agenda. Czech Sociological Review, vol.
44, iss. 2, pp. 271-294.

[18] O"Connor, N. (2018). Economic inequality, social policy and a good society. Local
Economy, vol. 33, iss. 6, pp. 583-600.

[19] Saunders, P. and Bedford, M. (2018). New minimum healthy living budget standards
for low-paid and unemployed Australians. The Economic and Labour Relations
Review, vol. 29, iss. 3, pp. 273-288.

[20] Schulten, T. (2012). European Minimum Wage Policy: A Concept for Wage-led
growth and Fair Wage in Europe. International Journal of Labour Research, vol. 4,
iss. 1, pp. 105-127.

[21] Pernica, M. (2017). Evaluation of the Adequacy of Government Minimum Wage
Valorization Policy in the Czech Republic in 2017 in the European Context.
Oeconomia Copernicana, vol. 8, iss. 1, pp. 21-36.

[22] The Ministry of Labour and Social Affairs (2020). LABOUR CODE (full translation)
No. 262/2006 Coll. [online]. [cit.2020-02-15]. Available at:
https://www.mpsv.cz/documents/625317/625915/Labour_Code_2012.pdf/a66525f7
-0ddf-5af7-4bba-33c7d7a8bfdf

[23] The Ministry of Labour and Social Affairs. (2013). Living and Subsistence Minimum.
[online]. [cit.2020-02-01]. Available at: https://www.mpsv.cz/en/11854

82


https://www.mpsv.cz/en/11854

International Conference on European Integration 2020 Ostrava, Czech Republic

The Influence of Cryptocurrencies on the Global Economy and
Their Importance from the Accounting and Tax Point of View

Alzbeta Bielikova?!, Jana Hakalova?, Yvetta PSenkova?, Karel Hlavaéek*
VSB - Technical University of Ostraval 234
Faculty of Economics, Department of Accounting and Taxes
Sokolska tiida 33, 702 00 Ostrava 1, Czech Republic
e-mail® 2 34: alzbeta.bielikova@vsh.cz, jana.hakalova@vsb.cz,
yvetta.psenkova@vsb.cz, karel.hlavacek@vsb.cz

Abstract

The paper deals with the specific and currently topical issue of cryptocurrencies from various
perspectives. The aim of this paper is not only to monitor the impact of cryptocurrencies on
the global economy but also to characterize cryptocurrencies, including their properties and
functions. It also addresses opinions and controversy in understanding and capturing
cryptocurrencies as money between their supporters and central authorities. Furthermore, it
provides information on their valuation, accounting and taxation as it follows from the
legislation of the Czech Republic as well as from the 1AS/IFRS, including differences between
the two. Since the popularity of cryptocurrencies has been growing lately, not only countries
but also international and supranational institutions are beginning to pay more attention to
cryptocurrency accounting and taxation issues. Given the growing popularity of
cryptocurrencies today, it is necessary to support their positive understanding and benefits for
the global economy within the EU.

Keywords: accounting, cryptocurrency, cryptocurrency taxation, global economy

JEL Classification: M21, M41, K34

1. Introduction

The aim of this paper is not only to monitor the impact of cryptocurrencies on the global
economy but also to characterize cryptocurrencies, including their properties and functions. It
also addresses opinions and controversy in understanding and capturing cryptocurrencies as
money between their supporters and central authorities. Furthermore, it provides information
on their valuation, accounting and taxation as it follows from the legislation of the Czech
Republic as well as from the international perspective of International Financial Reporting
Standards (hereafter only IAS/IFRS), including differences between the two. The development
of new technologies supported by advanced encryption and network programming has a
significant impact on transformational changes in the world economy. One of the important
elements of this development is the emergence and rapid progress of so-called virtual
currencies and after that cryptocurrencies, which have experienced a significant boom in recent
years (Tschorsch, 2016). At the moment, there are over 1,500 types of such currencies. The
main motive for their use is maintaining the anonymity of the holder, but in the context of
current legislative requirements, the anonymity is gradually disappearing. Cryptocurrency
transactions have tax implications (what transactions with cryptocurrencies, when and how to
tax them), criminal (their use for illegal activities) or ethical ones (energy consumption) (Irwin,
A., 2019). Although cryptocurrencies have been on the market since 2009, no national or even
supranational legislation haven't regulated the way of their valuation, accounting, reporting
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and taxation so far (Ram, A., 2018). International Monetary Fund (hereafter only IMF)
recognizes the following categories of currencies in the electronic environment:

e Digital currency-real currencies in bank accounts or electronic money that is
denominated in a real, regulated currency issued by the central bank.

e Virtual currency-electronic money issued by a private entity, i.e., unregulated
currency (such as miles of airlines or vouchers applicable to internet payments).
These are usually non-convertible for real currency or only unilaterally convertible.

e Cryptocurrency - is a type of digital currency or electronic money, which relies
on asymmetric cryptography, i.e., encryption, for chaining digital signatures of
individual transfers, peer-to-peer networks and decentralization. From the concept of
conventional money, it mainly differs in the absence of central authority (Cizek,
2018).

Virtual currency is a digital internet currency, which is based on a complex cryptographic
mathematical algorithm and can be used as a means of exchanging goods and services in on-
line trading (Inshyn, 2018) as shown in Figure 1. The virtual currency is also called digital
currency, or cryptocurrency. The first cryptocurrency that started trading was Bitcoin in 2009;
Satoshi Nakamoto is considered its author (Nakamoto, 2008). The uniqueness of Bitcoin lies
in its complete decentralization. It has been designed so that no one can influence the currency
artificially or falsify it, and so that it is not possible to control the flow of money or cause
inflation. Bitcoin is not issued by any bank, but it needs to be "mined” (Berentsen, 2018).

Figure 1: How does bitcoin work?

How Does Bitcoin Work?
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Source: (Quora: What is Bitcoin and how does it work? Is it legal? Who's behind it? [online],
2018)

Bitcoin is far from being the only cryptocurrency on the market today (Borri, 2019). Many
other groups have been inspired by the idea of decentralized digital currency and created a
variety of different technologies. The biggest cryptocurrencies include Ripple, a payment
system similar to PayPal, that allows payment in different currencies (Jagtiani, 2019). Ripple
is controlled by one company which also owns more than 60 percent of Ripple cryptocoins.
On the other hand, systems that meet the traditional definition of a cryptocurrency include
Litecoin, Ethereum, Monera, Dash or Zcash. Cryptocurrencies are divided into two basic
groups: those derived from Bitcoin and those derived from Litecoin, also called Altcoins.
Converted to fiat currency, cryptocurrencies have a variable value over time and are not
associated with any physical form of money (Cizek, 2018). Given the difficulty of entering
investors in the cryptocurrency market in combination with the relatively recently created and
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distributed cryptographic currency, the innovation curve of a cryptocurrency can be illustrated
by the Figure 2.

Figure 2: Crypto-Currency Innovation Adoption Curve

Crypto-Currency Innovation Adoption Curve

Innovators | Early Adopters Early Majority Late Majority Laggards
25% 13.5% % £l 16%

Source: (XRP: The Digital Asset for Mainstream Investors [online], 2017)

The basic criteria for a successful cryptocurrency include: resistance to attacks and theft (i.e.
a complex mathematics), ease of use in practice and understandable to the user, decentralized
x centralized, providing users with anonymity but unusable for illegal activities, having the
characteristics of money and fulfilling its functions, allowing for currency comparison
(Ammous, 2018).

2. Problem Formulation and Methodology

Methods used in this paper match its content and focus. This is primarily the method of
description. A dialectical benefit, for which each phenomenon can be understood as a part of
the whole, can be considered as a methodological basis. Individual economic categories and
economic phenomena are not examined in isolation but are based on principles of integrity of
economic phenomena and the principle of dialectical unity. Furthermore, the method of
procedure was used, which comes from simple categories to their increasingly complex
determination, to their mutual relations. The methods of analysis and comparison were also
used. The findings are summarized using the method of synthesis and scientific explanation.

3. Problem Solution

The cryptocurrency accounting is analysed from the perspective of:
e Czech accounting legislation,
e International Financial Reporting Standards (IAS/IFRS).

As for the Czech legislation (primarily the Act No. 561/1993 Sh., on Accounting and
implementing Decree No. 500/2002 Sh.), the issue is defined rather broadly (Hakalové, 2018).
The Ministry of Finance of the Czech Republic published on May 15, 2018 an opinion on
digital currency accounting and presentation (Sdé¢leni k G¢tovani a vykazovani digitalnich
mén), and according to this opinion, digital currencies should be accounted for and reported
as inventories uniformly even though there are different motives for holding and using digital
currencies (Caginalp, 2018). Furthermore, the understanding of digital currencies as intangible
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assets is being discussed by the public which is also reflected in IAS/IFRS (Hakalova, 2014).
Some views on the reporting of digital currencies also refer to the understanding of digital
currencies as a monetary instrument, but this understanding cannot be considered as correct
under Czech legislation nor under IAS/IFRS. From the perspective of IAS/IFRS, digital
currencies cannot be understood as a financial asset as they fail to meet the definition. (Corbet,
2018) Under IFRS, digital currencies can be reported as inventories or intangible assets (Cizek,
2018). Another issue associated with digital currencies is their valuation (Nakamoto, 2018).
Under Czech legislation, the initial valuation is based on the Act on Accounting, section 25
(1), using the acquisition cost. In case of subsequent valuation (at the end of the balance sheet
date) at fair value and the revaluation to the profit or loss, a problem occurs as under the Czech
legislation inventories cannot be revalued at fair value. This is possible for inventories under
IFRS, but only in case of a trader or commodity broker (Vasic¢ek, 2019). Currently, there are
about 5 % of companies in the Czech Republic that include cryptocurrencies in their accounts.
Compared to foreign countries, it can be stated that in terms of using cryptocurrencies, we are
among the progressive countries of Central Europe. “When choosing an appropriate
accounting policy, it is necessary to consider the position of the entity that makes it and the
purpose of making it, and a thorough analysis of the existing rules to find the most appropriate
solution,” says Libor Vasek, chairman of the Chamber of Certified Accountants, and adds that
at the present the best solution is to treat cryptocurrencies as inventories (Cizek, 2018).

In terms of taxation, cryptocurrencies are considered to be an intangible, movable and fungible
thing. The tax administrator also bases this opinion on the Czech National Bank's statement
that it is not a means of payment or electronic money. A golden rule for cryptocurrencies is
that “as it is entered into accounts, so it is taxed” (Cizek, 2018).

The subject of income tax under the Act No. 586/1992 Sh., on Income Tax, include not only
the exchange of cryptocurrencies for fiat currency, but also the exchange of cryptocurrency
for another currency. The next step of the taxation then depends on whether it is a one-time or
regular income and whether the entity includes cryptocurrency in its business, or if it only
appreciates its assets in this way as an individual who is not an entrepreneur. A purchase of
goods for cryptocurrencies is also subject to the tax. Pursuant to section 3 (2) of the Act on
Income Tax, this is a non-monetary income, so it is necessary to determine the value of
purchased goods which will be subsequently taxed. If individuals — non-entrepreneurs-trade
with cryptocurrencies, their income is taxed as so-called other income under section 10. The
tax base is so the income from the sale of bitcoins reduced by the expenses incurred to generate
the incomes (such as purchase of bitcoins or electricity consumption for mining). For incomes
pursuant to section 10 it is possible to compensate for profits with losses only within one type
of incomes. This ensures that the taxpayer cannot reduce the total tax liability (of income from
employment or business) by reporting a loss due to cryptocurrency trading. In this case, the
exemption of such incomes from the tax at the amount of 30,000 CZK per year cannot be
applied, as described in section 10 (3) (a) of the Act on Income Tax. The exemption under
section 4 (1) (x) of the Act on Income Tax cannot be also applied; the section describes a time
test, which states that the sale of securities is exempt from tax if the period between acquisition
and sale exceeds three years. In this context, the General Financial Directorate notes that
cryptocurrencies are not securities and therefore this exemption cannot be applied.
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If a cryptocurrency is traded by individuals — entrepreneurs, who does not keep accounts but
keep tax records or claims lump sum expenses, then it is the monetization of the bitcoins that
is considered to be a taxable income, not the “yield” from mining bitcoins. Allowable expenses
are then all expenses that were substantiated or claimed as lump sum expenses. If transactions
within the entity's assets are carried out with cryptocurrencies, they are considered as income
from self-employment. However, if individuals only manage their own funds by purchasing
and selling cryptocurrencies, they do not need a trade license for such activity since the activity
does not meet the definition of a trade. But if individuals engage in cryptocurrency mining, it
is a activity of providing services for which a trade license is needed. Determining expenses
incurred to generate, assure and maintain the income might be an issue due to the fact that
every bitcoin or any other cryptocurrency were purchased at a different price.

There are two options for determining the expenses (Gregoriou, 2019). The first option is to
apply the FIFO method (First in First out), where the purchase cost can be used as the purchase
of cryptocurrencies occurred. Cryptocurrencies that are held for the longest time are issued at
the cost of their purchase. The second option is to use the weighted average method. In this
case, the average value for which all the currently held cryptocurrencies have been purchased
is calculated and the cryptocurrencies will be issued at their average value. The cryptocurrency
legislation is more sophisticated in the area of value added tax as the Act on Value Added Tax
has been harmonized across the European Union (Luther, 2015). The exchange of
cryptocurrencies is subject to the value added tax because it is providing a service of an
exchange in return for a payment. Such activity can be, however, classified as a financial
activity which is an exempted transaction without the right to deduct a tax. The mining of
cryptocurrency alone is an activity which is not subject to the value added tax. This is based
on the opinion of the Court of Justice of the European Union according to which the subject
of value added tax is involved where there is a clear link between the service provided and the
payment received. The mining of cryptocurrencies often ends without any result, and receiving
a reward for such activity is purely coincidental. As of July 1, 2017, cryptocurrencies.

4 Conclusion

Cryptocurrency creators and supporters often state that the current monetary system is not
stable, and that it is dominated by central authorities, which do not always follow the interests
of money owners, and that the money has no backing. The monetary policy of a central
authority is, in their opinion, inflationary and causes a constant decline in the value of money.
They offer two approaches which will bring more currency stability:

e Deflation policy-a pre-limited amount given by a known algorithm (such as bitcoin).

e Inflation policy-a growing money supply without limits (a predetermined growth

algorithm or an ad hoc approach in the style of today's central banks).

Both approaches have their advantages and disadvantages, but the important thing is whether
the policy chosen will allow a long-term and stable environment. Will the money supply be
sufficient with deflation policy, and will it not eventually hinder economic growth? How will
inflation policy respond to random shocks and potential crises? And above all, how will the
security and independence of the system be ensured? Will there be a possibility for a public
control to prevent taking control over the system by an interest group? If cryptocurrencies are
to be introduced by a central bank, the fundamental question is what cryptocurrency model
will be chosen — this will define the monetary policy as well as the possibility of using central
bank instruments. In case of cryptocurrencies created outside the central bank, the question is
whether it will be possible to provide loans in the cryptocurrency and so allowing for money
supply to be created through multiplication of deposits. This is not yet possible; each unit of
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cryptocurrency has its owner who is recorded in blockchain, so there is no multiplication and
money creation. According to an IMF study, the current market value of virtual names is
approximately 7 billion USD, while there are 1.4 trillion USD in cash are in circulation and
the total money supply (M2) is approximately 12 trillion USD. With 90 %, bitcoin has the
most significant share in the total market value of virtual currencies (Luther, 2015). According
to this study, virtual currencies are not currently significant for monetary policy of central
banks (Cernak, 2017). The situation may, however, change if there is a wider use of these
currencies. Due to their limited supply, they may cause structural deflation in a similar way as
it happened with the gold standard. A possible increase in the use of cryptocurrencies
compared to the use of money issued by standard central banks may result in weakening the
ability of a central bank to manage economic cycles through monetary policy (Phillip, 2018).
Bitcoin price (BTC) fell by more than 80% last year. Prices of other cryptocurrencies have
also fallen significantly, in some cases even by 99%. According to some analyses, the digital
asset market could finally be ready for a bull rally (a market growth). Willy Woo, a prominent
researcher and crypto analyst, recently announced that digital asset transactions on the
blockchain network were too small for asset prices to recover soon. In May 2018, Woo
accurately predicted that the price of BTC would fall below 6,000 USD even before any sign
of market recovery. At the moment, he claims that the high volatility of recent weeks has led
to an increase in cryptocurrency volume on the blockchain (Boon Seng Tan, 2017). The IMF
reports that central banks could respond to the growing demand for cryptocurrencies by
creating their own cryptocurrencies. These would be guaranteed by the relevant central banks
as issuers, meeting the most important cryptocurrency advantage, namely direct peer-to-peer
payments. The study mentions, as an example, the Fedcoin, a cryptocurrency eventually issued
by the Fed and converted to parity with the US dollar. The total amount of Fedcoin issued,
unlike bitcoins for which the quantity is fixed, would depend on consumer demands, similarly
to the money in circulation (Dierksmeier, 2018). Fedcoins would so become the third
component of the monetary base, in addition to currency and reserves. They would not be a
competitive alternative to a real currency as it is with bitcoin, but an alternative to a valid
currency in electronic form.

Based on an analysis of cryptocurrency knowledge, we conclude that significant progress in
own cryptocurrency study was done by Sveriges Riksbank with the Ekron project which is to
be prepared in 2019. By the end of 2016, more than 50% of the Swedish population installed
an application in their mobile phone which allows the transfer of funds (legal currency) with
immediate execution - a transfer (Platanakis, 2018). The demand for a currency in circulation
is declining significantly in the country, and some shops and banks does not even accept cash
payments. Such development, however, raises concerns whether an economy without almost
any currency in circulation, can function effectively (Raiborn, 2015). If in the future the central
banks proceed with creating their own electronic currency, a significant part of the cost of
emission and cash management, which in developed countries amounts to 1 to 2% of GDP,
would be eliminated. On the other hand, the central banks would have to cope with the
anonymity provided by cryptocurrencies at a time when issuance of banknotes in higher
denominations is being abandoned in order to reduce the chance of their illegal use. On April
10, 2018, 22 countries of European Union, including Slovakia and the Czech Republic, signed
a declaration on the creation of a European Blockchain Partnership. Subsequently, on
December 4, 2018, seven EU countries (France, Italy, Spain, Malta, Cyprus, Greece and
Portugal) established a group called Mediterranean Seven, which aims to work together to
implement blockchain technology to customers in education, transportation, mobility,
shipping, real estate cadastre, company register and health care. Mariya Gabriel,
Commissioner for Digital Economy and Society, welcomed the creation of the European
Blockchain Partnership and added: “In the future, all public services will use blockchain
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technology. Blockchain is a great opportunity for Europe and member states to rethink their
information systems, to promote user trust and the protection of personal data, to help create
new business opportunities and to establish new areas of leadership, benefiting citizens, public
services and companies. The Partnership launched today enables member states to work
together with the European Commission to turn the enormous potential of blockchain
technology into better services for citizens. Despite the efforts of several European nations,
such as the United Kingdom and Malta, Europe has lagged behind the USA, Japan, South
Korea, Singapore and Switzerland for several years in terms of blockchain implementation and
cryptocurrency support. Despite the fact that China banned the ICO in 2017, as well as the
cryptocurrency business itself, it ranks among leaders in digital currency mining. But in
parallel with these bans, the Chinese government supports the development of blockchain
technology. It does not want to miss the imaginary train with innovations and let the rest of
the world to overtake in this area. The issue of purchases, sales or other operations with
cryptocurrencies does not have any backing in the Czech legislation. This can be attributed to
the rapid development to which the legislators have not yet been able to respond, so it is
necessary to follow the general legislation. Cryptocurrency operations are so specific that it is
possible that one situation can be explained from multiple perspectives and there may be some
differences. Most of the global cryptocurrency markets and its associated resources are
concentrated in following three countries: USA, Japan and South Korea. According to last
year's research report of the Cambridge University, 2.9 to 5.8 million people are now using
cryptocurrencies. Except for Malta and Switzerland, most of Europe's regional cryptocurrency
markets are significantly weak compared to Asia and the United States. The Mediterranean
Seven could so start a wave of positivism towards cryptocurrencies and blockchain in Europe.
However, this will only happen if regulators start to be interested in a positive opinion for
starting blockchain and crypto-enterprises.
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Abstract

Social welfare is an essential part of public services provided by the state to its citizens who
are dependent on them. It is an integral part of the social policy of any market economy
country. The transformation of the economic and political model in Czechoslovakia after 1989,
the accession of the Slovak Republic to the European Union and the Schengen area, still
determine the current form of social services in Slovakia. The transition to a market economy
has brought about a transition from the monopoly position of the state to the arrival of the
private sector in this segment of services. Nevertheless, the focus remains on the responsibility
of the state, including regional and local authorities. These changes have undoubtedly brought
about the overall development of social services, but at the same time they have brought new
challenges and problems that the founders have to face. These key challenges are addressed
in the present paper. It focuses on the regional unit for which we have designated a Member
State of the European Union: the Slovak Republic. In terms of time, it looks back at the decisive
changes, but focuses on the current challenges and problems that social services in Slovakia
are facing and it is essential for their further full existence and overall progress to respond
immediately to them.

Key words: market economy, Slovak Republic, social policy, social services

JEL Classification: E620, 1310, 1120

1. Introduction

In spite of all qualitative and quantitative changes that the European area, limited by member
states of the European Union, has been going through, an extraordinary adverse demographic
development is still remaining to be a significant fact in recent decades, so it is not possible to
create any responsible policy without reflexions to the challenges associated with it. This
applies to the present, to medium term but also to long term horizon. In our paper we are paying
our attention to the regional unit, which has been specified to be the Slovak Republic by us,
however adverse demographic development is a challenge for an overwhelming majority of
the member states of the European Union.

The main target of the presented paper is to refer to the issues, which at the present time are
faced by the social services segment in Slovakia. Together with these issues we would like to
characterise starting points, which are important in searching for concrete solutions.

In the paper presented by us we are using the method of description and are trying to explain
the meaning of social policy in the context of social services. With the help of study of
specialised literature, we are trying to characterise the key concept, i.e. social policy. The focus
of the paper rests in identification of the problem that social services providers come across,
i.e. public as well as non-public providers.
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2. Social Policy and Social Services

Social policy is a key concept not only of the social theory, but of practice as well. Social
policy is one of the key areas of public policy interests (Mandys, MojziSova, 2015). As Jusko
(2000) is saying when determining the position of the social policy in the society, our basis is
delimitation of the concept social sphere, which he later designates as one of the basic
components of social life together with the political, cultural and economic sphere. Application
of dichotomy between the broad and narrow understanding of social policy was dealt with by
Zizkové and Krebs (1993), who claim that social policy in broader understanding is a basic
policy of the state by which the social sphere of the given society is being influenced and in
the narrow understanding the social policy leads to identification with social security. Social
policy is a significant part of each government policy, through which the improvement of long-
term interests of a society as a whole is achieved by the increase of standard of living of an
individual.

The period after the war in Europe has brought the endeavours to exceed the framework of
individual states and convergence as well as harmonisation of social problems in addition to
other issues. Several institutions, e.g. UNICEF, World Health Organisation, International
Labour Organisation etc. have become active in the area of social sphere on the European and
some of them also on the global level. The European Union itself has set several targets and
some of them directly or indirectly concern also the social sphere. In addition to other things
Sibl (1998) is mentioning: improvement of conditions of life and working conditions of the
population of the European Union, cooperation in social area; gradual levelling of economic
imbalance between various states and regions; support of economic development by creating
economic union without borders and currency union by introduction of a single currency Euro,
etc.

The period since 1980 until now has been characterised by the author Veceta (1996) as follows:
“Searching for new mechanisms as well as the activity of the social state itself was caused by
its present day situation, which has been designated as the crisis of the social state. It has been
evoked above all by inappropriate growth of costs, by loss of efficiency of the social state, by
loss of social consensus and upon this also by legitimacy of the social state and by demographic
changes”. The Constitution of the Slovak Republic has been adopted in 1992 and has been in
force since 1.1.1993, which has become a guarantee of fundamental human rights and
freedoms. Olah and Igliarova (2015) emphasise that Section V is very important for the area
of social work and services, in which economic, cultural and last but not least social rights
have been enshrined.

Within the field of social policy there are some basic European social models such as liberal
or residual with a typical example of Great Britain. Another model is Scandinavian Model
often called redistributive that is typical for Denmark, Norway or Sweden. Conservative-
corporative model is typical for Germany, Southern or Mediterranean model is applied in Italy,
Spain, Greece or San Marino. The countries in Central Europe such as Slovakia, Czechs,
Poland or Hungary do not share typical symptoms of the above mentioned models due to their
chaotic development in social policy and it is difficult to identify the signs they share and that
differ them from each other. Before the World War Il especially the Bismarck Type was
developed in Central Europe. After World War Il a universal social model was influenced by
the Soviet Union and developed (Bocakova, Kubickova, Vavrus, 2016). At present the
Visegrad group attempts to create a sustainable social system employing elements from other
existing and operating systems. The newly created social systems are partially influenced by
the members of the current national cabinets. In Slovakia and the Czech Republic the ruling
political parties direct their power from the right to the left and they try to implement a
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generous social system with a strong position and interference of the state in contrary to
central-right political parties that prefer less interference of the government and more budget
responsibility. It is concluded that V4 Group does not base their social system on a strict
liberalism as it is in Great Britain. Families play a key role in the society but not as much as it
is in Greece, social system is not as generous as it is in Sweden, Norway, or Denmark.

Social rights are naturally connected with their recipients. Not only in Slovakia discussions
take place on how to name these recipients. The Czech scientists from the Research Institute
of Labour and Social Matters draw our attention to the fact that the concept “client” has
discontinued to be used and is gradually being replaced by the term “social services user” -
this concept has been accepted by the majority of stake holders (Bjalkovski, Frithbauer, 2000).

3. Provision of Social Services in the Present Market Environment

Social services providers can be public or non-public. Public providers are above all
municipalities, towns and higher territorial units. Non-public providers are most frequently
established by non-profit organisations, civic associations and registered churches (Imrovic,
2016). The cardinal problem connecting public as well as non-public providers is shortage of
financial means often fluctuating on the limit of insolvency. This situation hinders the
development of the facilities and the overall infrastructure of social services in Slovakia. Public
providers draw their financial means first of all from the financial contribution provided from
the budget of the ministry for financing of concrete social service and from payments for social
services from the social services recipients. We have to say that financial means are being
transferred to individual facilities through their founders - through the towns, municipalities
and self-governing regions that receive them directly from the budget of the individual
department. Non-public providers receive also financial means from the recipients of social
services and from the state, more precisely from the Ministry of Labour, Social Matters and
Family of the Slovak Republic, i.e. they receive them directly. The contributions are being
paid out on quarterly basis. The amount for a concrete kind of social service of the social
provider for the recipient of social services is provided in the generally binding regulation of
the higher territorial unit or the municipality / town; non-public provider specifies the amount
of payment for social service, the manner of its specification and payment in the contract, to
the maximum amount of economically justified costs.

The availability of further financial means is possible on the one hand, however in practice it
is limited, these are above all financial donations of legal and natural persons. However,
motivation to support facilities of social services is low, in particular facilities for senior
citizens are not attractive for the potential sponsors. Adequate allocation and development of
social infrastructure has been recognized at the level of the European Union as factors for
better opportunities for integration into the elderly into society (Kiausien¢, Vaznonieng, 2016).

In case of non-public providers the financial means are assigned directly for personal costs for
wages for the employees, however not for the recipients. There is a significant discrepancy
between the Ministry of Labour, Social Matters and Family of the Slovak Republic, which
provides the funds in such amounts that the staff of carers - the most numerous group of
employees of social services facilities has been assigned to the first level of the difficulty of
labour. However, the labour inspectorates have been warning for a long time, that the job
description of carers fully corresponds to the second level of difficulty of labour, which
represents 1.2 multiple of costs for wages of the employee or as the case may be the costs of
employer. Facilities of social services provide arguments based on shortage of funds for paying
out higher wages and resulting assignment the carers into higher level of difficulty of labour.
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Table 1: Minimum Demands on Wages

Level of difficulty of work Coefficient
1 1.0
2 1.2
3 1.4
4 1.6
5 1.8
6 2.0

Source: National Inspectorate of Labour [online], 2020

The amount of the contribution from the Ministry of Labour, Social Affairs and Family of the
Slovak Republic depends on the form, in which the social service is being provided, on the
kind and level of dependence of the clients. The amounts of contributions for facilities for
seniors with the all-year-round operation can be found below. The basis for assigning to the
level of dependence is the medical finding of local GP of the applicant (potential recipient),
personal visit by social workers of respective municipal office according to permanent
residence of the applicant and subsequently the assessment of the physician, who has been
engaged by the municipal office. A similar decision regarding dependence on the social service
is being issued by each self-governing region and it has the same legal value as the decision
issued by local self-administration.

Table 2: The Amount of Financial Contribution according to the Dependence Level

Level of dependence of a natural person | amount of financial contribution for providing
on the assistance of another natural accommodation-based social
person service/month/place
1. level EUR 104
1. level EUR 234
V. level EUR 312
V. level EUR 442
V1. level EUR 546

Source: Ministry of labour, social affairs and family of the Slovak Republic [online], 2020

Key precondition of their existence for non-public providers are their financial contributions
provided by the Ministry of labour, social affairs and family of the Slovak Republic. In real
life they come across the situation that they receive these funds to their account with delay,
even several weeks or months after the beginning of the calendar year, in which these financial
means were supposed to cover the costs connected with provision of social services. Such
situation puts providers into uncertainty and for a certain period of time into financial
insolvency. Such situation continues not only in Slovakia, but also in the neighbouring Czech
Republic, our words are also being confirmed by Matou3ek (2007) and his team.

In addition to financial problems the social services facilities fight also with shortage of labour
force. The amount of wages is not sufficiently attractive for the citizens from less developed
states of the European Union, because it is necessary for them to move to the concrete working
position, even more difficult it is in case of families with minor children. When employing the
citizens from the third countries a big obstacle is a language barrier and last but not least it is
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the administrative burden. The citizens of the Slovak Republic, who have been living longer
in this country, are capable to find a physically and mentally less demanding work, which is
often better paid. Shortage of work force in the social service has also been confirmed by the
Association of Social Services Providers in the Slovak Republic (2018).

The European Commission is trying to create a framework for the future of the system of
protection, namely in the context to develop the ideas and to accommodate the national systems
on the basis of understanding according to what is happening in other member states. For the
time being it concerns only social protection, but for the future is will apply also to social care.
The main issue of the closest future will be ensuring of social service for still increasing
number of senior citizens (Bjalkovski, Friihbauer, 2000). Yet this issue is going to rise with
the increasing number of recipients of pension benefits and economically non-active
population with dropping numbers of inhabitants in productive age and also those who pay
health insurance, social insurance as well as taxes to the state. A partial solution may be
increased burden of deductions for tax and social welfare which would very probably lead to
social tension. The scenario of decrease of paid out pension benefits or expenses for health and
social care seems to be highly improbable.

Market mechanism is bringing wide possibilities and there exists wide space for doing business
in the area of social services. The uncertainty of positive financial result and the difficulty to
achieve it discourages the potential businessmen or as the case may be beginners active in
social services from setting up new facilities of social services. Another significant factor is
acute shortage of qualified labour force. The greatest problems are when filling in the working
positions of the carer, ambulance men or a nurse. Undervaluation of wages discourages the
applicants for this occupation and for retraining in this field, it is one of the reasons why the
employees leave the mentioned facilities of social services. In addition to financial reasons
they are: physical difficulty and mental burden, necessity to work in night shifts, repeated
overtime work, violating of normatives at workplaces. the answer why the free working
positions in the segment of social services are not attractive can be looked for in the
explanation of the team of authors, what the work itself is: “Work is an important condition of
existence of a human being, it brings him not only material benefit, but at the same time it
gives them the feeling of self-fulfilment and the feeling of being socially useful. It assigns a
human being into the row of social relations, it satisfies his needs of ambitiousness, self-
assertion and self-esteem.” (Buchtové, Smajs, Bolelooucky, 2013). If we stop and think about
this explanation, so we find out, that with working positions in the area of social services the
work does not fulfil the attributes of being reasonably attractive to a sufficient degree. Material
benefit is the result of salary of wages, which is not reasonable or appropriate. At the beginning
of the year 2020 the average salary of a carer for seniors fluctuated from EUR 580 to EUR 784
/lgross//month (www.platy.sk [online],). The minimum wage for 2020 has been set to EUR
580 in case of monthly wages and to EUR 3,333 in case of hourly wages. In both cases gross
/I month (Ministry of labour, social affairs and family of the Slovak Republic, 2020). From the
point of view of wages these wages are putting the staff in the facilities of social services just
above the minimum wages, in some cases on their limit. Regional disproportions are present
on the one hand, but on the other they are in no way significant. The feeling of self-fulfilment
is a present element on the one hand, however questionable is its weight when making a
decision regarding selection of a working position of the applicant.

In our opinion social usefulness is not adequately presented and does not correspond to the
significance and difficulty of work in the line of work of social services. Professions such as
carer, ambulance man or nurse miss social recognition, respect and stronger awareness of
irreplaceable significance of these profession in the awareness of professional as well as lay
public. Insufficient wages, minimum and frequently no fringe benefits for the employees,
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limited possibilities of career growth or unacceptable work conditions discourage the
applicants in a principle way from employment and work in facilities of social services. Higher
attractivity of these occupations would contribute to creation of new working positions, which
would be stable. The development of structure of unemployment is dependent on the present
conditions on the labour market (Tiruneh, Stefanik et al., 2014). Working positions in the
facilities of social services would not be endangered by economic stagnation, the result of
which would be the decrease of employment, because of the fact that also at the time economic
stagnation the demand for services in the facilities of social services would be on the rise. It is
necessary to react promptly and conceptually to this situation, because solution in not acutely
absenting and medium term and long-term horizon will require solution of several questions.

Population aging, insufficient capacities in the facilities of social services and shortage of work
force are topics also in the pre-election discussions of the political parties. The political parties
agree across the whole spectrum that this situation has to be urgently solved, they also agree
on the unfavourable prediction of the development under the pressure of demographic
development of Slovak population. By the way a very similar demographic development is a
challenge of the present and of the future for other member states of the European Union. Such
significant pressure on public finances, which will be caused by adverse demographic
development in the member states of the European Union should be reflected in the assigned
financial means for development of social services in the member states as an integrated part
of the structural funds of the European Union. Realizing that social policies are in the
competence of national governments (Luka¢, 2016), we do emphasise the need of broader
possibilities of drawing the investments from the European Union funds into the segment of
social services, which will cause creation of new working positions, particularly in less
developed regions, it will create pressure on growth of wages, support formation of new
facilities of social services and as a final result it will comprehensively increase the level of
quality and availability of provided social services.

4. Conclusion

On the basis of the above-mentioned facts it is our opinion that social policy represents an
integrated and significant part of public policies. Adverse demographic development
represents a big challenge not only for the Slovak Republic, but also for other member states
of the European Union, in which the aging tendency of the population is very similar. Market
mechanism brings in its essence many solutions in the area of economy, however it is not
capable to solve all challenges, which are faced by the state and the society, it applies in
particular to the area of social policy. The state remains a responsible player for solution of
negative demographic development. It is not sufficient that it saturates the needs of those, who
are dependent on its help, but also those, who are not capable to help themselves, because of
objective reasons and who have not a family or a close individual, who could help them or
these are not able to help them.

The state must actively create the conditions, so that the social services are available for all, if
it is required by their health and social condition, namely in the reasonable time horizon and
in appropriate quality. From the demographic development it is clear that the demand for
services in the facilities of social services is going to grow and on the other hand the proportion
of population in the productive age is going to decrease - which is going to create even bigger
pressure on public finances. The state and its bodies have to start increasing of wages for the
working people, which will create space for coming of new qualified employees and will
prevent the departure of those employees, who under the pressure of unsuitable conditions are
considering to leave and reject their further activities in the area of social services. A suitable
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solution is considered to be setting the wage tariff of the carer staff so, that the employees,
who fulfil required qualification are remunerated on the basis of the level of difficulty, which
should be at least 2 with the wage demands corresponding to it. In order to increase the quality
of provided services it is necessary to invest massively into reconstruction and refurbishment
of premises in the facilities of social services. Within the overall context the issues of social
services are that serious, that it should become one of the priorities of the future government
of the Slovak Republic. Population development in Slovakia is very similar to other countries
of the European Union, it would be suitable to react to this challenge also on the European
level, in spite of the fact that the social policies are above all in the hands of national
governments. The possibility drawing financial means from the structural funds of the
European Union, which should be assigned to their development, would significantly help the
development of social services in Slovakia, however without unnecessary red tape and extreme
administrative burden. Population aging is the biggest success of the social policy, but at the
same time it is one of the main problems. The increase of proportion of citizens in the post-
productive age in the total number of citizens of the Slovak Republic represents a big challenge
for the present as well as for the future social policy, to which reaction is absolutely necessary.
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Abstract

In the past decade, the international investment dispute settlement system has faced an
unprecedented level of scrutiny which led to the initiation of a fundamental reconstruction
effort led in part by the EU. Although there are multiple stakeholders involved in the reform
process, this paper aims to analyze the EU’s position and actions shaping the direction in
which the reform process is headed. Responding to the criticism of the arbitral mechanism
system in terms of its overall appropriateness as a mechanism for resolving international
investor-state disputes, one of EU’s strongest positions has been the advocacy for the creation
of a multilateral investment court that would replace the current not-so-well received system
of independent ad hoc tribunals resolving international investment disputes. This paper will
also analyze the recent EU investment-treaty making practice and also address the effect that
the undergoing I1SDS reform will have on international investment protection in potential
future EU member states such as North Macedonia.

Keywords: EU, international investment, ISDS reform, international investment treaties,
multilateral investment court

JEL Classification: F02, F53, K33, K41

1. Introduction

The significant number of international investment arbitrations that has taken place over the
last thirty years has been a proof of the undeniable benefits that this type of dispute resolution
bears for the investment community in particular. Since the first instance of use of the investor-
state dispute settlement (ISDS) mechanism in 1987 until the 31 December 2019, there have
been a total of 1023 investment arbitration cases recorded worldwide (UNCTAD, 2019). If
nothing else, this number confirms that over the years foreign investors have been increasingly
resorting to investor-state arbitration as a platform for bringing their claims against host states
for breaching host states’ obligations under bilateral as well as multilateral (such as the Energy
Charter Treaty) investment agreements. These claims largely include instances of host states
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introducing regulatory measures, often in public interest, that bear negative effects on foreign
investor’s profits or legitimate expectations with respect to their entrepreneurial activities.

However, along with the positive and welcomed features of the international investment
dispute resolution system, such as expediency, flexibility and a high level of expertise of
arbitrators working in investment arbitration tribunals, the growing number of cases has also
brought attention to the insufficiencies of the system in its existing form.

Not long after the proliferation of international investment arbitration proceedings, especially
host states involved in this type of dispute settlement have brought forward their reservations
with respect to the current ISDS system. Issues such as lack of legitimacy, transparency,
occurrence of inconsistent or even contradictory arbitration awards in cases based on similar
legal and factual background, related lack of predictability and stability of the investment
arbitration system, as well as non-existent mechanisms for correcting errors of law occurring
in a number of arbitration awards, as well as concerns relating to impartiality of arbitrators
have been listed among the most frequent criticisms voiced in connection with the current
ISDS.

When the Lisbon Treaty came into effect on 1 December 2009, it has been clarified that issues
concerning foreign direct investment fall within the common commercial policy under the
European Union’s external action (Treaty of Lisbon amending the Treaty on European Union
and the Treaty establishing the European Community) (OJ C 306, 17.12.2007). Ever since, the
European Commission has devoted increased attention to discussions among member states
regarding the possible paths of reforming the current ISDS system. In October 2015, the
European Commission published the Communication titled “Trade for all - Towards a more
responsible trade and investment policy”, which read: “The EU is best placed — and has a
special responsibility — to lead the reform of the global investment regime, as its founder and
main actor. The Commission, which has new responsibilities for investment protection since
the Lisbon Treaty transferred competence in this area to the EU, has made reform a priority
and is ready to take the lead globally.” (European Commission, 2010) In practice, this led to a
proposal by the European Commission to include in all EU trade and investment negotiations
a permanent institution for resolving investment disputes known as the Investment Court
System (ICS). (European Commission, 2015)

The public consultation on EU’s policy on possible options for multilateral reform of
investment dispute resolution, including the possible establishment of a permanent Multilateral
Investment Court, has been launched based on the Inception Impact Assessment (11A)
published by the European Commission on 1 August 2016. (European Commission, 2016)

Eventually, the agenda of potential reforms of the ISDS system has been brought to the most
appropriate international forum, i.e. United Nations Commission on International Trade Law
(UNCITRAL). Since 2017, UNCITRAL has been formally deliberating possible multilateral
reform of ISDS system. Working Group 111 (WG I11) had been established and in April 2019,
it has concluded that reforms of the ISDS system were desirable. Thus, WG 11l has been
mandated by UNCITRAL to work on three phases of the proposed reform: (1) identify and
consider concerns regarding ISDS, (2) consider whether reform is desirable and, if so, (3)
develop any relevant solutions to be recommended to UNCITRAL. (UNCITRAL, 2020)

Although there are a number of proposals addressing an entire spectrum of specific concerns
relating to the insufficiencies of the current ISDS mechanism, this paper shall analyse the
developments of the reform efforts led by the European Union, particularly with respect to
introducing a standing mechanism for ISDS and their reflection in trade treaties with
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investment and ISDS provisions recently concluded or currently negotiated by the European
Union.

2. Problem Formulation and Methodology

The reform of the investor-state dispute settlement system has been the result of more than
three decades of existing dispute settlement practice that brought to attention many of its
insufficiencies. The European Union has been one of the core driving forces of the current
ISDS reform that has been partly successfully implemented through its newly concluded
international agreements relating to investment protection containing an investor-state dispute
settlement mechanism. Thus, the actual practical significance of the reform proposed by the
European Union can be examined through analysis of the content of the reform proposed by
the EU and its reflection in the recently negotiated ‘investment’ agreements, i.e. international
agreements addressing among other things investment protection issues and also containing
an investor-state dispute settlement mechanism. Methodologically, this paper will perform a
content analysis of selected ‘investment’ agreements recently concluded by the European
Union as to the extent that they reflect particular features of the ISDS reform proposed by the
EU. In order to establish the potential effect of this newly forming ISDS mechanism on future
potential EU member states such as North Macedonia, this paper will analyse the current state
of the investment treaty pool concluded recently by North Macedonia with particular regard
to their ISDS mechanisms as well as EU’s legal framework in place for unifying the investment
regimes of current and future EU member states.

3. Problem Solution

One of the most serious reservations of the investment community with regard to the existing
ISDS mechanism is its unpredictability which encompasses a whole array of related
insufficiencies. Although the occasional inconsistencies in the decisions of judicial or arbitral
bodies may be expected and some degree of inconsistency is viewed by some commentators
as “inherent in any legal system and is not intolerable’ (Kaufmann-Kohler, 2007), the fact that
the principle of finality of arbitral awards makes it nearly impossible to remedy a situation that
is the result of conflicting arbitral awards, of which one may be regarded by professionals as
insufficiently supported by reasons or even erroneous, has been the cause of a serious concern.
It has particularly negative implications in international investment arbitration due to the
involvement of states, where matters of public interest are often at stake in disputes and the
pecuniary damages awarded against host states often in hundreds of millions of dollars not
rarely have a significant negative fiscal impact on the host state.

The existence of inconsistent decisions generally invokes skepticism about the credibility of
the existing dispute resolution system. As Susan D. Franck put it: “Inconsistency tends to
signal errors, lends itself to suggestions of unfairness, creates inefficiencies, and generates
difficulties related to coherence, most notably a lack of predictability, reliability and clarity.”
(Franck, S.D., 2005)

The economic performance of many of the EU member states depends heavily on foreign
investment and many EU member states are significant capital exporters. Thus, a well-
functioning international investment protection system including a reliable system of investor-
state dispute settlement is an inevitable instrument in the quest of increasing the overall legal
security of international investment. The ongoing EU enlargement process brings about
opportunities for new and old member states as well as possibilities of their further
development within the European and world economy. (Fojtikova, Stanickova, 2018) This also
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encompasses the unification of international investment policy applied by all current and future
EU member states towards their economic partners outside of the bloc.

Following its 2015 initial introduction of the Investment Court System as an alternative to the
existing ISDS system, the European Union in its January 2019 submission to UNCITRAL WG
I11 first time officially proposed as part of the I1SDS reform the creation of a two-instance
standing mechanism for the settlement of international investment disputes with full-time
adjudicators that would consist of a first instance tribunal and an appellate body. (European
Union, 2019)

Even though it has been long used for trade dispute settlement among the WTO members, the
creation of a standing dispute settlement mechanism with an appellate instance is quite a
revolutionary development in international investment arbitration. For more than three
decades, the international investment community has adhered to the standard arbitration
procedures as known from private commercial arbitration with single-instance proceedings
with final binding arbitral awards and little possibility of mending erroneous outcomes with
grave fiscal effects on host states’ finances. According to the European Union’s submission,
the new dispute settlement mechanism consisting of a standing court with an appellate instance
would also provide for dispute prevention and mitigation methods, it would provide for clear
rules for tribunal members selection, appointment and challenge procedures as well as their
code of conduct, it would address cost management and related procedures, it would set out
principles and guidelines for the allocation of cost and security for cost and it would also tackle
the contentious issue of third party funding. (European Union, 2019)

This new mechanism for the settlement of international investment disputes would address
most of the limitations of the current system starting from eliminating the occurrence of
inconsistent investment arbitration awards, thus increasing the predictability of the system,
strengthening its transparency, legitimacy and neutrality, and decreasing the costs and duration
of the investor-state dispute settlement process.

At its October 2019 session in Vienna, the UNCITRAL WGIII member states launched
discussions on proposed reforms. The complex structural reforms were discussed during
UNCITRAL WG Il session in Vienna in January 2020 and further progress was expected to
be achieved during the scheduled 39" April session in New York, which has been, however,
postponed until further notice due to the worldwide Coronavirus situation. (UNCITRAL,
2020)

As UNCITRAL WGIII member states are working to refine the shape of the newly proposed
standing investment court, work has started on the implementation of the proposed reforms.
Although it is not yet entirely clear what form the multilateral instrument on the ISDS reform
will take, it is conceivable that a multilateral treaty will establish this new mechanism bringing
under its umbrella potential international investment disputes that would emerge under all the
bilateral investment treaties concluded so far and in the future by the signatories of such a
multilateral treaty.

Even though up to date, the precise mechanism of implementing the proposed I1SDS reform
has not taken shape, the European Union and its like-minded peers in the international
investment community have started taking action towards opening the options for the use of
this new ISDS mechanism in bilateral investment treaties or trade treaties with investment
provisions that have been concluded in the last few years.

Most notably, the European Union recently concluded several investment agreements and
trade agreements with investment provisions that reflect the proposed changes and is in the
process of negotiating more.
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The most significant and progressive trade and investment agreement concluded by the EU in
recent years has been the Canada-EU Comprehensive Economic and Trade Agreement
(CETA, 2016), which in Chapter 8 addresses investment in the most complex way. Section F
is dedicated to the resolution of investor-state disputes. It foresees the constitution of a 15-
member tribunal that will hear potential claims in divisions of three members. (CETA Article
8.28) It further provides, quite revolutionary, for the establishment of an appellate tribunal
(CETA Atrticle 8.29) that would review awards rendered by the tribunal. In Article 8.28, the
contracting parties have agreed to “pursue with other trading partners the establishment of a
multilateral investment tribunal and appellate mechanism for the resolution of investment
disputes”. In case such a multilateral investment tribunal is established, the parties have agreed
to submit their investment disputes under CETA to this multilateral mechanism.

Very interestingly, in 2019, the European Union and its Member States have concluded
another Investment Protection Agreement with the Socialist Republic of Viet Nam (EU-
Vietnam IPA), which in Subsection 4 provides for a separate Investment Tribunal System
with its own built-in mechanism of setting up a ‘permanent’ tribunal for the settlement of
claims under this agreement (Article 3.38) including its very own appeal mechanism to hear
appeals from awards issued by the Tribunal (Article 3.39). However, Article 3.41 opens the
door for parties to this agreement to enter into negotiations for “an international agreement
providing for a multilateral investment tribunal in combination with, or separate from, a
multilateral appellate mechanism applicable to disputes under this Agreement”. If such an
international agreement is concluded in the future, the parties may agree not to apply relevant
sections of the EU-Vietnam IPA concerning the ISDS and adhere to the newly established
mechanism. (European Commission, 2019)

Furthermore, in 2019, the European Union and its Member States have also concluded an
Investment Protection Agreement with Singapore, which similarly provides for the
establishment of a First Instance Tribunal (Article 3.9) for the submission of investment claims
of investors against the host state under that agreement. According to Article 3.10, a permanent
Appeal Tribunal shall be stablished as well in order to hear appeals from provisional awards
issued by the First Instance Tribunal. (European Commission, 2019)

Another milestone in paving the way towards a multilateral consensus on the need of reforming
the ISDS system and elevating the new two-instance mechanism for resolving international
investment disputes to be the ‘new norm’ is expected to be achieved when bilateral EU-China
negotiations on the Comprehensive Agreement on Investment (China-EU CAI) come to a
close. EU and China have entered into negotiations in 2014 and are expected to finalize their
agreement during 2020. Even though no formal text has been made available yet and the
European Commission DG Trade is releasing only brief status reports after each round of
negotiations, the EU has made public its expectation for the CAl to reflect EU’s reformed
approach to ISDS. Despite EU and China’s differences in many regulatory issues voiced
especially within the WTO (Fojtikova 2019), in is expected that China-EU CAI shall steer
towards the enhancement of the multilateral reform of the ISDS.

However, due to the transitional arrangement among EU member states with respect to
concluding bilateral investment agreements with third countries, which allows for EU member
states to negotiate investment agreements on their own in instances where no action so far has
been taken nor is foreseen on behalf of the EU, there have been instances when individual EU
member states have concluded their own bilateral investment treaties with third countries that
do not reflect EU’s position on the ISDS reform. An example thereof could be the bilateral
investment agreement concluded between the Slovak Republic and the Islamic Republic of
Iran in 2016. Parties to this agreement have not incorporated any of the aforementioned reform
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features as proposed and implemented by the EU in its recently concluded investment
agreements. On the contrary, in Section C (Investor-State Dispute Settlement) the Slovakia-
Iran investment agreement contains only the standard provisions on ad hoc arbitration
proceedings in case of an investment dispute arisen under that investment agreement. Thus,
this arrangement shall hold only until a new investment agreement is reached with Iran on EU
level or a multilateral instrument is signed bringing all bilateral investment treaties with ‘old-
style’ ISDS provisions (previously concluded by the signatories of this multilateral instrument)
under its umbrella, provided that Iran will join the international effort to reform the current
ISDS system.

As regards the EU candidate countries, such as North Macedonia, the situation is quite similar.
In its 2015 bilateral investment agreement with the Kingdom of Denmark, the contracting
parties have not included any of the new provisions on the investor-state dispute settlement
other than the standard ‘old-style’ ad hoc arbitration procedure (Article 9 North Macedonia-
Denmark BIT). Since this agreement has been signed in 2015, its content may also be attributed
to the fact that the 1ISDS reform proposals were in their early stages then and thus were not
ready to be implemented yet.

Since there were no other new bilateral investment treaties concluded by North Macedonia
beyond 2015 and currently North Macedonia is not a member of UNCITRAL, and thus is not
submitting any proposals to UNCITRAL WGIII on the ongoing ISDS reform, no conclusions
can be drawn as to North Macedonia’s position in this respect at the moment. However,
depending on its EU accession progress it can be expected that as soon as North Macedonia
becomes a member of the European Union, all (i) its bilateral investment treaties previously
concluded with other EU member states shall be terminated and (ii) its bilateral investment
treaties concluded with third countries shall remain in force only until an EU-wide investment
agreement with that third country is concluded replacing all the previously concluded EU
member state bilateral investment treaties with that country. In theory, this could also be
preceded by a multilateral treaty establishing a Multilateral Investment Court to which all EU
member states would be contracting parties and then it can be expected that all investment
dispute arising under existing investment treaties concluded by its signatories would come
under its umbrella.

4. Conclusion

The investor-state dispute settlement system as we have known it for more than three decades
has reached its limits. Many capital exporting and importing countries have come to question
its legitimacy, neutrality, and the overall appropriateness. With the ever increasing complexity
of international investment relations, predictability and general acceptance of the outcome of
investor-state dispute settlement is the prerequisite for the deepening of cooperation and trust
among key economic players as well as among developing and developed nations that are
taking part in the worldwide economic exchange.

The efforts aimed at reforming the ISDS system —which is to a large extent led by the European
Union, joined or followed closely by Canada, as well as important emerging Asian economic
players such as China, Vietnam, Singapore and others - have led to positive shifts in the overall
perception of the future of ISDS. The relentless work that these actors perform at the
UNCITRAL or in negotiating their own bilateral investment treaties with reformed ISDS
provisions, has proven to increase the visibility and speed at which the reforms are penetrating
into the worldwide investment community.

Although some smaller countries, such as Slovakia or North Macedonia have not yet followed
suit in introducing reformed ISDS provisions in their own newly negotiated bilateral
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investment agreements, it can be expected that due to the EU built-in mechanisms for unifying
the approach towards foreign direct investment, the continuing EU enlargement and
integration will ensure a more speedy reform process encompassing all its current and future
member states.
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Abstract

In light of the emergence and increased sophistication of hybrid threats that started to
dominate the security landscape in the past decade, the need to strengthen resilience of
European states and societies against this sort of threats got a special urgency. Disinformation
and “fake news” spread online have a potential to undermine the foundations that the European
democracies are built upon. Their audience is targeted mostly by various webpages and social
media. Therefore, in order to resist in a hybrid warfare, effective cooperation with the
technological giants in charge of the Internet search engines and social media platforms is a
must. EU leaders, aware of this fact, adopted several soft-law documents for that purposes,
most notably the Action Plan on disinformation. The tech giants agreed to commit themselves
to the Code of Practice against disinformation. This contribution explores what tangible
outcomes has the cooperation yielded so far and what are the most salient leftovers that remain
to be tackled.

Keywords: Disinformation, fake news, hybrid threats, social media

JEL Classification: F55, K24, 033

1. Introduction

Disinformation and fake news are not new topics in the EU. They have appeared numerous
times. Before Poland and other central and eastern European states joined the EU, there was a
spread of fake news and disinformation about a cheap labour that will prevail instead of a local
one. There is still a massive disinformation campaign in the ongoing conflict in Ukraine and
fake news connected to migration crisis.

The disinformation problem did not come out of the blue: it is an ongoing trouble that occupies
governments across the whole continent. This very problem of disinformation and so-called
fake news seems to begin with a definition. For many people they represent abused terms and
are so often labelled as an opinion protected by a misunderstood notion called freedom of
expression. One of the approaches to fight disinformation and fake news online might be
private censorship, which means restrictions in the social media world. However, this brings
only more disputes into the debate of how to deal with this problem (Regulating disinformation
with artificial intelligence, 2019, p. 8). Nearly a half of the new EU member states had a painful
experience with censorship in their lands during the communist times until the Annus mirabilis
(1989), when censorship disappeared with great parade.
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The palpable questions are: should the national states stand alone and deal with this ongoing
trouble, or should they rally under the EU flag? And where is the borderline between freedom
of expression and disinformation? This debate about restricting freedom of speech on the
internet seems to have an impact on societies much more than a debate how disinformation
and fake news pose a threat to them. Due to this lack of understanding between the old and
new member states, one could say this environment fits no one - no one except disinformation
and fake news authors.

In the light of recent events, mainly parliamentary and presidential elections, the Cambridge
Analytica affair and many others, the EU has put an enormous effort into staying behind to
fight the disinformation scene. The first step to tackle this issue took place in September 2018
when the representatives of social media platforms such as Facebook, Google, and Twitter
agreed on a self-regulatory Code of Practice to deal with the spread of fake news and
disinformation online. For the very first-time, social media online platforms agreed to regulate
standards to tackle fake news and disinformation. The reason to take action was very simple:
the upcoming European Parliamentary elections in 2019. Above all, there was, from a certain
point of view, threat to European democracy and liberalism. This threat was represented by
omnipresent populist movements across the Union, causing confusion and misuse of social
media online platforms.

Nevertheless, this very paper focuses on a recent topic on how the EU tackles with
disinformation and fake news and what success it has achieved in this field. Because of the
challenges described above, the Commission called upon all the signatories of the Code of
Practice to implement the actions and procedures identified in the Code (European
Commission, 2018, p. 8-9). The authors of this paper explore what tangible outcomes has the
cooperation yielded so far and what are the most salient leftovers that remain to be tackled.
For the purposes of this research, the authors employ a method of qualitative content analysis
of open source materials collected by desk research.

2. Commitments under the Code of Practice against Disinformation

In Spring 2018, a year before the European Parliament elections, the Commission adopted a
communication called “Tackling online disinformation: a European approach”. The document
reiterated the urgency of effective response to the challenge posed by disinformation spread
online. The malicious potential of this threat was further increased given the approximating
European elections. Several voices had indicated that election meddling attempts
instrumentalizing social media and other digital platforms were to target the 2019 election,
with the underlying objective of undermining liberal democratic order on the EU level. EU
policymakers, aware of this risk, started to design initiatives to strengthen resilience against
online disinformation in general — and the ones aiming at 2019 EP elections in particular.

In order to give effect to the strategic resolutions envisaged by the abovementioned
communication, they drafted — in collaboration with the private sector and other relevant
stakeholders — a so-called “Code of Practice against Disinformation”. This codex entailed
various areas of combating disinformation, that further translated into a list of specific
commitments. Private sector organizations (social media platform providers and other digital
giants) were to subscribe to the Code of Practice and, while respecting the roadmap drafted by
the Commission, to present a list of concrete steps and actions that they agreed to undertake in
the respective segments of online resilience.

In the following paragraphs, we will foreshadow what were the most significant commitments
included in the Code of Practice. Firstly, the signatories of the Code of Practice promised to
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scrutinize the placement of advertisement. This commitment is particularly salient since in the
past, revenues from online advertisement were often yielded by subjects spreading fake news.
This commitment aimed at limiting placement of advertisement on websites belonging to
purveyors of misleading content.

Besides the focus on demonetization of advertisement on disinformation platforms, the Code
of Practice also concentrated on the political and issue-based advertising. In this case,
emphasis was put on the need to distinguish political advertising from editorial content — and
the corresponding necessity to make this distinction manifest even to the general public by
special visual labelling. Political and issue-based advertising should thus generally be possible,
only provided that the piece of advertisement is identifiable as such and the information
regarding a sponsor and an amount spent are made available to users (European Commission,
2018a).

Another area of commitment was the so-called “integrity of services’, in practice referring to
efforts targeting the fake accounts, use of automated bots to imitate physical users,
misrepresentations, and impersonations. Policies developed to increase the standard of
verification and identification methods were to be adopted by the signatories of the Code of
Practice (European Commission, 2018a).

The Code of Practice also intended to provide more agency to the consumers who should be
empowered to apply their own judgment when accessing online content. Special markers
(indicators of trustworthiness), created in cooperation with the news community, were to be
putin place to further that goal and enable the customers to make informed decisions regarding
the veracity of information they encounter online (European Commission, 2018a). Each
signatory committed to design such tools that could be applied on the online platform they run.
Moreover, online search engines and social media feeds should be equipped with instruments
to prioritize authoritative, authentic and relevant content. Last but not least, the signatory
companies committed to incentivize research of technological tools to enable users to find
different perspectives about the issues of public interest (European Commission, 2018a).

The Code of Practice signatories also committed to support independent researchers (fact-
checking community, etc.) in their efforts to track and analyze disinformation; and to host
events to facilitate dialogue and exchange of best practices between representatives of the fact-
checking community, academics and members of the value chain (European Commission,
2018a).

The Code of Practice not only listed and described the respective actions to be carried out by
its signatories, but also endorsed mechanisms for regular feedback and reporting back to the
Commission on the measures taken (European Commission, 2018a.

3. Analysis of the Fulfilment of the Commitments

The Code of Practice would have become a mere set of dead letters had it not been followed
by real action taken by the signatories to ensure its proper implementation. In the three
following sub-chapters, we present the overview of the most substantial tangible steps the three
leading tech giants have undertaken in order to fulfil their commitments under the Code of
Practice.
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3.1. Google

Google signed up to the Code of Practice on 10 October 2018. It subscribed to all of the 15
commitments within the five areas of the Code of Practice. By the end of 2018, Google issued
a “baseline report’, in which it summarized its initial compliance with the Code of Practice
commitments. In Spring 2019 in a lead-up to the European elections, scheduled to be held at
the end of May, Google was supposed to update the Commission on the measures taken in the
respective areas of commitments on a monthly basis. In the following paragraphs, we provide
a summary of the measures and policies enacted by Google to ensure fulfilment of its
commitments under the Code of Practice.

Google employed several measures to scrutinize advertisement. These policies examine firstly
the ads themselves, secondly the ad hosting websites that the ads appear on. Google Ads
Misrepresentation Policy “prohibits ads that intend to deceive users by excluding relevant
information or giving misleading information about products, services, or businesses” (Google,
2019; 2019 a; 2019b; 2019c¢; 2019d; 2019¢). This includes attempts to pretend a false identity
or credentials; or promising improbable result to visitors of platforms where these ads are
placed on. AdSense Misrepresentative content policy establishes a network of digital
publishers who are “prohibited from a provision of misrepresenting, misstating or concealing
information about themselves, their content or the primary purpose of their web property”
(Google, 2019; 2019 a; 2019b; 2019c; 2019d; 2019¢).

Apart from the two previous policies that specifically target advertisement or their platform
providers, ads with a potential misleading content are also subject to the following policies:
Valuable inventory policy and Google Ads Inappropriate content policy. The former refers to
pages with more advertisement than actual publisher-provided content or pages that expose
content generated automatically without any manual alteration. The latter deals with ads
entailing content that could incite hatred or violence or be discriminatory towards marginalized
individuals or groups based on their inherited features (Google, 2019; 2019a; 2019b; 2019c;
2019d; 2019e).

Google, since it also owns YouTube, applies its advertisement scrutiny policies also on this
online platform, employing measures such as the YouTube Partner Programme or the
Advertisement-friendly content guidelines that further the similar aims as the measure applied
on its flagship Internet search engine (Google, 2019; 2019a; 2019b; 2019c; 2019d; 2019e).

In respect of political and issue-based advertising, Google has employed labelling of political
advertisement that clearly distinguishes it from other (eg. editorial) content. In an effort to
strengthen resilience of the European Parliamentary elections, it also introduced verification
requirements to increase transparency of the pre-electoral campaigns. Special infoboxes
attached to political ads mentioned who paid for such an advertisement. Moreover, Google,
inspired by the experience from the past American midterm elections, compiled the “Election
Ads Transparency Report” to provide a concise overview of the political advertisement
landscape in the lead-up to the EP elections (Google, 2019d; 2019e). A special “ad library”
was composed with a purpose of enabling researchers as well as the general public to inspect
and download data on who purchased advertisement and toward whom these ads targeted
(Google, 2019d; 2019¢). Google also put in place requirements to be met by the advertisers
in respect to documenting their identity and establishment.

Generally, we can observe that while Google undertook several successful steps to increase
political ads transparency, especially in the pre-electoral period, in terms of issue-based
advertisement, the measures adopted have been lagging behind (European Commission, 2019).
Also, while the political advertisements themselves were exposed to thorough examination via
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several Google-run programmes and the demonetization efforts have yielded tangible
outcomes, focus on the websites hosting ads has proved not to be sufficient (European
Commission, 2019).

In an effort to combat the use of automated bots and misrepresentation, Google carried out
efforts to remove content that employs false identities or other untrue substantial information.
Google also attempted to avoid creation of “bad accounts” by developing tools to identify such
accounts and shut them down. Webmaster Guidelines for Search and Community Guidelines
on YouTube obliges its users to observe these principles on this video platform also (Google,
2019; 2019a; 2019b; 2019c; 2019d; 2019¢). Nonetheless, besides closing down fake accounts,
Google should concentrate more on revealing the link between automated bots and
disinformation (European Commission, 2019).

Already in 2016, Google endorsed measures to empower the users by incorporating the Fact
Check label into Google News and Google Search to reward digital content providers who
abide by the Google fact-checking policies. (Google, 2019). By employing tools such as the
Fact Check label, trustworthy online content has become more distinguishable to the users.
According to the self-delivered reports by Google, the Google Search algorithms are devised
in a way to prioritize authoritative, experience-based and trustworthy search results. A “full
coverage” feature enables users to approach related content from a vast array of other
publishers, thereby to be confronted with different perspectives. Google also upheld its
commitments in the area of media literacy and digital literacy, eg. by involvement in the "Be
Internet Awesome” campaign (Google, 2019).

In respect to the 2019 EP elections, Google rolled out several products developed specifically
for the purpose of letting voters orientate better in the electoral landscape. These tools entail
the "How to Vote” search feature, candidates infoboxes, infoboxes on parties participating in
the elections and on the European Parliament as such (Google, 2019d; 2019¢).

It collaborates with the network of independent fact-checkers IFCN (International Fact-
Checking Network) and supports the efforts to create a global fact-checks database
(DataCommons project). With the IFCN, the special project “Fact-Check EU” was launched
(Google, 2019; 2019a; 2019b; 2019c; 2019d; 2019e). Furthermore, Google has been
promoting research financially and supported several training sessions with the relevant
stakeholders (journalists, NGOs” representatives etc.) in order to get them familiarized with
the recent trends in the disinformation landscape. Despite these efforts however, Google still
has a significant room for improvement in respect to the provision of data to the research
community and in establishing effective and permanent channels of cooperation with
representatives of the research community (European Commission, 2019a).

3.2 Facebook

Upon becoming a signatory to the self-regulatory EU Code of Practice on Disinformation in
October 2018, Facebook committed to uphold all its objectives devised to address the spread
of online disinformation and fake news. Nevertheless, the online platform is reported to have
approached the five clusters of commitments with a varying level of success (European
Commission, 2019).

Based on the annual self-assessment report from September 2019, Facebook has made
significant progress in the area of scrutiny of ads placement and identifying and archiving
issue-based and political advertising (Facebook, 2019e). Following the provisions of the EU
Code of Practice, Facebook established an Ad Library, which catalogues advertisements that
are running on the platform and provides data on the advertisers’ paid content and financing.
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A more strenuous approach is taken towards the category of political advertisements, which
are archived in the Ad Library for the period of 7 years (Facebook, 2019d; 2019e).

However, some countries reported that they detected several cases in which political
advertisements were not labeled appropriately, particularly those referring to local elections or
other polls that occurred at the same time as the European elections. This suggests that the ads
transparency tools introduced by Facebook with the aim to identify and correctly label political
and issue-based advertising focused predominantly on the European elections, while the
procedure was not sufficiently extended to beyond this event (European Regulators Group for
Audiovisual Media Services [online], 2019, p. 13).

Furthermore, according to the European Commission’s own assessment, there is a notable
insufficiency in the quality and scope of contextual data provided by Facebook (European
Commission, 2019). More specifically, data on paid political speech, paid trolls, and bought
engagement need to be included in order to provide a satisfactory degree of transparency
(Pamment, 2020, p. 6). With regard to the functioning of the Ad Library, the database allows
the users to perform keyword searches but provides incomplete data when a specific country
or region is entered, which also hinders the efficacy of the transparency tool and provides room
for further improvement (European Regulators Group for Audiovisual Media Services
[online], 2019, p. 12).

According to the annual report, Facebook has also made notable effort in the area of identifying
and labeling disinformation and fact-checking (Facebook, 2019¢). Since signing the EU Code
of Practice on Disinformation, Facebook has continued to expand fact-checking partnerships
across the member states of the EU including Spain, Poland, Portugal, Greece, Northern
Ireland, Croatia and Lithuania, which it considers a significant improvement (Facebook,
2019b; 2019d; 2019e).

In its baseline report from January 2019, as well as the subsequent monthly reports, Facebook
notes that when fact-checking partners mark a story as false, the story‘s distribution in the
News Feed is significantly reduced, which consequently leads to an 80 percent decrease of its
future views and reduces economic incentives for spreading fake news (Facebook, 2019;
2019b; 2019c; 2019d). Similarly, Facebook reported that it has successfully reached the
optimal balance between reducing the distribution of disinformation and preserving free
expression. In its annual report, Facebook accentuated the improvement in its machine learning
capabilities, which has led to more effective efforts to locate false information and identify and
remove fake accounts that contribute to its spreading (Facebook, 2019¢).

However, the quality of Facebook’s monitoring tools and the comprehensiveness and access
to data has been questioned by the European Commission, which concluded that the current
state of the information provided does not allow for an effective identification of malign actors
who targeted the individual Member States and that cooperation with independent fact-
checkers should further intensify (European Commission, 2019). Therefore, more attention
needs to be paid to designing tools that ensure that fact-checked data are made accessible to
the public in a feasible manner and are integrated into the platform itself, which would allow
for a better understanding of the actual impact fact-checking has on Facebook users (European
Commission, 2019; Pamment, 2020, p. 7).

The Commission also noted that Facebook needs to provide a more sufficient explanation to
how removing fake accounts has limited the spread of fake news and disinformation in the EU,
given that the majority of fake accounts are created with the aim to spread commercial
advertisements (European Commission, 2019; Pamment, 2020, p. 9). Moreover, unsatisfactory
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progress has been made regarding the development of mechanisms to increase the transparency
and credibility of websites hosting ads (European Commission, 2019).

With regard to monitoring disinformation, the self-assessment report published by Facebook
also mentions continuing efforts to place contextual labels on specific types of content that
have been marked as misleading by the third-party fact-checkers, including written text but
also videos and photographs (Facebook, 2019¢). As part of its successful mechanism to help
tackle the spread of disinformation and educate the users, Facebook lists three main features.
The first feature is based on notifying users and page-owners who have shared or are about to
share labeled content that it has been rated as false or partially untrue. The second feature
revolves around providing links to related articles that explain why has the specific content
been labeled. The third feature named 'Context Button' provides users with more information
and a wider context of the labeled links appearing in News Feed and their publishers
(Facebook, 2019a; 2019e).

According to Facebook, the combination of the three aforementioned features not only ensures
greater transparency and control for Facebook users over the content they receive and share,
but also leads to an improvement in media literacy (Facebook, 2019e). Furthermore, in line
with the EU Code of Practice on Disinformation, which states that: “Signatories commit to
partner with civil society, governments, educational institutions, and other stakeholders to
support efforts aimed at improving critical thinking and digital media literacy” (European
Commission, 2018a), Facebook provided support to its fact-checking partners to realize a
media literacy campaign that was launched in all members states of the EU, created a Digital
Literacy Library that offers online lessons designed to help develop critical thinking to young
people aged 11-18, and cooperated with regional digital media literacy programs such as the
German newspaper Zeit or the Digital Youth Forum in Poland (Facebook, 2019c; 2019e).

Although Facebook proved to be reasonably active in the sphere of improving media literacy,
the European Commission noted that similar progress should be made in the area of
cooperation with independent researchers (European Commission, 2019a). Facebook’s current
mode of operation relies on a close cooperation with independent experts to produce unbiased
analyses of its takedown data for public review (Facebook, 2019¢). However, the data provided
by Facebook are not utilized to their full potential, which can be partly attributed to an enduring
lack of consensus over which specific datasets should be researched and under which privacy
and security provisions should the research be conducted (European Commission, 2019a;
Pamment, 2020, p. 10).

Despite the shortcomings that were identified in the area of content labeling transparency, data
quality and research community empowerment, Facebook made tangible progress in
addressing the spread of disinformation and fake news compared to the situation before
October 2018. Nonetheless, the adoption of the EU Code of Practice on Disinformation
represents a first step rather than a definitive solution to the issue and, as concluded by the
European Commission, the success of the efforts depends on a long-term commitment of
Facebook, as well as other online platforms, to ensure greater transparency and to encourage
independent research (European Commission, 2019; 2019a).

3.3. Twitter

As one of the social media platforms signatories, Twitter has joined the crew and provided
updates on its policy. In February 2019, Twitter policy about political campaign was expanded
to cover all EU member states. This policy provided public insight on who is running a political
campaign on Twitter with a focus on ads purchased by a national or European party, ads
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purchased by a candidate, and ads that advocate for or against a clearly identified candidate or
party (Twitter, 2019, p. 10). Twitter accounts will be challenged if the following three
categories of manipulative behaviour and content will be shown: “1. misleading information
about how to participate in an election or other civic event (how to vote etc.); 2. voter
suppression and intimidation in the meaning that users cannot share false or misleading
information intended to intimidate voters from participating in an election; 3. false or
misleading affiliation, mainly that users cannot create fake accounts which misrepresent their
affiliation or share content that falsely represents their affiliation to a candidate, elected official
or a political party” (Twitter, 2019, p. 17-18).

In the time of European Parliamentary election campaign, Twitter has published monthly
reports to highlight its updates on election integrity. Let’s have a look on EU Political
Campaigning Ads policy. According to Twitter‘s new policy, political content which includes
political campaign advertisers must complete a certification process. Twitter, in its monthly
reports, provided a number of rejected ads from targeting member states and political
campaign advertisers for the EU Parliamentary elections that did not complete the certification
process.The total number of these rejected ads is around 600. According to the objectives of
the Commission, Twitter has changed its rhetoric and took part in action against
disinformation: "We believe we have a responsibility to protect the integrity of election
conversations from interference and manipulation and we therefore prohibit attempts to use
our services to manipulate or disrupt elections” (Twitter, 2019, p. 15).

Due to the recent progress, Twitter has taken down many influence operations, some of them
from Russia, others from Iran, China and Saudi Arabia. Nevertheless, there is still a need for
further research on how many and which accounts were acting in the disinformation scene
(Pamment, 2020). During the period from 1% of January until 31% of August, Twitter has
challenged about 126 025 294 accounts and in the same period of time, 4 544 096 users
reported spams after Twitter users received interaction from a suspected spam Twitter account
(Twitter, 2019, p. 19-22).

Progress like this with these measures was possible only on the EU level of governance. It is
highly unexpected that a national state would achieve such objectives as the EU did. These
activities were carried out in the need to protect the European Parliamentary elections and so
it could be understood as the first step to tackle this complicated issue. Disinformation and
fake news are present in many other topics i.e. migration crisis or health issues through
vaccinations, so this fight is far from over.

4. Conclusion

It has been shown that the extent of actions taken by the three online platforms to bring their
commitments under the Code of Practice to completion vary significantly. Correspondingly,
discrepancies in implementation of the specific policies devised by Google, Facebook and
Twitter in order to address the spread of disinformation, the level of cooperation with third-
party actors, and insufficient quality and breadth of released data prevail across all three
platforms.

The self-assessment reports produced by the three signatories, the evaluation carried out by
the European Commission, and the analyses realized by independent actors (European
Regulators Group for Audiovisual Media Services [online], 2019; Pamment, 2020) suggest
that Google, Facebook, and Twitter made notable advancements in the implementation of the
Code’s provisions, particularly in the area of improving media literacy and political ad
labeling, particularly in the case of Google and Twitter.
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However, the shortcomings identified in the policies and schemes adopted by the online
platforms are far from marginal. The areas include the transparency of content labeling,
especially in the context of political ads in the case of Facebook, an insufficient emphasis on
websites hosting ads in, particularly in the case of Facebook and Google, and the lack of focus
on data quality and empowerment of the research community.

It remains yet to be determined if the three information technology giants will put a sufficient
effort into addressing these inconsistencies in the long term and whether these shortcomings
will actually prove a significant hindrance. It is, however, evident that compliance with the
provisions of the Code of Practice represents only an initial step in the joint efforts to enhance
the EU's resilience to the spread of fake news and disinformation.

The new European Commission has already indicated that tackling online disinformation on
search engines and social media platforms will continue to be its utmost priority. The Work
Programme of the Commission and the recently revealed digital strategy both foreshadow that
by the end of 2020, the "Digital Services Act” legislative package and the "European
Democracy Action Plan” shall further tighten the rules for the tech giants and expose them to
stronger public oversight (European Commission, 2020; 2020a). For the purposes of future
research, it will be interesting to observe how the EU’s regulatory approach evolves, whether
the employment of voluntary tools such as the Code of Practice will continue or if the EU will
resort to more stringent instruments (regulations, directives) to harmonize the rules and ensure
compliance.

The need to tackle the growing presence of disinformation in European online landscape may
eventually put the two sides of the process even in juxtaposition, with the online platforms
serving as media allowing the spread of this phenomenon and, to a certain extent, as advocates
of free expression and the European Union as a regulator. The efforts to mitigate the negative
effects of online disinformation have the potential to be successful only if the two
counterparties refrain from facing each other in an uneven contest like the eponymous David
and Goliath and, instead, contrive a way to utilize the synergy between them to achieve a
higher level of cooperation.
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Abstract

The European Union (EU) is preparing for its future, just like other players in the world
economy. European Strategy and Policy Analysis System’s (ESPAS) analyses have become the
basis of its reflections on the main trends that will accompany the transformation of the global
economic environment by 2030 and shape a new world order. The paper aims to map and
compare the regional approaches of the EU with the approaches of other entities at the global
level and level of the multinational companies and to evaluate their penetration and specifics.
Above all, they will shape policy directions that confront the EU and its external environment
(the world). The three listed components form the content of the three main sections of the
article.
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1. Introduction

When we published an article in 2008 on the future of the European Union (EU) in the context
of the new regionalism (Cihelkové, Hnat 2008), we probably did not even appreciate how big
issue will soon become the EU’s future in connection with dynamic developments in the world,
transformation of the global economic environment and its openness to external political,
environmental, technological, legislative and other impacts. While we were aware of the link
between the future of the EU and not only one (regional integration), but also other general
trends in the world economy (mainly globalization), we did not think about the effects of these
trends to change the world economy and thus the global business environment, the need for
organizations (businesses) to adapt radically their strategies, structures and processes to the
emerging world order, as well as the implications of these trends and impacts for employees
themselves (reorganizing work processes, shaping the “creative class”, changing the leader
model, etc.).

In the context of the new scientific project for the years 2020-2021 International Business
Environment — Concept, determining current changes and megatrends of future development
(with emphasis on phenomena of quantification and firms responses), we therefore aim in new
conditions, among other things, to explore trends/megatrends of the future development as
a challenges for the necessary responses of organizations/companies and management training
of a new type and thus contribute to the evaluation of these emerging and strengthening
trends/megatrends, conceived by entities of different levels, as a basis for internal corporate
actions and personnel training.
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The purpose of this paper is to be the first step on this path. It will focus on the EU’s perception
of these global trends and megatrends that will affect its own future. The global trends
identified by the EU will be compared with the concepts of the other two organizations, located
at different levels of governance, with the aim of identifying to what extent their approaches
coincide/differ. Finally, we will outline the changes that bring these global trends/megatrends.
In accordance with the outlined goals of the paper, we will try to answer three research
questions: Does the European Strategy and Policy Analysis System (ESPAS) provide
sufficient resources and data for a deeper analysis of global trends/megatrends and their
application to the future of the EU? To what extent do the global trends defined by ESPAS
reflect global forces and megatrends, conceived by two other randomly selected organizations
operating globally? What challenges will global trends pose to the response of organizations
(the corporate sector)?

2. Literature, Data and Analytical Basis for Exploring the Future of the
EU

ESPAS is an inter-institutional program whose mission is to strengthen the European Union’s
administrative capacity to identify and analyze major global trends and challenges, assess their
consequences and the resulting policy changes that decision-makers will face and that are
likely to confront in the coming decades Europe and another world. It represents the basis for
cooperation and consultation among the officials of the European Parliament, the European
Commission, the Council of the EU and the European External Action Service. Together with
the European Investment Bank, the Committee of the Regions, the European Economic and
Social Committee, the European Union Institute for Security Studies and the European Court
of Auditors as observers, these institutions are working on medium- and long-term trends
facing or to the European Union. (ESPAS 2020)

ESPAS was initiated in 2010 by a pilot project launched by the European Parliament. As part
of the preparatory work for the launch of the project, a general report from the European Union
Institute for Security Studies (EUISS) on overall global trends was commissioned and
submitted in 2012. In the same year, three research reports from leading think tanks were
requested — the Centre for European Policy Studies (CEPS), RAND Corporation, FRIDE and
Chatham House — on three specific fields (economics, society, geopolitics), which were
completed and submitted in 2013 under the supervision of three ESPAS inter-institutional
working groups. All work was discussed and reviewed at annual conferences (in 2011, 2012
and 2014). (ESPAS 2018; ESPAS 2015)

The EUISS report (2012) evaluated the EU’s political and economic environment. It has
identified several global trends that will shape the world by 2030: empowering the individual,
which can contribute to a growing sense of belonging to the human community; the emphasis
on sustainable development related to greater resource scarcity, persistent poverty and the
consequences of climate change; the development of a polycentric world that could be
characterized by a shift of power beyond national borders; a growing gap in governance as
a mechanism for interstate relations that may not meet global public requirements. The
research report on the CEPS (Gros, Alcidi, 2013) focused on a set of critical economic factors
that will shape future growth at a global level and tried to project their possible development
into EU conditions. The RAND Corporation report (Hoorens et al., 2013) identifies a number
of trends related to the growth of the new global middle class, increasing and aging population,
employment and changing labour market, evolving patterns and impacts of migration,
connected societies and empowering individuals. Each of these trends can lead to different
long-term consequences for European Union’s society. Increasing inequality and more
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vulnerable groups, the effects of the new global consumer class, adapting to the new
demographic reality and opportunities for individual empowerment, but also the risks of
division, are most likely. The latest research report by FRIDE and Chatham House (Grevi,
Keohane, Lee, Lewis, 2013) shows that the EU will become a fragile place in 2030 as a result
of increased economic dependency, the spread of power around the world and undermining
the potential of raw material security, climate change and technological innovations. This will
shift the power of the world — measured by economic and scientific outputs, demographics,
and armaments — from the west to the rest of the world.

The four reports became the starting point for the ESPAS summary report, which was issued
in March 2015. It is an essential document Global Trends to 2030: Can the EU meet the
challenges ahead?. It analyzes global trends that will affect the world by 2030, as well as
structural revolutions that make the world more complex, fragile and unpredictable. For the
EU, these phenomena will present unforgettable challenges for the future. The five global
trends are: 1) Humanity is getting older and richer with the growing middle class and
deepening inequalities. 2) Economic weight and political power are shifting to Asia. The
sustainable development of the world economy is increasingly vulnerable to the challenges
and weaknesses of the globalization process. 3) The revolution in technology and its
applications changes society in almost all aspects. Digitization is an attacker with the
consequences of radical disruptive changes. 4) Managing scarce resources is becoming an
increasing challenge, with increasing energy consumption and shifts in production models.
5) The interdependence of countries that have become a reality of global life does not suit
strengthening global governance.

These trends will mean a three-way revolution: economic and technological; social and
demographic; geopolitical. These revolutions will have both positive and negative
manifestations, arising in an atmosphere of uncertainty, volatility and systemic risk. Examples
include a truly inclusive digital revolution, a positive energy revolution, a transformed
transatlantic relationship, a renewed multilateral system on the one hand, and major financial
and monetary crises, epidemiological and energy crises, conflicts in the Asia-Pacific region,
etc. on the other side. (ESPAS, 2015)

We will consider the trend/megatrend categories as key categories for further research.
Although neither of them is unambiguously accepted by definition, the term “trend” will mean
the development tendency/direction of a rather long-term process of some kind of change. The
“megatrend” is more widely accepted as a long-term process of global transformation with
a significant impact on all actors in the global community, see e.g. Hay Group (2014b). We
will continue to work with this definition, supplemented by the ideas of M. Havranek and
O. Pokorny (2016). These authors consider megatrends to be “transformation processes that in
the longer term affect our thinking, activities, company organization, and the future reality of
the world. The megatrend has been developing for a long time ... and is mostly a collector of
a number of mutually supportive and complementary (partial) trends. Megatrends are strongly
influenced by each other, and their dynamics are usually driven by the combined action of
internal drivers, which represent new paradigms of change with a likely impact on political
decision-making, economic relations, environmental processes, future strategy development,
innovations and technology. ”

3. Comparison of EU Global Trends with Global Forces and Megatrends
of Selected Organizations

In order to answer the second research question, we looked for other organizations that project
long-term trends, respectively their impact on the change in the world economy and thus on
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the global business environment. These include, for example, the Technology & Innovation
Management Practice (London) — see Eagar, Boulton, Demyttenaere (2014), Commonwealth
Scientific and Industrial Research Organization (Brisbane) — see Hajkowicz et al. (2016), or
Ipsos MORI (London) — see Atkinson, S. (2019). However, they also include many
organizations and companies such as: Hay Group/Z-Punkt, as a subnational entity, and Donor
Committee for Enterprise Development (DCED), a supranational entity.

Hay Group is a global human resources consulting firm based in Philadelphia, USA. It
specializes in transforming organizations, providing services in the area of personnel strategy.
(Korn Ferry, 2020) Z-Punkt is a leading international company for strategic issues of the
future, based in Cologne, Germany. It helps businesses to cope with future forecasts. As a team
of experts on future trends and research, it develops projects for multinationals, innovative
SMEs and public sector clients. (Z-Punkt, 2020)

In 2014, Hay Group/Z-Punkt formulated six megatrends that will affect the world, see Table 1.
The megatrends were listed in Leadership 2030: The six megatrends you need to understand
to lead your company in the future. Emphasis was placed on understanding their causes and
consequences at three levels: the business environment, organizations and executives and their
teams. Since megatrends do not act in isolation but in parallel, their impact on entrepreneurs
is intensifying. (Vielmetter, Sell, 2014) Based on the characteristics of megatrends,
conclusions have been drawn about what organizations and leaders need to do to succeed in
the world markets in the future. (Hay Group, 2014b; Hay Group, 2014b)

DCED is an international platform for the exchange of experience and cooperation between
implementing agencies and institutions (e.g. IFC, UNHRC) on private sector involvement in
foreign development cooperation projects. It is a group of donors and intergovernmental
agencies (including the European Commission, UNCTAD and private foundations) focused
on private sector development. DCED aims to reduce poverty, increase economic
opportunities and self-sufficiency in the business sector and businesses. He developed the
Standard for Results Measurement, which provides a practical framework for programs to
monitor progress towards their goals and better measure, manage and present program results.
(ORS, 2015) In 2015, DCED contributed to the formulation of the four disruptive global trends
listed in Table 1. They were specified in No Ordinary Disruption: The four global forces
breaking all the trends, published by the American McKinsey Global Institute (Dobbs,
Manyika, Woetzel, 2015).

These global forces limit foreign investment, market development, undermine business
motivations, and push firms into an informal environment. They will therefore require the
business environment reforms that will be needed wherever there are weak regulatory
institutions, excessive taxation, lack of competition or an unstable political environment. The
reform needs to be implemented especially in relation to national industrial policy (if any) and
a broader analysis of the conditions of growth and its barriers. DCED also emphasizes the need
for sectoral, respectively a sub-sectoral approach to reform, analysis of global value chains and
the role of supplier capacities within these chains. Strengthening the capacities of national
regulators should be a key change. (Luka$, 2015)

The comparison of the main trends/megatrends projected at three levels — subnational, regional
and transnational — shows:

- All three organizations coincide in three megatrends, namely a changed technological
environment (including an increasing digital lifestyle), a changed physical environment
and a changed demographic environment.

- Two organizations intersect with the megatrend of accelerating globalization (ESPAS,
Hay Group/Z-Punkt) and increasing global connectivity (ESPAS, DCED). Since the
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relationship between the two megatrends can be considered a cause and effect, we can
also think about one megatrend.
- Only Hay Group/Z-Punkt consider individualization and the values of pluralism,
although EUISS (2012) and RAND Corporation reports (Hoorens et al., 2013) have
already pointed out the tendency to empower individuals.

Table 1: Comparison of Trends/Megatrends Projected by Hay Group/Z-Punkt, ESPAS

and DCED

Hay Group/Z-Punkt

ESPAS

DCED

Accelerating globalization
(globalization 2.0).

Challenges and weaknesses of
globalization

- jeopardize sustainable
development in the world;

- shifting economic weight and
political power to Asia.

There is a growing
interdependence of countries that
are inconsistent with

- strengthening global
governance;

- increasing fragility and
unpredictability of world order.

Increasing global
connectivity.

Demographic change.

Humanity is aging and getting
rich

- the middle class is growing;
- inequalities in the world are
spreading.

Aging population.

Climate change, its
environmental impact and
resource scarcity.

The scarcity of resources is
increasing — with increasing
energy consumption and shifts
in production models.

Industrialization and
urbanization.

Technology convergence.
More and more digital
lifestyle.

Revolution in technologies and
their applications — the whole
society transformation.

Disturbing technology.

Individualization and
values of pluralism.
Source: Own adjustment.

4. Megatrends as Challenges for Organizations to Respond

The main trend that affects and will continue to influence the world economy is globalization.
However, according to Hay Group (2014a), the nature of this trend is changing. By shifting
the global balance of power towards Asia and the rise of the global middle class, it will grow
into so-called globalization 2.0. The shift in the balance of power around the world will be
driven by the increasing impact of Asian economic models and management practices and
increased trade between emerging/developing countries. The global middle class is also
increasing, with consumption trends converging worldwide, but consumer values vary across
countries and groups of countries. Middle-class consumption is unevenly distributed across
regions, giving regional markets a distinctive and unsystematic approach. Within regions,
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people are regrouping (this is the so-called local re-regionalization, which is one of the features
of the newly forming economic order). As globalization grows, countries’ interdependence
and global connectivity are increasing. The growing interdependence of countries is not
proportional to the degree of global governance achieved, leading to weakening and
unpredictability of the world order. Greater interconnectedness of the world brings greater
volatility of markets, increases the likelihood of financial crises and cyberterrorism.
Globalization, but also other influences, is associated with a change in the demographic,
physical, technological and systemic environment of the world economy, which is briefly
characterized below, in particular on the basis of ESPAS (2015), Missiroli et al. (2015) and
Hay Group (2014a).

Changes in the demographic environment are linked to the demographic differences of macro-
regional, regional, but also between a group of developed and emerging and developing
countries. The world’s total population is growing, but is also aging. In developed countries
and China, life expectancy is rising, but the population is stagnating or declining, while in
developing countries populations are growing considerably. Developed countries experience
a lack of educated forces as well as the pressure of social security systems. Migration flows to
these countries will increase, not only as a result of moving people from countries with larger
populations to countries with smaller populations, but also as a result of increasing armed
conflicts, disasters and economic problems. The “brain drain” becomes a “brain cycle”, which
means that the number of migrants returning to their country of origin after a certain period of
time in order to accelerate their development.

The change in the physical environment is manifested in particular by the increasing scarcity
of resources and damage to the environment. As developing countries become more
industrialized and demand for energy and raw materials is increasing, so does the lack of
strategic resources such as fossil fuels, minerals, but also water. This depletion of resources,
possibly research into their substitutes, will inevitably lead to higher prices for these
commaodities, competition between their producers, including foreign investors, but may also
lead to regional and global conflicts. With increasing industrialization in the world economy
and increasing volumes of industrial and other waste, environmental problems will also grow,
mainly due to rising CO emissions and the warming of planet Earth. Increased environmental
responsibility will be an inevitable consequence of the growing environmental global problem
and will lead to increased investment in clean technologies.

The global technological environment will also change dramatically. As a result of
miniaturization and virtualization, nano-, bio- and information technologies will converge with
the cognitive sciences (NBIC), which stimulate innovations and accelerate R&D in many
areas. The NBIC is already accelerating progress, particularly in the fields of medicine, energy,
environmental protection and production processes, and their potential for transforming other
areas is enormous. Knowledge of complex and feasible technologies will become key business
competencies, even in non-technological fields. As information technology and virtualization
evolve, more and more business is shifting to employees, especially to a growing group of
digital knowledge workers who can work anywhere and establish quick connections with both
personal and business entities. Digital tools offer cheap, easy and fast communication,
collaboration, organization and production.

The so-called system environment will also change in the world economy. These are, in
particular, the strengthening of individualization (freedom of individual choice within societies
and communities) and the values of pluralism. Careers play an increasingly important role in
seeking individuals to self-fulfilment and self-expression. This leads to greater convergence
between private and professional life, as well as the desire of individuals to integrate their
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personal and professional goals. The values of pluralism are the perception of oneself as an
integral part of a larger whole. Individualization and the values of pluralism have an impact
on employee loyalty and motivation. It is related to so-called soft factors such as recognition,
self-development, self-direction, value engagement and work-life balance, which often
outweigh traditional factors such as wages and benefits. (Missiroli et al. 2015; Hay Group,
2014a)

5. Conclusion

ESPAS, which was set up, among other things, “to provide an inter-institutional system for
identifying these trends, and to provide common analyses of probable outcomes on major
issues for policy-makers” (ESPAS, 2018), defined five global trends that will in the world to
mean a triple-type revolution. However, even after 2015, under the guidance of the
Interinstitutional Steering Group, it continues to update its knowledge base on key long-term
trends, with particular emphasis on unexpected trends or strongly revised evaluations. In this
sense, it publishes a number of very important publications to be found in the open repository
base on international strategic studies called ORBIS (ORBIS, 2020). One of the latest
publications is the study Global trends to 2030. Challenges and Choices for Europe (ESPAS,
2019).

ESPAS provides access to databases containing 350 indicators divided into 1,200 data series.
There are 16 domains (demographic trends, health, education, poverty, gender, energy and
natural resources, disasters, environment, GDP, labour, trade, funding, science, technology
and innovations, connectivity, governance and uncertainty) and subdomains containing
individual indicators. Depending on the selected indicator, it is possible to compare countries
or groups of countries, respectively relative performance of the country with the Asia-Pacific
or world average. It is possible to obtain statistical profiles, i.e. an overview of progress in the
development of a country/region through a series of selected indicators and their comparison
with the data of the previous reference year. Sustainable development goals data (SDG Data)
are also available. Information on statistical indicators presented in the data source database,
definitions, classifications used, composition of a particular group of countries and statistical
methods used in compiling and processing data can also be obtained.

This project therefore provides sufficient resources and data for our planned analytical studies
of global trends and their application to the future of the EU. Note that during the literature
search of ESPAS publications we have also registered a number of partial studies that can be
used to fulfil our ambition — to contribute to the evaluation of emerging and strengthening
trends/megatrends such as Fojtikova and Stanickova (2017) or Antal (2018).

The dynamic developments in the world and the rapid transformation of the global economic
environment are now being recognized by theoreticians and practitioners and government
experts not only in the EU, but also at the level of various agencies, world forums and global
consulting firms, as well as international organizations Hay Group/Z-Punkt and DCED
selected by us. A comparison of ESPAS’s global trends with these entities (Table 1) shows
that the projections highly converge and differ only in the emphasis on national or corporate
levels of manifestation of these megatrends, or the way in which these trends are interpreted.

The delimited megatrends mean that companies need to be sensitive to political and economic
changes in their external environment, adapt their global strategies to local markets, and set up
teams that are more culturally diversified and support cross-border and multifunctional
cooperation. Their increasing priority will be to retain employees with key knowledge and to
search for new talents to increase the company’s innovative capacity. With older people,
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women, disabled and international migrants at their disposal, businesses need to introduce new
age-, gender- and foreign-friendly employment models. Together with the implementation of
education and development programs, they will have to organize programs aimed at
transferring knowledge between different generations. Business restructuring for sustainability
and increased investment in clean technologies will be urgent to address the global
environmental problem. Companies will look for suppliers of the necessary energy and raw
materials resources and strive to achieve the best possible environmental standards. Only then
will they benefit directly from their performance and competitiveness. Finding solutions to
environmental problems will lead the organization to accept increased costs, both in terms of
raw materials and environmentally sustainable processes. The condition for their survival will
be adaptation to a new technological environment. The complexity of the NBIC will lead to
the exchange of knowledge and cooperation between businesses — an inter-sectoral
partnership; more open structures and independent organizations. Work processes will need to
be reorganized by organizations to meet the needs of individuals. They will have to create
conditions that support independent, creative work and time management, allowing employees
to gain time for their personal projects. With the creative output, a new “creative class” is
formed that does not fit in with the conventional form of leadership. Individualisation will
result in decentralized workplaces with flexible structures, project teams and higher turnover.
Hay Group (2014a)

The trends/megatrends formulated by ESPAS in 2015 are not fixed and unpredictable events.
So why do we need to pay attention to these processes despite the fact that they cannot be
accurately predicted? The answer has several dimensions. Foresight makes it possible to look
at the present from a broader perspective and understand it better. It facilitates timely corrective
action against potentially negative developments and model a positive policy environment.
Predictions of what might happen are taking open questions and forcing policy makers to
address these issues and find solutions that are in the long-term interest of society. Finally,
foresight is a key tool to help the European Union shape its future in a positive way. (ESPAS
2015)
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Abstract:

This paper describes and explains the Europeanization processes among the Central and
Eastern European advocacy organisations. The analysis focuses on the post-enlargement
phase identifying the main factors of Europeanization both on the in-put and out-put side.
Study provides a comparative analysis of four post-communist states (Poland, Hungary,
Slovenia and the Czech Republic) that have been subject to Europeanization pressures before
and after the EU accession. Employed variables such as the power resources (personnel,
finances), levels of professionalization and expertise will explain the main differences in the
Europeanization outcomes across countries, policy field and across time. Article relies on data
from a large-scale survey of organised interests operating in health care, higher education
and energy policy. The selection of policy fields is determined by their diversified redistributive
and regulatory functions. The case selection of countries provides a variety of post-communist
legacies as well as varieties of post-transition capitalisms and related diversified ways of
organising civic society.
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1. Introduction

Together with the growth of the European Union’s (EU) salience in more and more policy
fields, advocacy organisations (AOs) seek influencing supranational policy making more and
more. For the Central and Eastern European (CEE) AOs, EU institutions became crucially
important in 2004 - the date of the EU ‘big-bang’ enlargement. It does not mean they were not
present in Brussels beforehand. However only with the process of EU accession, they became
- together with other political, social and economic actors of the joining states - legitimate
agents in the legislative apparatus of united Europe. Their success in inserting themselves into
the policy making process depends on existing formal and informal ties with EU institutions
(Thiel and Ucarer, 2014). Additionally, in the past decades, the EU institutions have been
growingly responsive to the input from advocacy organisations.

Differentiating between the pre- and post- EU accession phase is legitimate from many points
of view. Formal EU membership opened numerous windows of opportunity for direct access
and influence on the supranational policy making process. The funding increased substantially
after the EU accession - the pot of money available for various types of civic society actions
was significantly richer than in the pre-accession phase. Consequently, we observed the
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unprecedented boom in associational life involvement at the supranational level in the case of
the CEE states. Consequently, this analysis focuses on the post-accession phase, trying to
identify the basic mechanisms, trends, characteristics and drivers of Europeanization. Due to
the limited scope of this research paper format, this analysis focuses on some selected items
of a larger research undertaking embracing numerous aspects and dimensions. Here we
operationalise Europeanization based on the membership in supranational (as well as
international) umbrella organisations and related variables. This stays in line with the orthodox
mainstream literature on Europeanization, and at the same time it allows to overcome some
methodological handicaps related to the conventional ways of defining Europeanization
exclusively through the lenses of EU funding. It has to be pointed out that Europeanization
takes place at the individual countries differently, but in some aspects is a distinct connection
(Kucerova, 2016). In this context it is interesting to point to the Slovenian case, in which in
the pre-accession phase the organised interests system’s dependence on external funding was
low. Accordingly, the independent effect of EU funding can be more clearly empirically
distinguished from other determinants of Europeanization (like: professionalization) in
Slovenia than in other EU new member states, where the contexts are either blurred or
collinear. Furthermore, Slovenia has several distinctive features compared to other CEE states.
For example - the transition to a capitalist economy and the new liberal-democratic order was
smoother. Secondly, Slovenia is arguably the closest of all CEE to its Western European peers.
Thirdly, Slovenia has had comparatively strong trade unions as well as long (pre-socialist,
socialist and post-socialist) neo-corporatist tradition (Maloney, Hafner-Fink and Fink-Hafner,
2018, p. 43).

Consequently, in this paper the authors describe and explain the Europeanization processes
among the Central and Eastern European advocacy organisations. The analysis focuses on the
post-enlargement phase identifying the main factors of Europeanization both on the in-put and
out-put side. The study provides a comparative analysis of four post-communist states (Poland,
Hungary, Slovenia and the Czech Republic) that have been subject to Europeanization
pressures before and after the EU accession. Article relies on data from a large-scale survey of
organised interests operating in health care, higher education and energy policy. The selection
of policy fields is determined by their diversified redistributive and regulatory functions. The
case selection of countries provides a variety of post-communist legacies as well as varieties
of post-transition capitalisms and related diversified ways of organising civic society.

2. Conceptualisation of Basic Definitions, Actors and Unit of Analysis

Defining Europeanization in a classical way, as domestic adaptation of institutions, policies
and actors as a result of the EU membership, remains in line with the conventional advocacy
literature. It looks at how the European integration process affects the interest representation
system and advocacy groups in their domestic environment. Investigating the EU’s impact,
scholars analyse its influence on domestic legislative frameworks, organised interests
population ecology, organisational development, professionalization, resources, networking,
issue salience, lobbying strategy and tactics as well as other related influence both in member
states and candidate or associated countries.

Other perspectives prefer to analyse Europeanization as venue shopping — the extent to which
domestic interest groups shift their lobbying activities to the EU level. The literature on the
Europeanization of organised interests is rich in studies testing resource-related explanations
with some attention to context at the same time (Kanol, 2016, p. 165). One of the most often
explored factors of Europeanization are resources. They may include information, material,
financial and human resources which allow the organised interest to Europeanize. At the same
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time Europeanization opens many windows of opportunity which build up resources, and
therefore they should be treated as mutually influencing with the process and phenomena of
Europeanization. However there are also studies which question these claims, suggesting that
staff resources do not have a significant impact on multi-level venue-shopping in the EU.
(Beyers and Kerremans, 2012). Others claim that Europeanization possibilities are largely
determined by the group size. Only bigger associations posses the necessary information and
expertise that the EU institutions need. It also suggests that the concentrated interests face
fewer collective action problems than the diffused interest groups, thus they are more likely to
be able to take their activities to the EU level (Kanol, 2016, p.166). But is it the type of
organisation per se, or more nuanced explanations are needed in this regards?

The available theories inform the Europeanization research in a number of diversified ways.
The institutional theoretical accounts focus on the link between the degree of access at the
national level and Europeanization. The persistence hypothesis suggests that organised
interests that entertain access and influence at the national level are more likely to lobby at the
European level. However, the more corporatist interest mediation systems, which offer
plurality of access points, are less likely to Europeanize then interest groups functioning in a
statist system. The competing compensation hypothesis assumes that organised interests that
do not enjoy access and influence at the national level try to compensate by taking their
activities to the European one. However, noteworthy, decentralized systems offer more vertical
points of domestic access to interest groups and thus decrease the likelihood of
Europeanization compared with centralized systems (Kliver, 2010).

The degree of fit argument is another important theoretical approach in researching
Europeanization of organised interest from the institutional perspective. In line with this
explanation, these interest groups that function in institutional setting that resemble the EU
structure find it much less cumbersome to take their activities to Brussels. Since interest groups
learn to develop a certain modus operandi at the domestic level, adapting to certain functional
opportunities and constraints created by the institutional architecture, it is easier for them to
adjust to the EU system that resembles similar opportunities and constraints. It means not only
interest groups coming from less centralized multi-level (quasi)federal-type governance
system should be more prone to Europeanize, but also those that know how to function in neo-
corporatist or pluralist intermediation systems (Cowles, 2001). This correlates with the
definition of Europeanization which sees it through the logic of the “goodness of fit”.

Some other approaches highlight the issue-salience as a predictor of the Europeanization
likelihood, namely the issue specificity that the interest group works on conditions its tendency
to Europeanize. Beyers and Kerremans (2012) argue that taking action is more likely for
organised interests working on topics in which policy change can substantially create a benefit
or cost. Moreover, those groups that are active in policy areas with high EU competence should
be more likely to engage in EU lobbying. The level of supra-nationalization of a specific policy
field creates incentives for Europeanization. Organised interest operating in fields and policy
areas that belong to the sphere of EU competences and therefore are subject to higher levels
of Europeanization pressures.

Defining the unit of analysis, it is also important to refer to the basic classifications of interest
and advocacy groups identified in the scholarly literature. The literature mentions various
classifications regarding types of organisations as e.g. referring to Olsonian Collective theory
concentrate vs. diffuse interest groups, organisations with corporative resources versus public
interest groups, NGOs and business interests (Binderkrantz, 2004, 2008, Beyers et al, 2008a)
nevertheless organisation type classification schemes largely correspond to each other. In this
study, drawing on Stewart's (1958) typology, we're using "sectional groups™ and "cause
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groups", that allows us to classify different interest groups according to their membership
structure and the nature of the interest they represent. Sectional organisations represent specific
groups such as business, associations of well-established and protected professions, doctors,
energy producers, workers’ unions. These groups represent special interests that create
concentrated costs and benefits for their supporters, they are formed to obtain material benefits
for specific groups of people. Their goal is to represent specific interest of its members, and
their membership is usually limited to that section (Kliver and Sauruggerb, 2013). Cause
groups are more idealistic, representing some belief or values such as public interest groups,
environmentally and ecologically oriented organisations, patients or health care groups etc.
Membership of cause-groups is not restricted; anyone in favor of the groups values can become
a member of this group. Cause groups represent diffuse interests that only imply diffuse costs
and benefits for their supporters. (Kllver and Sauruggerb, 2013). In this study we include a
broad scope of sectional and cause interests from three policy areas Health Care, Higher
Education and Energy.

3. Research Design

The research design of this paper is subordinated to its goals. The objective of this article is to
describe and explain the Europeanization processes among the Central and Eastern European
advocacy organisations. The analysis focuses on the post-enlargement phase identifying the
main factors of Europeanization both on the in-put and out-put side. Study provides a
comparative analysis of four post-communist states that have been subject to Europeanization
pressures before and after the EU accession. Employed variables such as the share of EU funds
in 10’s budgets, membership in supranational Umbrella Organisations will explain the main
differences in the Europeanization outcomes across countries, policy field. Article relies on
data from a large-scale survey of organised interests operating in health care, higher education
and energy policy.

This paper employs a comparative framework derived from the recognized literature about
trans- and inter- national advocacy, using subject matter and selected EU member states as
explanatory variable. It compares sets of advocacy organisations across three policy fields in
four countries, exploring selected aspects of Europeanisation. It discusses how
Europeanization research and advocacy studies relate to each other and can be fruitfully
combined to identify processes and mechanisms by which the various levels of the EU polity
interact. This analysis explores the degree to which the advocacy groups characteristics and
behavior can be tracked back to the EU and EU related factors — directly: through coercion,
conditionality, socialization or persuasion, or indirectly: through normative emulation, lesson-
drawing, and competition.

The question is under which conditions the Europeanization process affects the organised
interests in the new EU member states. Researchers of Europeanization have identified and
explained necessary conditions (‘misfit’ giving rise to adaptational pressure) and casual
mechanisms (legal compliance, top-down impulses, incentives, and socialization by
persuasion and learning) through which “Europe hits home” (Boerzel and Risse, 2012, p. 1).
Combing the Europeanization research and advocacy studies allows to overcome the
dominance of the top-down approaches (that tend to over-emphasize the EU as compliance
machinery) present in the EU-studies. The down-loading Europeanization approaches have
been largely criticized for the prejudice that the main source of domestic change is the
supranational level. The “shadow of hierarchy” not only allows the EU to legally impose its
policies and institutions on the member states but also provides important incentives to
comply.
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4. Empirical Data — Analysis and Discussion

Before explaining our methodology, we first briefly define “interest groups” as our core focus
of interest. Referring to Rainer Eising (2008), there are three factors that define interest
groups, that is: organisation, political interests, and informality. Organisation relates to the
nature of the group and excludes broad movements and waves of public opinion. Political
interest refers to attempts of these organisations to push public policy in one direction or
another on the behalf of constituencies or a general political idea. Informality relates to the
fact that interest groups do not normally seek public office but pursue their goals through
informal interactions with politicians and bureaucrats (Eising, 2008), therefore groups of
interest are an important part of the national and global civil society and play a significant role
in regional, national as well as global affairs. To conduct our analysis we compiled a database
of all organisations meeting these criteria that currently operate in the health care, energy and
higher education sectors in four countries (Czech Republic, Poland, Hungary, and Slovenia).
The choice of the three analysed policy areas is justified by their relative diversity a) regulatory
and redistributive components and b) type of organisations (concentrated interests and more
diffuse interests). As a next step a web survey was established and conducted among all the
organisations related to the selected policies in four countries. We contacted all organisations
operating in Poland, Hungary, Czech Republic and Slovenia with an online survey consisting,
among other things, of three larger building blocks of questions including our main problem -
Europeanization. We have received responses from 304 organisations that are being analysed
in this study.

Following the scholarly recognized ways of theorizing the Europeanisation processes, our first
measured dependent variable is the share of the EU funding in the budgets of organisations in
question. Through the survey we asked organisations what percentage of the budget for each
organisation are the public and the EU funds. With a complete data for over 200 organisations,
using descriptive statistics, we calculated the average share of EU and public funds in the
organisations budgets. We analysed the data with the help of graphs to see whether there are
any differences between the countries and individual policies.

We found profound differences between the analysed countries and policy sectors (Fig.1). Our
analysis indicates that the highest average share of public/EU funds in organisational budgets
was indicated by respondents from the Czech Republic (40,91% for all organisations in three
policy sectors), while lowest (14,27%) in Hungary. Also there are visible differences among
analysed policies. Highest shares of the EU/public funds are visible among organisations that
are operating in Higher Education policy, while Health Care and Energy sectors presenting
less shares. Taking into account that the organisations are different due to their type, we
analysed differences in the share of public/EU funds in organisational budgets using Stewart's
(1958) typology of cause and sectional groups.

Again, we found profound difference between group type and average share of EU/Public
funds in organisational budgets. Analysis shows that groups that are less concentrated,
representing more idealistic goals are also more dependent on public funding. Average share
of EU/Public funds in general budget of Cause groups shows 29,1%, while for sectional groups
average share is 17,15%.

Subsequently, we examined whether there is a association between organisations operating in
a specific policy fields and membership in umbrella organisations at national, European and
international level. We used the Chi-Square Tests to perform the analysis. First, we introduced
contingency tables. A contingency table is a two-dimensional table containing frequencies by
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category. In case of policy sectors (Health Care, Energy and Higher Education) it was two by
three since independent variables had 3 values and dependent variables: two (membership/lack
of membership in umbrella organisation at certain level). Using the same scheme, we
measured correlation between the country and memberships in umbrella organisations at the
certain level (cross tabulation two by four) with a use Pearson’s contingency coefficient. The
results of the analysis show (Tab. 2) that there is no association between specific policy fields
organisations and membership in Umbrella Organisations at the national, European and
international level. Since the p-value in every analysed case is greater than our chosen
significance level (a = 0.05) we conclude that there is not enough evidence to suggest an
association between organisation operating in specific policy fields and memberships in
umbrella organisations at certain levels. Oppositely to the policy fields analysis we found an
association (Tab. 1) between variable 1. country and variable 2. membership in UO’s at
European (p = 0,002) and international (p=0.030) level, with no visible association at national
level. Which allows us to conclude that level of membership in Umbrella Organisations at
European and international level can be state dependent phenomenon. We observe that
organised interest groups in Poland are less active at European and international level than
their counterparts in three other countries, as highest level of membership in supranational
organisations is being observed in Hungary and Slovenia.

As the first analysis shows, there is a difference between the type of the group and the share
of the EU funds in their budgets. Thus, we decided to analyse if there is any correlation
between organisation type (cause groups vs sectional groups) and membership in Umbrella
Organisations at the certain levels. For this purpose, using Pearson correlation coefficient, we
analysed whether there are correlations between dichotomous categorical variable — group type
(using dummy coding: 0/1,) and a continuous variable. We calculated a Pearson correlation
for the categories with an valid N of 301. As Tab. 3 shows there is a correlation between the
type of the organisation and membership in the national umbrella organisation. In contrast to
this, Pearson’s correlation coefficient indicates lack of correlation between group type and
membership in European and international Umbrella organisations. We can assume that groups
presenting more concentrated interest are less often members of UO’s at the national level,
than cause groups.

5. Conclusion

The conclusions of the provided analysis suggest that the Europeanization of nation-level
advocacy organisations is diverse as well at the policy sector as well as country level. AOs, as
civil society actors, endogenously co-constitute many aspects of participatory governance in
the EU (Thiel and Ucarer, 2014, p. 99). At the same time, they operate differently in the
supranational domain of the EU, depending on the country of origin and the sector-specificity.
Our analysis based on country and policy field selection shows that Europeanization processes,
in line with the theoretical expectations vary. Taking into consideration the classical parameter
of Europeanization used in the scholarly literature, that is the share (dependency of) EU-
funding, we observed some important country variations. The data shows considerably higher
Europeanization of AO in the Czech Republic compared to the (sample) countries average.
Moreover, the comparison of the Czech to the Polish and Hungarian AOs reveals even higher
(more than double) difference. Sectoral specificity plays a role as a diversifying factor of
Europeanisation. Obviously, the higher educational sector is much more exposed to
Europeanization pressures in the financial form. Cause-groups also show considerably higher
EU-funds dependency compared to sectional groups. It is important to underline that the
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provided results are just a fragment and illustration of a wider research undertaking that tests
numerous hypotheses about the importance of resources, group-type, goodness of fit, degree
of access to policy-makers at the domestic level, as well as the issue-type. Due to the limited
scope of this paper, we provide some highlights of the available data.

Following the white book on multi-level governance, advocacy organisations remain an
important ally in EU’s efforts to decrease the democratic deficit. In the case of the relatively
poor NGOs from CEE, the EU acts vice-versa as an important ally improving channels of
interest representation. This mutually reinforcing involvement reflects the common need for a
counterweight to the legitimacy deficit inherent in the EU functioning. The European Union
perceives various types of civic society organisations as vital for the democratic decision-
making process, and therefore it stimulates their involvement in policy making as legitimate
partners.

It was expressed many times, at various occasions, most directly in the form of a White Paper
on Governance (COM 2001). Recognising the importance of associational life for the proper
functioning of democracy, the EU institutions — most vocally the EU Commission — called for
a more engaged and vibrant European civic society. Increasing pluralism and greater vibrancy
aimed at creating a more balanced process involving more diverse and wide range of interests.
Bringing citizens closer to the is seen as the key method to combat the alleged democratic
deficit, helping to enhance EU’s legitimacy and the European integration project in general.
However, by implementing these strategies, the EU influences also the structure and
functioning of the interest groups system in Europe (Maloney, Hafner-Fink and Fink-Hafner,
2018, p. 42).
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Appendix

Figure 1: Share of Public and EU Funds (%) in 10’s Budgets across Countries and
Policies

% of Public and EU funds in overall organisational funding across
countries and policies (mean)
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Source: own elaboration (2020)
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Table 1: Chi-Square Test: Country and UO’s Membership

Ostrava, Czech Republic

Value | df | Asymp. | Value | df | Asymp.| Value | df | Asymp
Sign. Sign. Sign.
UQO’s national EU UQO’s UO’s International
Pearson 2,028 | 3 ,567 |14,641*| 3 | ,002 [8,930™| 3 | ,030
Chi-Square
Likelihood Ratio | 1,998 | 3 573 |14,899| 3 | ,002 | 9,274 | 3 | ,026
Linerar-by- ,018 1 ,892 4726 | 1 | ,030 | 1,820 | 1 | ,177
Linear
Association
Valid N 301 301 301
a. 0,0% cells (0) have expected count less than 5.
The min. expected |counts is 15,72. counts is 20,04. counts is 12,44,
Source: own elaboration
Table 2: Chi-Square Test Policy Sector and UO’s Membership
Value df Asymp. Value df Asymp.
Sign. Sign.
EU UQO’s UO’s International
Pearson Chi-
Square 2,491a 2 0,288 3232 2 ,851
Likelihood
Ratio 2,490 2 ,288 324 2 ,850
Linerar-by-
Association
Valid N 301 301
a. 0,0% cells (0) have expected count less than 5.
The min. expected counts is 28,52 expected counts is 17,70

Source: own elaboration

Table 3: Pearson's Correlation Coefficient: Group Type and UO’s Membership

National Umbrella Organisation Type of 10’s Umbrella

Type of 10’s Pearson Correlation 1 -,265™
Sig. (2 tailed) N ,000

EU Umbrella Organisation

Type of 10’s Pearson Correlation 1 -,032
Sig. (2 tailed) N ,606

International Umbrella Organisation

Type of 10’s Pearson Correlation 1 -,085
Sig. (2 tailed) N ,168

a) Correlation significant at the 0.01 (2-tailed) b) N (valid): 262; Source: own elaboration
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Abstract

In the Slovak Republic, there has been a low level of voter turnout in the European Parliament
elections for a long time and we are also among the countries with the lowest turnout in the
whole European Union. The authors, therefore, address the issue of credibility in the present
research study as one of the important aspects of citizenship education in the European Union
and a possible increase in the interest of Slovaks in European politics. The research carried
out an analysis of the public opinion of Slovak citizens focused on trust in politics and
politicians themselves. The analysis confirmed, among other things, the low participation of
Slovaks in the European elections, but also the low interest of Slovaks in politics. Demanded
citizens are most influenced by the political situation in the country, family, and politicians.
Research also showed that the Slovaks consider the fulfillment of promises, honesty and moral
values as the main criteria of credibility.

Keywords: active participation, confidence, politics, political culture, public opinion

JEL Classification: F50, F68, Z11

1. Introduction

Public opinion polls on credibility and untrustworthiness towards politicians are now popular
among the public. The interest of the media and people in these surveys is increasing especially
during the pre-election period when the public decides to whom to vote at election day.
According to Jaroslav Carsky (2018), public confidence in political leaders is an indicator of
the difference between responsible, moral politicians and populists. Obviously, in today's
digital era, the public has a better means and chances of finding any political mistakes..
Political misconduct is known to be detrimental to the involved politicians. (Brosius, 2020)
"However, some scientists consider populist attitudes only as a further measurement of
existing and established concepts such as political trust and external political effectiveness."
(Geurkink, Zaslove, 2020, p. 247) On the other hand, it is political advertising that intends to
improve the credibility of the public towards politicians and political parties. lvana
Polakevic¢ova (2015, p. 11) notes that in recent years there has been an increase in political
advertising and political marketing.

If confidence in national institutions in the country is low, it can transfer to the European area.
"Trust in the European Union is closely related to trust in national political institutions through
extrapolation of impacts on domestic policy ". (Brosius, Elsas, 2020, p. 1) The question of
credibility among members of European parliament (MEPs) is often associated with a lack of
information on the political representatives. The general public does not have sufficient
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information about their representatives in the European Parliament, because there they must
following the unified agenda of their European parliament groups. "On the global scene, the
EU must speak with one voice to face a multitude of political, military and economic crises."
(Stanickova, 2018, p. 1351) (Stanickova, 2018, p. 1351) Thus, the European Union itself must
speak with one voice and cannot focus on the needs of individual Member States, although it
must take into account partly the problems and challenges of the EU core. "Internally, it must
promote cohesion, despite the many events that threaten the EU core." (Stanickova, 2018, p.
1351) Several authors have highlighted the lack of information on European policy. Lincényi
and Fabus (2012, p. 169) pointed out the discrepancy of political communication in the mass
media from European politics than from Slovak politics, as citizens learn more information
from the National Council of the Slovak Republic than from the European Parliament. At
present, many experts believe that opinion polls are using as a tool for public manipulation.
One of the conditions for prevention against the effects of manipulation is the way and
effectiveness of education. "In addition to general education, account should also be taken of
the possibility of an education that specifically focuses on media literacy of media recipients
and on improving their ability to detect media manipulation.” (Mocik, 2019, p. 147)

2. Problem Formulation and Methodology

The main objective of the submitted research was to analyse the current public opinion of
Slovak citizens with a focus on trust in politics and politicians. Secondary research aimed to
look for opportunities to increase the participation of Slovaks in politics, including higher
participation of Slovaks in European elections. In the case of further planning and design of
research, we preferred the concept of research questions to the identification of research
problems. We identified the following two research questions (RQ):

e RQLI: What is the participation of Slovak citizens in political life?

Explanation of RQ1: We think that the Slovaks are the most active in the parliamentary and
presidential elections and the least in the European elections.

e RQ2: What criteria influence the credibility of political institutions or politicians in
the eyes of Slovak citizens?

Explanation of RQ2: We believe that the Slovak public is mostly influenced by the fulfilment
of political promises when it comes to credibility.

We used the questionnaire as the primary research method for data collection. The survey was
administered by 50 trained and experienced interviewers personally in the field. The survey
was conducted in the first quarter of 2019 on a sample of 879 respondents. The research sample
consisted of 397 men and 480 women, while two respondents did not state their gender.
Looking more specifically at the age-specification of the research sample, 288 respondents
were 18 to 25 years old, 215 were 26 to 35 years old, 148 were 36 to 45 years old, 90 were 46
to 55 years old, 66 were 56 to 65 and 62 subjects were age 65 and more, with ten respondents
that didn't state how old are they. Research group respondents came from all regions of the
Slovak Republic: Bratislava Region (47), Trnava Region (65), Nitra Region (44), Tren¢in
Region (456), Zilina Region (91), Banska Bystrica Region (70), Kosice Region ( 82), Predov
region (22), while two respondents did not specify the region of origin.

2.1 Model and Data

Research has shown that politics are not a priority in the lives of most addressed Slovaks. More
than half of respondents are partly interested in politics (52%), while a quarter of respondents
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are more interested (20%), and 5% are interested particularly. The remaining respondents have
little or no interest in politics. (See Figure 1 for more information)

Figure 1: How Interested Are You in Politics?

Figure 1: How Interested Are You In Politics?

m extraordinarily
m very interested
m partly interested
little interested
mno interested

m did not answer

Source: Based on own research results

Slovaks are slightly more interested in politics in the case of elections. One-third of
respondents regularly participate in elections as a voter (37%), another third of respondents
sometimes participate in elections (34%); The remaining 16% of respondents stated that they
did not vote regularly. (More in Figure 2)

Figure 2: Do you Regulary Vote as Voter?

Figure 2: Do You Regularly Vote As A Voter?
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Source: Based on own research results

In the following question, we found out which elections citizens most regularly attended, more
than one answer could be picked on this issue. Research has shown that Slovaks participate
most in parliamentary elections (550 respondents), municipal elections (480) and presidential
elections (479 respondents). On the contrary, the least interest is in the elections to the
European Parliament (166 respondents), in referendums (211) and also in elections to higher
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territorial units (263 respondents). The remaining 45 respondents did not answer this question.
(See Figure 3)

Figure 3: Which Elections do You Regularly Attend?

Figure 3: Which Elections Do You Regularly Attend?
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Furthermore, we asked what influenced respondents the most in deciding to vote or not to vote.
The carried out research clearly showed that the Slovaks (342 respondents) are mostly making
decisions according to the current political situation in the country. Respondents are also
influenced by other factors: family - 147 respondents, politicians - 94 respondents. According
to other respondents, weather (8 respondents), school (11) or political campaign (37
respondents) have the greatest influence on voting. (More information in Figure 4)

Figure 4: What or Who Influences You the Most about Whether Vote or Not?

Figure 4: What Or Who Influences You The Most
About Whether Vote Or Not?
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Source: Based on own research results
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In the following question, we found out according to which criteria the Slovaks trust or do not
trust politicians. Research shows that people trust politicians according to the fulfilment of
promises (356 respondents), honesty (341 responses) and moral values (297 replies). The least
essential criteria of trust in politicians are other (12 responses), image (51 replies), a low
number of negative speeches (92 replies). Respondents could choose 1 - 3 answers. (See Figure
5 for more information)

Figure 5: What Are Your Credibility Criteria for Political Leaders?

Figure 5: What Are Your Credibility Criteria For
Political Leaders?
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We also asked what the leading causes of the mistrust of people towards politicians are.
According to the research, the most significant cause of mistrust towards politicians is
aggressive behaviour (393 respondents), failure to fulfil election promises (280 answers) and
vulgarism (271 responses). On the contrary, according to the people asked, mistrust of
politicians is least caused by manipulation (70 responses), lack of reflection (70 responses)
and other causes (9 respondents). Respondents could choose 1 - 3 answers. (See Figure 6 for
more).
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Figure 6: What Are the Main Causes of Mistrust in Politicians?

Figure 6: What Are The Main Causes Of Mistrust In
Politicians? (1-3 Options Picked)
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In the last seventh question, we found that the majority of respondents would be willing to take
part in the elections regularly if politicians would care for ordinary people (355 respondents).
(See Figure 7)

Figure 7: In What Circumstances, Would You be Willing to Take Part in the Elections
Regularly?

Figure 7: In What Circumstances, Would You Be
Willing To Take Part In The Elections Regularly?
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3. Problem Solution

In the first research question, we investigated the participation of Slovak citizens in political
life. We believed that the Slovaks were most active in the parliamentary and presidential
elections and the least in the European elections. This claim was confirmed because research
has shown that Slovaks are the most involved in parliamentary and presidential elections, with
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the least interest in European elections. However, we should note that for most of the addressed
Slovaks, politics is not a priority in their lives, because only 20% of respondents are very
interested in politics. Only one-third of Slovaks regularly vote while another third of
respondents vote sporadically. Also, an interesting finding is that the Slovaks are deciding
whether they will vote in elections, mostly according to the current political situation in the
country. In the second research question, we found out what criteria influence the credibility
of Slovak citizens in political institutions or politicians. In this case, we believed that the
Slovak public is influenced primarily by the fulfilment of political promises. This statement
was confirmed because the Slovaks primarily trust politicians based on the fulfilment of their
promises, honesty and moral values. On the contrary, the main three causes of mistrust of
politicians are aggressive behaviour, failure to fulfil electoral promises, and vulgarism.

4. Conclusion

Several conclusions have emerged from this public opinion polls on the credibility of politics:
The research confirmed the long-term low interest of Slovak citizens in European politics in
the form of low participation in the European Parliament elections. There are several factors
behind the low interest of Slovaks in the European elections. We believe that one of the key
reasons is the lack of awareness about European policy. For this reason, as part of the project
we are implementing, in the framework of innovation of methodological letters for teachers of
civic education, we propose to devote more space to questions about European politics to
explain the importance of the European Union and the functioning of its institutions for EU
citizens. The research also brings exciting results regarding the credibility and
untrustworthiness of politicians and institutions, but also the possible reasons for the higher
participation of Slovaks in the elections, which can be inspiring not only for MEPs in Slovakia
but also for the European Commission Representation in Slovakia. The research study carried
out does not claim a comprehensive view of the public opinion of the Slovaks on the credibility
or untrustworthiness of politicians. This research topic offers several other processing options.
It would be interesting to compare the results of this research with the research of other
member states of the European Union. We would thus learn more about the European citizen's
view of political leaders and, at the same time, the style of policy that the European Union is
pursuing. It would also be an exciting option to repeat the same research regularly.
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Abstract

The main objective of the paper is to examine the commodity and geographical structure of
the EU imports of its 50 biggest trade partners and find out what role the European Union
plays in the total exports of these countries. The results of the cluster analysis showed that for
almost half of these importers, the European Union is an important trading partner. The EU
has a very small share in the total exports of only few countries. According to the results of
the analysis, the European Union imports from its largest importers mainly mineral fuels and
high value-added products. These high-value-added products include mainly machinery and
transport equipment and miscellaneous manufactured articles. Overall European Union
imports from its 50 largest import partners are geographically relatively well-diversified
except for imports of the mineral fuels.
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JEL Classification: F10, F14, F50

1. Introduction

The European Union is the second-largest global player for international trade with a recorded
total level of trade in goods of almost EUR 4,000 billion in 2018. The European Union alone
represented more than 15% of global exports and 15% of global imports in 2018 (European
Parliament, 2020). The European Union used to achieve even higher shares in international
trade in the previous years. However, while it is true that the European Union, the United
States, and China together account for more than 45% of world trade, while China as a trade
empire is on the rise, the positions of the European Union and the United States are weakening.
It is, therefore, more important than ever for the European Union to continue to establish and
maintain strong trade relations with other countries to maintain its position in world trade.
Since international trade is one of the most important drivers of economic growth allowing
countries to raise living standards, provide employment for and increase countries'
development it is also essential for the development of the European Union as a whole.
Moreover, as mentioned in Chief Economist Note of the Directorate-General for Trade of the
European Commission from 2019 Europe’s economic prosperity is dependent on preserving
its trade openness and strong international competitiveness (Cernat, 2019).

Achieving and maintaining a good position in the world market is not something a country can
do on its own. The same applies to the European Union. Becoming successful in the world
market is possible only through cooperation with other countries. Trade agreements are an
essential tool in how countries build strong relationships with each other, expand the portfolio
of their trade partners and this way intensify their trade. The European Union currently has
about 90 trade agreements fully or partly in place and almost 50 pending or in the process of
being negotiated. While these trade agreements often serve as a means to support the
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development of underdeveloped countries or to establish closer political relations, their
primary purpose is to ensure access to foreign markets and secure the country's supply.

As already mentioned, the European Union is one of the world's three largest exporters and
importers at the same time. And while the exports of the European Union are a frequent subject
of study, its role as an importer is often neglected in the literature. Therefore, this work fills a
gap in the literature on the European Union as an importer and focuses mainly on the
geographical and commodity structure of imports of the European Union.

In times of the shifting of global economic power and existence of uncertainty on the world
market, countries need to ensure regular and secure imports of all products and materials that
the country is not able to provide by itself. There are several reasons why countries import.
Sometimes the country might not have sufficient resources or capacities to produce goods in
demanded quantity to satisfy the needs of its citizens. And sometimes it might be more
convenient to imports goods due to production costs. Importing also allows the country to
provide its citizens with a wider variety of goods for lower prices.

The main objective of the paper is to examine the commaodity and geographical structure of
imports from the European Union’s 50 biggest importers and find out what role the European
Union plays in total exports of these countries.

Based on the results of the cluster analysis of the EU importers will be sorted into groups based
on the similarity of the commodity structure of their imports destined to the EU and the share
of exports to the European Union in the total exports of the country. In this way we were able
to identify what are the main product categories that the European Union imports from its
biggest importers and how important the European Union is for these countries as an export
market.

If the majority of the European Union importers are countries where the European Union has
only a small share in the country's total exports and is therefore not an important export market,
it is worth considering whether EU imports are indeed well secured. The high dependence of
importers on the European Union guarantees it a stable position in the country's exports and
security of product supply.

The desired situation is one in which the European Union imports are well diversified both in
terms of commodity and geographical structure and the European Union is a major trade
partner for its importers.

An undesirable situation arises when the European Union imports are heavily concentrated on
a few product categories that are exported from countries for which the EU is only a secondary
export market. This would mean that these import countries can easily shift their exports to
other markets when disputes arise, the imports of the European Union can be at risk.

Two-thirds of imports of the European Union are raw materials, intermediary goods and
components essential for EU manufacturers (European Commission, 2016). The disruption of
inflow or raising the cost of imports would cause an increase in costs and lead to reducing the
competitiveness of businesses of the EU. It is therefore also appropriate for relations with the
largest importers of the European Union to be appropriately secured by trade agreements.

The first part, therefore, offers a brief description of trade agreements as a tool for establishing
and consolidating the EU's trade relations with the outside world. The second part includes a
literature review providing an overview of studies dealing with the trade flows and trade policy
of the European Union. The next part describes the methodology used and the following part
presents the results of the analysis. The findings are then summarized in the last part of the
paper, i.e. in the Conclusion.
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2. Trade Agreements of the European Union

Trade promotion has been one of the key areas since the beginning of European integration as
European countries. The European Coal and Steel Community established in 1952 was the
first institutional-based platform for European countries to fully develop their economic
cooperation after the terrors of the Second World War. When the union of the six founding
states - Belgium, France, Luxembourg, Germany, the Netherlands, and Italy has brought
through the establishment of European Economic Community (EEC) the largest trading power
of the world into being in Europe international trade has aroused a surprising measure of public
interest. As Dahrendorf (1971) remarked a few years later, the EEC itself and its trading
partners had also shown significant interest in international trade. By the active approach in
the process of trade liberalization, the European Economic Community managed to refute its
reputation as a self-centered, inward-looking organisation. Dahredorf also points out two
reasons for the growing importance of foreign trade which results from the development of the
EEC directly. The first reason is that after the completion of the customs union the trade policy
has subsequently developed into foreign trade policy. The second reason was that the accession
of the European Free Trade Association (EFTA) members in the following years automatically
raised trade problems for the non-applicants in EFTA and overseas countries.

As the number of EU members increased, so did the demands for sophistication and flexibility
of the EU's trade policy. Trade agreements have become one of the most important tools for
establishing economic relations between the European Union and third countries. One of the
most well-known trade agreements from the early years of the European integration was
preferential agreements signed with the African, Caribbean and Pacific Group of States (ACP)
ensuring the inclusion of the former colonies of the member states in the trade policy. These
agreements have become a cornerstone for the creation of the intricate system of EU trade
agreements. In subsequent years the European Community signed several agreements with
non-member countries from its close surroundings. As Nacewska-Twardowska (2014)
observed, trade agreements up to the mid-'90s had been concluded mainly for political and
security reasons. However, in the early years of the twentieth-century trade agreements had
been concluded rather for commercial rather than political purposes. The main motives behind
trade agreements were neutralizing potential trade diversion, forging strategic links with
partners enjoying rapid economic growth and implementing international trade rules. These
motives, together with the aim of increasing the economic wealth of countries, prevail as the
main motive for the conclusion of trade agreements to this day. The geographical scope of
trade agreements has also changed significantly over the years. Whereas in the early years the
European Union focused more on establishing relations specifically with former colonies,
candidate countries or immediate neighboring countries, later it has also shifted its attention to
far more distant countries that offered trade potential.

The European Union maintains relations with third countries through the three basic categories
of trade agreements (Europa, 2019):

e  Customs Unions Agreements,

e Association Agreements, Stabilisation Agreements, (Deep and Comprehensive) Free
Trade Agreements and Economic Partnership Agreements,

e  Partnership and Cooperation Agreements.

However, each new trading partner of the EU was unique, so if the European Union wanted to
establish solid relations with various countries, it often required tailor-made trade agreements.
That is why there are many specific types of trade agreements concluded by the European
Union today. The European Union has concluded various types of trade agreements with 42
countries out of the 50 countries we surveyed. These trade agreements differ to a lesser or
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greater extent. There may be differences in areas of cooperation, depth of cooperation,
reciprocity or given constraints, etc.

3. Literature Review

Literature studying the role of the European Union as a global importer is very rare. Among
scarce literature dealing with the European Union’s imports belong, for example, a study of
Baer-Nawrocka and Mrowczynska-Kaminska (2019) assessing the measures of direct material
and import intensity in the agriculture of the European Union countries. Cirovic et al. (2015)
in his study measuring energy security of countries of the Europan Union and their dependency
on external sources noted that more than 50 % of petroleum products that the EU imports come
from Norway and the Russian Federation. Cirovic also draws attention to increasing EU oil
dependency in the future and thus the importance of import diversification. Schiler (2017)
focuses on EU raw material import flows and analyses the import structure of selected metals
and the connections between specific resource-rich countries and the EU. In the study, he
reveals South America’s prominent role for European imports of lithium, iron, and copper and
China’s and Russia’s important role in imports of processed goods.

Studies on the EU’s exports are much more common. Fojtikova (2011; 2012) and Priede and
Pereira (2015) explore the performance of the European Union’s export in the context of
competitiveness targets enclosed in the Europe 2020 strategy. In the findings, they emphasize
the tendency of the European Union’s exports to gradually decline and changes in export
market structure in favor of markets like Turkey, India, Brazil, the United Arab Emirates,
South Korea, and Saudi Arabia. The export patterns of the European Union are studied by
Gracinda and Santos (2013) who assess if the commodity and the geographic structure of
exports can shape the growth dynamics of the EU countries. The results suggest that both
commaodity and destination structure can indeed affect the growth dynamic of the European
Union. Gracinda and Santos also state that economic growth performance is enhanced if
countries specialize rather than export a large set of products. Regarding destination
diversification, although the higher growth is supported by the diversification of exports
among a larger number of partners, the expansion of the portfolio of partners to less developed
or remote countries has negative impacts on European growth. Serti¢’s study (2013) provides
an analysis of the determinants of export performance of the European Union members with
results showing the positive and statistically significant impact of industrial production and
domestic demand on total and high-tech manufacturing exports of the EU. In the study focused
on the performance and growth of the Eurozone exports, Fojtikova (2014) introduces that the
factors of the growth of the euro area’s export in 1999-2012, which have shown themselves to
be statistically significant, were the size of economies and the exchange rate.

Trade flows of the European Union are most often studied in connection with the impacts of
trade agreements. Studnicka (2019) studies the impact of European regional trade agreements
on European export patterns and concludes that the EU does not export more to trading partners
it concluded deeper trade agreements with. However, when assessing the impacts on all EU
member states separately, the heterogeneity of these impacts among EU exporters is found. A
similar study on the impacts of regional trade agreements on EU trade flows was conceived by
Altenberg (2019). According to the results of this study trade between the EU and its partners
increase by 48 percent on average thanks to regional trade agreements. In some cases, the trade
effect might reach 65 percent after ten years of operation of the given regional trade agreement.

Focusing on specific trade agreements Dadush and Myachenkova (2018) assess the effects of
trade agreements that the European Union has with North African. While the European Union's
exports to West Africa after the introduction of the agreements have seen a relatively
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significant increase, imports from West Africa to the EU have not shown any significant
change. Francois (2007) analyzes the effects of a trade agreement between the European Union
and South Korea with positive results of an increase in trade flows for both economies. In
connection with trade negotiations, studies focused on the EU untapped trade potential, for
example to Russia (Fojtikova, 2013), are also beneficial.

4. Methodology

The groups of importers of the European Union were created based on the results of the cluster
analysis. The main criteria for sorting countries into groups were the structure of their exports
to the European Union and the share of the exports to the EU in their total exports. Cluster
analysis is a multivariate statistical method that aims to find clusters of objects in a given set
of objects so that the members of the cluster are similar to each other, but they are different
from objects outside the cluster (Bijnen, 1973). This means that the similarity of two objects
belonging to one group is maximal, while the similarity to objects outside this cluster is
minimal. Algorithms of cluster analysis can be divided into hierarchical and non-hierarchical.
As the name suggests, non-hierarchical methods do not create a hierarchical structure. They
break down the original set of objects into several disjoint clusters to meet a certain criterion.
Hierarchical methods create clusters that have different hierarchical levels. This means that
clusters of lower hierarchical level are included in higher-level clusters.

To generate desired groups, we used hierarchical agglomerative cluster analysis. We chose
this method because in hierarchical clustering we do not have to determine the exact number
of clusters at the beginning. Instead, we can determine the appropriate number of clusters
during the clustering. Hierarchical methods can be divided into agglomerative and divisional.

At the beginning of agglomerative clustering, which is the one that we used, each object acts
as a separate individual cluster. The initial number of clusters n equals the total number of
cases and similar objects are merged together. In the following steps, the other similar cases
or clusters are merged together until every case is grouped into one single cluster. Divisional
hierarchical clustering works in the reverse manner as all objects start in one large cluster. This
cluster is in the following steps gradually divided into smaller groups of clusters. The algorithm
ends when all objects are in individual clusters (Yim and Ack Baraly, 2015).

As a linkage method for the evaluation of similarity between clusters, we chose the Ward
method. The Ward method is suitable when working with objects that have the same dimension
of variables and is also said to be the most suitable method for quantitative variables. The
variables used in our analysis meet the requirements of the Ward method, so we adhered to
this method in our analysis.

Ward method is calculated as

— 2 — 2 — 2
A(A,B) = Yicausll®, = mausll” — TieallX; = mull" — Xiepllx, — mg| 1)
_ ngnp = _ =2

= natng lm, — mgl| 2

where (m; ) ~ presents the centre of cluster j, and nj is the number of points in it. A is the
merging cost of combining clusters A and B.

As a distance measure we used the Square Euclidian Distance, which is measure proposed for
the Ward’s method and also the most suitable when working with interval data. According to
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Sakthivel (2015) squared Euclidean distance is the sum of the squared differences between
scores for two cases on all variables calculated as

d(i,)) = Yho1 (X — Xj)? (3)
where i = Xy and j = Xj, are two n dimensional data objects.

The objects surveyed in our analysis are 50 countries, which in 2018 belonged among the
largest importers of the European Union.

The variables on the basis of which the groups of these countries were created are the shares
of the individual product categories in the total exports of the countries concerned in 2018.

These product categories are based on the Standard International Trade Classification (SITC)
on a one-digit level (United Nations, 2019).

These categories are:

food and live animals (SITC 0),

beverages and tobacco (SITC 1),

crude materials, inedible, except fuels (SITC 2),

mineral fuels, lubricants, and related materials (SITC 3),
animal and vegetable oils, fats and waxes (SITC 4),
chemicals and related products (SITC 5),

manufactured goods classified chiefly by material (SITC 6),
machinery and transport equipment (SITC 7), and
miscellaneous manufactured articles (SITC 8).

All data on country exports were obtained from UNCTADstat, i.e. the statistical database of
the United Nations Conference on Trade and Development.

5. Results

To analyze the structure of the imports originating from the European Union’s biggest
importers and to find out the importance of the European Union for these countries in terms of
trade we merged the 50 biggest importers into several groups.

For each group applies that countries included in it have the same main product category that
makes up the largest share of their exports destined to the European Union and the similar
share of the exports to the European Union in their total exports.

Based on the import data of the European Union from 2018 the six groups of countries were
generated.

The first group includes seven countries all of which are strongly oriented towards exporting
mineral fuels, lubricants, and related materials to the European Union. In fact, mineral fuels
exported to the European Union account for around 60% of their total exports. Out of the 50
largest European Union’s importers, these are the countries whose exports are most
concentrated and dependent on the EU. Of these seven countries, six have concluded a trade
agreement with the European Union. The deepest cooperation has been established with
Norway within the European Economic Area. Libya has no trade agreement with the EU.
Relations with other countries are regulated mainly through the Partnership and Cooperation
Agreement, in the case of Nigeria through the Economic Partnership Agreements within the
framework of ACP preferences.
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The second group consists of seven countries whose largest share of exports to the EU is also
made up of mineral fuels, lubricants, and related materials. However, unlike the first group,
for these countries, the importance of the European Union as an export market is significantly
lower. Approximately 20% of the total exports of these countries is exported to the European
Union. With the exception of Iran, all countries in the group have concluded some sort of trade
agreement with the EU.

The third group is by far the largest and includes 25 countries. The countries belonging to this
group export approximately 20% of their total exports to the European Union. As for the
structure of exports to the EU, the machinery and transport equipment are most represented.
Compared to the previous groups their exports to the European Union are quite well
diversified. The EU has no trade agreement with 6 of these 25 countries. With the rest of the
countries, the EU has concluded Free Trade Agreements and Partnership and cooperation
agreements and Association Agreements.

The fourth group includes only two countries, namely Bangladesh and Cambodia both of
which have concluded the Cooperation Agreement with the EU. For these countries, the
European Union as an export market is very important, with over 60% of their total exports
going there. This 60% were made up of miscellaneous manufactured articles and other product
categories accounted for only a negligible part of exports.

The fifth group comprises eight countries. These countries are also quite strongly focused on
exporting to the European Union. Their exports to the European Union are well diversified,
with a particular focus on exports of high value-added products, i.e. machinery and transport
equipment, and other manufactured goods. Bosnia and Herzegovina, as a potential candidate
for the EU membership, has a Stabilization and Association Agreement with the EU. The other
country in this group, Pakistan, has a Cooperation Agreement concluded with the EU.

The last group is made up of only one country, the Ivory Coast. lvory Coast mainly exports
food and live animals to the European Union, with around 50% of its total exports going to the
European Union. Ivory Coast as an ACP member has concluded the Economic Partnership
Agreement with the EU.

For eighteen countries, the European Union is a important export market with the EU’s share
in its exports higher than 40%. For eight of them, the European Union's share in total exports
of these countries reaches more than 60%. For ten countries, the European Union is only a
secondary export market to which less than 10% of its total exports are directed. The remaining
countries reported a moderate dependence on their exports to the EU.

Table 1 shows the different groups of countries and their common features, i.e. the product
category that makes up the largest part of the country's exports to the European Union and the
importance of the European Union as an export market for these countries.
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Table 1: Groups of Countries Based on the Results of the Cluster Analysis

Main product category exported by countries to the EU
SITC3 SITC3 (SITC7) (SITC8) (SITC®6,7,8) SITCO)
Importance of the EU as an export market for countries
Very High Low Very Low High Medium Medium
1st group | 2nd group 3rd group 4th group 5th group 6th group
Algeria Angola | Argentina Japan Bangladesh Bosnia and Ivory Coast
Herzeaovina
Azerbaijan | Colombia | Australia | South Korea | Cambodia Morocco
Kazakhstan| Egypt Belarus Malaysia North Macedonia
Libya Iran Brazil Mexico Pakistan
Nigeria Iraq Canada Peru Serbia
Norway Qatar Chile Philippines Switzerland
Russia Saudi China Singapore Tunisia
Arabia
Hong South Africa Turkey
Kann
Taiwan Thailand
India Ukraine
Indonesia UAE
Israel USA

Source: Own creation based on the results of the cluster analysis

6. Conclusion

The European Union is with its more than 500 million citizens one of the largest importers in
the world. Ensuring that its citizens receive goods they need in sufficient quantity and quality
is one of its main goals. However, not all products consumed in the European Union must
necessarily also be produced in the European Union. Some products might be due to different
reasons more convenient to import from non-EU countries. The value of the EU"s imports of
goods reached around EUR 2 000 billion in 2018 (European Parliament, 2020).

When analyzing imports from the 50 countries that were the largest importers of the European
Union in 2018, we found out the following:

For almost half of these countries, the European Union is an important trading partner, through
whose imports these countries can increase their economic growth. The greater the European
Union's share in the country's exports, the more likely it is that the country will endeavor to
maintain good relations with the European Union so as not to disrupt the flow of imports to
the EU.

For the majority of remaining countries, the EU is of moderate importance as an export market.
Only in a few countries, the European Union has a very small share of total exports. Since only
a small share of these countries' exports go to the European Union, it is likely that if relations
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with the European Union were disrupted, it would not be difficult for them to redirect these
exports. By ensuring strong trade cooperation, the European Union could increase its share in
total exports of these countries and become a key trade partner for them which would
contribute to the security of imports from these countries.

As for the import structure of the European Union, we have found that the European Union
mainly imports mineral fuels and high value-added products from its largest importers. These
high-value-added products include mainly machinery and transport equipment and
miscellaneous manufactured articles. Product categories such as live animals, beverages and
tobacco, and animal and vegetable oils, fats and waxes, account for only a very small part of
European Union imports.

Imports from countries that focus on exports of more processing-intensive products to the
European Union, such as product categories SITC 5, 6, 7 and 8, are fairly well diversified
among these categories. Imports of the countries that import mainly mineral fuels into the EU
are in most cases highly concentrated and the other product categories make up only a small
part of these imports. The diversification of imports is directly related to the ability of countries
to experience welfare and productivity gains resulting from the increasing diversity of
imported goods.

Overall European Union imports from its 50 largest importers partners are geographically
relatively well-diversified. Well-diversified are especially product categories such as
chemicals, manufactured goods, machinery, and transport equipment and miscellaneous
manufactured articles that the EU imports from a large number of countries. The situation is
worse for mineral fuels, which are imported by the EU from only a few countries. This finding
corresponds to the already well-known fact that the European Union is partly dependent on
energy sources from third countries. It is therefore important to ensure relations with these
countries through appropriate trade agreements to facilitate the development of trade
cooperation. The findings from this paper will serve as a basis for further research on the
effects of unilateral preferences examined using econometrics.
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Abstract

The type of health system, along with the resources used within it, and additional factors
determine the health outcomes (health status) achieved by countries. The relationships
between healthcare expenditure and health outcomes, represented by life expectancy at birth,
healthy life years, and the share of people with good or very good perceived health, were
investigated in the sample of 31 countries (the European Union (EU-28) plus Iceland, Norway,
and Switzerland) from the point of view of both efficiency and sustainability. Hierarchical
cluster analysis (HCA) was applied. Norway, Malta, Sweden, Iceland, Ireland, Italy and
Cyprus achieved the highest performance.
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1. Introduction

The rationale behind this research lies in a consideration of the concept of sustainable
development (SD). According to the most quoted definition of the World Commission on
Environment and Development (WCED, 1987), SD is development that meets the needs of the
present without compromising the ability of future generations to meet their own needs. This
concept has become a philosophy determining and affecting activities in all economic sectors,
as well as the lives of individuals and communities. It is a vital concept, aimed at maintaining
people’s wellbeing for an unlimited period of time. Health is as an essential constituent of
people’s wellbeing (see more in Drastichova (2018b)). It is a central part of the social pillar of
SD. Other crucial aspects in this pillar, such as poverty, education (see e.g. Halaskové and
Schwarzova (2018)), gender equality, must also considered. Nevertheless, these aspects need
to be analysed in the context of the three-pillar approach to SD, which is based on that view of
SD which refers simultaneously to economic, social and environmental systems, all of which
must be sustainable at the same time. Accordingly, these three dimensions, along with the
institutional pillar of SD (see e.g. Ardielli (2019)), are interlinked and crucial to wellbeing. All
the dimensions, including the spatial dimension (see more in Suchacek et al. (2018)), their
subject matter, and their interconnections must be considered in the preparation of policies and
strategies aimed at SD.

The EU, in coordination with its Member States, is committed to supporting the
implementation of the 2030 Agenda, which is a recent policy framework worldwide for SD. It
is represented by the 2030 Agenda for SD and its 17 Sustainable Development Goals (SDGs)
(adopted by the United Nations (UN) in September 2015). The progress towards the SDGs in
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an EU context is monitored by means of the EU SDG indicator set. SDG 3 involves the aspects
of health and wellbeing analysed in this work. It aims to ensure health and well-being for all
at all ages (other topics are also included in particulars SDGs, see more on Eurostat (2020a)).
The aim of this work is to discover relationships between the selected indicators reflecting
health outcomes (health status) and healthcare resources in the sample of 31 countries,
including the EU-28 plus Iceland, Norway and Switzerland, and to evaluate the performance
of these countries. Hierarchical cluster analysis (HCA) is applied to the data for indicators in
the sample for 2010, 2014, and 2017. In addition, countries are also clustered according to all
data for these three years.

1.1 Theoretical Background and Literature Review

The performance of countries’ health systems can be evaluated according to the relationship
between its resources and outcomes. Not only efficiency, but also sustainability of health
systems is crucial. However, Drastichova (2019) concluded that in the sample of 31 countries
analysed the particular healthcare system model did not determine performance significantly.
Therefore, the type of expenditure reflected by each model is not used in this analysis. In the
literature, different estimation methods, such as cross-sectional analysis, or panel,
autoregressive distributed lag model, have been used to analyse the relationship between
healthcare expenditure and health status outcomes (Rahman et al., 2018). Nixon and Ulmann
(2006) confirmed that establishing causal relationships between health expenditure and health
outcomes is complex and difficult because healthcare expenditure is only one of many
quantitative and qualitative factors that contribute to health outcomes, and measurement of
health status is an imperfect process. Therefore, cluster analysis (CA) can be an appropriate
tool to discover relationships between these indicators. The innovation of this study lies in the
inclusion of a combination of one objective quantitative indicator, one objective qualitative
indicator and one subjective indicator reflecting health outcomes (health status), along with
the indicator reflecting healthcare resources. An approach based on an HCA applied to the data
on healthcare inputs and outcomes follows the previous author’s works in this field
(Drastichov4, 2018a, b; Drastichova, 2019).

In Drastichova (2019), the same sample of 31 countries was clustered according to indicators
reflecting these three aspects, as well as standards of living, to discover the extent of the
relationships between these factors in these countries. The indicators used to reflect health
outcomes were life expectancy at birth (LE); healthy life years in absolute value at birth for
females (HLYf) and for males (HLYm); and death rate due to chronic diseases (DR).
Concerning healthcare inputs (resources), the indicator used is current healthcare expenditure
(CHE) (percentage of GDP). Two partial expenditure ratios in classification by healthcare
financing schemes were also used to reflect prevailing healthcare system models. The core
cluster 2 countries (the new member countries, apart from Malta, Cyprus and Slovenia), were
the worst performing countries. Cluster 1, containing the core developed countries — Austria,
Germany, France, Switzerland and the Benelux countries, was evaluated as the second-best
performing cluster in both years, although its average CHE ratios and GDP per capita were the
highest. On the other hand, countries, which shifted from cluster 4 to cluster 3, referred to as
cluster 4-3 countries (Iceland, Ireland, Malta, Norway and Sweden) were evaluated as the best
performing countries, along with the core cluster 3 countries (Italy and Spain), and Cyprus.

2. Problem Formulation and Methodology

In this section, the methodology applied, the source of data, and the indicators used (including
the rationale behind their selection) are introduced.
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2.1 Data

Health outcomes/health status are represented by three indicators. Two of them predominantly
reflect objective aspects. The first indicator applied is life expectancy at birth (LE). LE is
defined as the mean number of years that a new-born child can expect to live if subjected
throughout his life to the current mortality conditions (age specific probabilities of dying).
Healthy life years (HLY) is the second indicator used. It measures the number of remaining
years that a person of specific age is expected to live without any severe or moderate health
problems. HLY is a composite indicator that combines mortality data with health status data.
It is separately calculated for men and women. The share of people with good or very good
perceived health (PH) indicator is a subjective measure on how people judge their health in
general on a scale from "very good" to "very bad". It is expressed as the share of the population
aged 16 or over perceiving itself to be in "good" or "very good" health (Eurostat, 20203, b).
LE and PH indicators are included in the EU SDG indicator set to monitor progress towards
SDG 3 on good health and wellbeing (Eurostat, 2020a). LE predominantly reflects quantitative
aspects of health, while in HLY and PH qualitative aspects are also included. HLY focuses on
the quality of life spent in a healthy state, rather than the quantity of life, as measured by LE.
The PH indicator also reflects qualitative aspects; although it is a subjective indicator. Current
healthcare expenditure (CHE) (percentage of GDP) is the indicator chosen to reflect healthcare
inputs (resources) (WHO, 2020). Data missing for indicators of certain countries for certain
years were replaced with the last available data (from the previous year).

2.2 Methodology and Model

HCA is applied as a main method in this work. CA is a multivariate statistical method and it
is a useful technique for the identification of structures within the selected dataset. It organizes
the observed cases into homogenous groups and it does not require any prior knowledge of
which object belongs to which cluster. The degree of association between two objects is
maximal if they belong to the same group and minimal otherwise. For grouping objects of
similar kind into categories, different algorithms and methods can be used. HCA is applied in
this work. HCA of n objects is defined by a stepwise algorithm which merges two objects at
each step, the two which have the least dissimilarity or distance (Everitt, 1993). Different
objects, i.e. the 31 countries of the sample in this analysis, are sorted by means of CA. Since
quantitative variables are used, the squared Euclidean distance was chosen from the measures
for interval to measure distance. Ward’s method is used as a cluster method to determine which
clusters should be joined at each stage (Aldenderfer and Blashfield, 1984). Finally, Z scores
are applied as a standardization method, since the variables used are measured in different
units (see more in Drastichova (2019)).

3. Problem Solution

Five indicators were used to classify the sample of 31 countries into four clusters by means of
the HCA. There were four indicators for health outcomes (health status) and one for healthcare
resources (described in subsection 2.1). Cluster dendrograms for individual years and for the
whole period are displayed in Figure 1. A four-cluster model was chosen as the appropriate
solution (based on the corresponding dendrograms, as indicated in Figure 1). It can be seen in
both Figure 1 and Table 1 that although assignments to clusters between the years changed,
particular countries were close to one another in particular years and also for all indicator
values (in all three years), such as Italy and Spain, Austria and Finland, or three Baltic
countries. The countries that remained in the same cluster in each year as well as in the whole
period are referred to as the core countries of that cluster. Descriptive statistics for the created
clusters are displayed in Tables 2 and 3, and the features of clusters are derived from these
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values. For analysis of the whole period (all indicator values), only the values of descriptive
statistics in the year 2017 are displayed.

Figure 1: Cluster Dendrograms Created for the VValues of the Indicators Used in 2010,
2014, 2017 and All the Years Collectively
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Source: author’s calculations in R (2020)
Note: cluster 1 — green; cluster 2 — blue; cluster 3 — red; cluster 4 — black.

As regards the analysis in the individual years, cluster 1 exhibited the highest mean values of
CHE ratio in each year. Nevertheless, its mean values of the other indicators reflecting health
status were never the highest. The second highest values were achieved only in 2017 for all
the indicators and in 2010 for almost all the indicators, with the exception of HLYT (the second
lowest mean value). The composition of cluster lhas the features of the second worst
performing cluster in that year (the lowest mean HLY values, the second lowest LE and PH
values, along with the highest CHE ratio). Cluster 2 predominantly contained the new member
countries, i.e. the less developed EU countries (2010 and 2017). However, in 2014 and in the
whole period, the composition of cluster 2 is quite different. In 2010, it was the worst
performing cluster, exhibiting the lowest average LE, PH and CHE ratio. HLYm and HLYf
were the second lowest and the second highest respectively. In 2017, all the mean values in
this cluster were the second lowest, while the three poorly-performing Baltic counties formed
a separate cluster (the worst performing — cluster 4) in this year (see Figure 1 and Table 1).

Table 1: The Composition of the Clusters in the Individual Years and the Whole Period

Cluster 1 Cluster 2 Cluster 3 Clust. 4
2010 AT, DE, DK, BG, CZ, EE, HR, CH, CY, ES, GR, IE, IS, PT, SK,
FR, NL, BE, FI HU, LV, LT, PL, IT, LU, MT, NO, SE, UK SL
RO
2014 | AT, DE, FI, PT, BE, CH, CY, DK, BG, CZ, EE, HR, HU, LT, IE, IS,
SL FR, GR, IT, LU, LV, PL, RO, SK MT, SE,
NL. ES, UK NO
2017 AT, BE, CH, BG, CZ, HR, HU, CY, GR, IE, IS, IT, MT, EE, LT,
DE, DK, FI, FR, LU, PL, PT, RO, NO, ES, SE LV
NL, UK SK, SL
Ove- AT, CH, DE, BE, CY, GR, LU, BG, CZ, HR, HU, EE, LT, | MT, SE,
rall DK, FI, FR, NL ES, IE, IS, IT, UK LV, PL, PT, RO, SK, SL NO

Source: author’s calculations in R (2020)

159



International Conference on European Integration 2020 Ostrava, Czech Republic

In 2010 and 2017, cluster 3 was the best performing cluster, exhibiting the best average results
of all the included health status indicators, but the second lowest (2010) and the second highest
(2017) CHE ratios. As it was indicated, the composition is quite different in 2014 and for the
whole period. In 2014, cluster 3 was the worst performing cluster having the second lowest
average HLY values and the lowest values of the remaining indicators. The composition of
cluster 4 changed significantly over the years. It includes different countries in each year
analysed, and only three countries from 2014 were there in the analysis of all indicator values.
This cluster exhibited the lowest mean values of all indicators in 2017, when only three Baltic
countries are included there. In this year, it is the worst performing cluster. On the other hand,
it is the best performing cluster in 2014 with the best results in health status indicators. Only
LE is slightly lower than that of cluster 2 and the CHE ratio is slightly lower than that of cluster
1. The composition of this cluster in 2010 reflects the lowest performance (the lowest HLY
values, the second lowest LE and PH, and the second highest average CHE ratio. Cluster 1 is
the second-best performing cluster and cluster 2 the second worst performing in in 2010 and
2017, while the opposite is true in 2014. The five countries included in 2014 exhibited very
low HLY values (see Figure 1 and Table 1).

Table 2 Mean Values for Four Clusters: 2010, 2014, 2017, and the Whole Period
Ind. 10/1 10/2 10/3 10/4 Ind. 14/1 14/2 14/3 14/4
HLYm | 60.743 | 57.71 | 66.33 | 55.03 | HLYm | 57.760 | 63.45 | 57.95 | 71.04
HLYf | 60.714 | 60.81 | 66.34 | 54.43 | HLYf | 57.360 | 62.91 | 60.23 | 70.42
LE 80.543 | 75.04 | 8148 | 7850 | LE 81.320 | 82.19 | 76.37 | 82.18
CHE 10.258 | 6.793 | 8.716 | 8.737 | CHE 9.671 |9.300 | 6.601 | 9.552
PH 70.414 | 56.68 | 75.76 | 57.56 | PH 63.000 | 73.31 | 57.68 | 78.12
Ind. 17/1 17/2 17/3 17/4 Ind. 17w/l 17w/2 | 17w/3 | 17w/4
HLYm | 61.467 | 59.13 | 69.02 | 53.90 | HLYm | 60.914 | 65.62 | 57.74 | 72.50
HLYf | 60.644 | 59.45 | 68.74 | 56.40 | HLYf | 59.957 | 65.21 | 58.80 | 72.00
LE 81.856 | 78.32 | 82.50 | 76.36 | LE 81.971 | 82.21 | 77.51 | 82.53
CHE 10.521 | 7.008 | 8.751 | 6.281 | CHE 10.674 | 8.156 | 6.953 | 10.26
PH 72.244 | 63.10 | 76.91 | 46.86 | PH 71.586 | 75.88 | 58.37 | 76.46

Source: author’s calculations in R (2020)

Note: 10, 14, 17: the years monitored; wh — the whole period; 1 — 4: cluster 1 — cluster 4.

In the analysis of the whole period, cluster 4 exhibited the highest mean values for almost all
health status indicators. Only in 2010, a slightly higher value of PH was exhibited by cluster
2. However, its average CHE ratios were the second highest (2014 and 2017) or the second
lowest (2010). This cluster is evaluated as the best performing cluster. The lowest average
values of all indicators were in cluster 3, which is the worst performing cluster. The only
exception was the second lowest average HLYf in 2014. Its lowest mean value was in cluster
1. This cluster had the second lowest mean values of the remaining health status indicators.
However, its average CHE ratios were the highest. Therefore, it is the second worst performing
cluster. Finally, cluster 2 had the second highest mean values of health status indicators, with
the exception of PH in 2010 (the highest). CHE ratios are the second highest (2010) and the
second lowest (2014 and 2017). This is the second-best performing cluster according to all
indicator values in all years included. Variabilities measured by standard deviation (StD)
differ between clusters and years (see Table 3). In the analysis of individual years, low values
can be seen in cluster 1 in 2010 and 2014, with the exception of the PH indicator in 2014.
Conversely, relatively high values can be seen in cluster 3 in 2014 and cluster 4 in all the years
for several indicators. For the analysis of the whole period, the results seem to be more
homogenous. The StD values are relatively low in cluster 4 (the lowest for all indicators in
2017) and high in cluster 3. This variability is often high in cluster 1 as well, with the main
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exceptions being the CHE ratio and HLYf (2010), and often low in cluster 2, with the main
exceptions being HLYm (2017) and the CHE ratio (the highest StD value in each year).
Considering these values, the differences between the indicator values of countries included
in particular clusters can be better evaluated.

Table 3: Standard Deviations for Four Clusters: 2010, 2014, 2017, and the Whole Period
Ind. 10/1 10/2 | 10/3 | 10/4 Ind. 14/1 14/2 | 14/3 | 14/4
HLYm | 2.213 |3.254 | 2250 |3.729 | HLYm | 0.873 | 1.622 | 3.685 | 2.829
HLYf | 1979 |3534 | 2640 | 2354 | HLYf |1.566 | 2.623 | 3.847 | 3.408
LE 0.768 | 1.690 | 0.713 | 2.516 | LE 0.164 | 0.901 | 1.634 | 0.536
CHE 0.767 |0.721 |1.251 | 1.017 | CHE 0.994 |1.901 |1.015 | 1.025
PH 4155 |7.915 |5.122 | 7.433 | PH 9.767 | 3.612 | 8.147 | 2.885
Ind. 17/1 17/2 [ 17/3 | 17/4 Ind. 17w/l | 17wi/2 | 17w/3 | 17wi4
HLYm | 2550 | 2.383 | 3.401 | 2.982 | HLYm | 2.6579 | 3.431 | 3.396 | 0.655
HLYf | 3.886 | 3.683 | 3.004 | 3.863 | HLYf | 4.1576 | 3.598 | 3.965 | 1.552
LE 0.843 |2.630 | 0.572 | 1.818 | LE 0.9322 | 0.727 | 2.301 | 0.152
CHE 0.962 |1.182 |1.405 |0.282 | CHE 1.0336 | 1.509 | 1.042 | 0.852
PH 4560 | 6.655 | 2.756 | 4.881 | PH 5.0422 | 3.423 | 9.070 | 1.006

Source: author’s calculations in R (2020)

Note: 10, 14, 17: the years monitored; wh — the whole period; 1 — 4: cluster 1 — cluster 4.

Source: author’s calculations in R (2020)

Finally, the performance of countries is evaluated on the basis of the previous results. he
conclusions are similar to those of Drastichova (2019), although in that work the type of health
system and standards of living were also included. On the other hand, the inclusion of the
subjective indicator is the innovation of this analysis. Nevertheless, in comparison to that work,
more changes in assignments of countries to clusters occurred between these years. The
indicator values in 2017 are displayed in Figure 2 to simplify this evaluation. Three cluster 4
countries for the whole period, Malta, Norway and Sweden, along with Iceland and Ireland,
are among the best performing countries. As regards the first group, their HLY indicators were
among the highest. Only Sweden had slightly lower values in 2010, but significant increases
occurred. LE and PH are among the highest in 2017. Malta experienced one of the highest
increases in the PH indicator, which was lower in 2010, and Norway an increase in the LE
indicator. The CHE ratio of Malta was the lowest in this group (see Figure 2). Ireland and
Iceland were grouped with these countries together in the individual years. In 2014, these five
countries created a common cluster, cluster 4. In 2010 and 2017, it is cluster 3, which contains
these five countries along with all three Southern countries (Italy, Greece and Spain) and
Cyprus (in 2010, Luxembourg, Switzerland and the UK were also included). Italy and Cyprus
are among the best performing countries as well (Italy only in 2017). Italy exhibited high
increases in PH and HLY indicators, where its performance significantly increased. Its LE was
one of the highest in the sample each year. This is also the case for Spain, but its increase of
PH was lower. Although it was higher than that of Italy in 2010, it was lower in 2017. The
above-mentioned countries exhibited relatively high performance and often medium, or low
(Cyprus) CHE ratios (in Ireland, the highest decrease of the CHE ratio occurred). Greece
exhibited approximately medium values of the indicators. Its performance was even higher in
PH. However, their trend of development was negative, including one of the lowest increases
in LE, a drop in the remaining three health status indicators and a decrease of the CHE ratio.
Cluster 1 countries were top for CHE ratios in all four analyses. However, this was often not
the case for the indicators reflecting health status. In 2014, the performance of this cluster was
even the second lowest, as Slovenia and Portugal were included. These countries had relatively
low CHE ratios in comparison to the rest of this group, but relatively high in relation to their
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performance. In 2010, these two countries created a common cluster, cluster 4, with Slovakia,
to which this applies as well. All three countries had a poor performance, along with relatively
high CHE ratios to this performance (the lowest HLYT in the sample, along with Lithuania).

Figure 2: The Values of the Indicators Used in 2017
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Lithuania, exhibiting very low values of all indicators, is the worst performing country of the
sample. Although Slovakia exhibited even lower HLY values in 2010, significant increases
occurred in all health status indicators, along with a decrease in the CHE ratio. This also
decreased in Lithuania, along with health status indicators, with the exception of LE, where
the highest increase took place. All these relationships and the development in both health
status and healthcare resource indicators must be considered.

4. Conclusion

The aim of this work was to discover relationships between the selected indicators reflecting
health outcomes (health status) and healthcare resources in the sample of 31 countries, and to
evaluate the performance of these countries. Having applied HCA to the data for indicators in
the sample for 2010, 2014, and 2017, and to all data for these three years, four clusters were
created in each analysis. The performance in four health status indicators was evaluated and
the relationship with resources used, expressed by the CHE ratio, was also assessed.

The poor performing countries can be especially found in cluster 2 and 4 (2010 and 2017) and
cluster 1 and 3 (2014), and conversely. The analysis of the whole period helped assess the
overall performance in three monitored years and find the best performing countries, which
are Norway, Malta and Sweden, included in cluster 4. Moreover, several cluster 2 countries,
which were grouped with these countries in the analysis of individual years, can be evaluated
as the best performing as well. These include Iceland, Ireland, Italy and Cyprus. The average
CHE ratios of both clusters are not the highest. Accordingly, cluster 1, including the remaining
developed EU countries and Switzerland, and exhibiting the highest average CHE ratios, is
evaluated as the cluster with the second lowest performance. Health status achieved relative to
resource used is low, especially in HLY indicators. The worst performance was exhibited by
cluster 3, including all new member countries, except for Malta and Cyprus, along with
Portugal. These countries were grouped together in the analysis of the individual years, with
some exceptions. Slovakia, Slovenia and Portugal were assigned to a separate cluster, cluster
4 in 2010 as countries with a poor performance, especially in HLY indicators, and higher CHE
ratios (relatively high in relation to that performance). In 2014, Portugal and Slovenia were
grouped with some cluster 1 countries, which exhibited low HLY values. In 2017, the poor
performing Baltic countries (exhibiting similar features) were grouped in a separate cluster,
cluster 4, while Lithuania can be regarded as the worst performing country in all. Two of three
non-EU countries included in the analysis are among the best performing countries. The third
one, Switzerland, having among the highest CHE ratios, LE and PH, had a poor performance
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in HLY indicators. It is also difficult to assess sustainability. Especially the development of
Ireland, Slovakia, Lithuania and Greece, all experiencing decreases in CHE ratios, confirmed
that relationships can be comprehensive (mainly positive development in health status
indicators in the first two countries and negative in the second two countries). It can be
concluded that the relationships between health status indicators and CHE ratios were not
straightforward. The challenge is to advance methodologies for the analysis of these
relationships since these issues are the crucial aspects of SD.
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Abstract

The article is devoted to the study of tools and state programs developed for digitalization of
industrial enterprises, as an important factor in spatial and economic development. An
analysis of the economic and digital space heterogeneity in Russia is made based on the tools
of spatial econometrics. A significant and positive spatial autocorrelation was revealed among
neighboring regions as a result of the global Moran indices calculations using the matrix of
reciprocal distance weights and the boundary matrix. On the example of industrial enterprises
of the Perm region, it is shown that the introduction of digital technologies will increase the
efficiency of the labor resources usage and establish serial production of innovative high-tech
goods. It is proved that the transformation of the production process will have a positive
impact on the spatial and economic development of the region. The methodology proposed by
the authors for assessing the features of the spatial organization of the economy is universal
and can be applied in various regions (including the regions of the European Union)
implementing the policy of industrial digitalization.

Keywords: digital transformation, industrial enterprise, regions of the European Union,
spatial autocorrelation, spatial heterogeneity

JEL Classification: C10, R10, R12

1. Introduction

The digital transformation of the economy, launched during the fourth industrial revolution,
will form a new infrastructure that will be dominated by "smart" objects with artificial
intelligence systems. Building such an infrastructure that ensures the formation of competitive
advantages in new spatial conditions is of strategic importance in both national and regional
development agendas. Only those regions that can use the externalities of the digital revolution
to strengthen their competitive positions will become leaders. On the contrary, ignoring
modern digital realities and trends can cause negative socio-economic consequences in the
foreseeable future, both due to the loss of highly qualified personnel and the loss of the
competitiveness of organizations.

One of the modern directions of the competitive model for spatial development is
digitalization. The introduction of innovations and the transition from conventional computing
systems to technical systems using artificial intelligence led to the formation of the “smart
city” (Albino, 2015; Hall, 2000), the “smart region” (Mikki, 2014; Morandi, 2016) and even
the “smart nation” (Foo and Pan, 2016). Thus, regions become “smart” and “digital” as modern
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intellectual solutions are introduced into various sectors of the economy and public life, i.e. as
they are digitalized. The new fourth revolution (Industry 4.0) is associated primarily with
artificial intelligence, as well as with cyber-physical systems, augmented reality, the Internet
of things, big data, cloud computing, smart materials, and 3D printers (Schwab, 2016). “Smart
plants” appear as a result of the introduction of such technologies (Zuehlke, 2010), where the
artificial intelligence system will manage not only production robots, but also all processes —
from the supply of raw materials to the delivery of products to the final consumer. The
introduction of digital services and technologies in organizations, as well as a modern approach
to the development of «smart» industries, have a significant impact on maintaining a high
technical and technological level of the organization, and, as a result, maintaining its
competitiveness.

Digital transformation of social production will allow not only coordination and cooperation
of geographically distributed participants in economic relations, but also remote control of
robotic systems and complexes. In addition, the economic business effects of digitalization
are due to an increase in the level of service support, which allows switching to a payment
model based on the actual volume of product consumption in relations with consumers. Thus,
the widespread digitalization of the economy can have a significant impact not only on
improving the competitiveness of products by reducing the unit cost of production. Digital
transformation can transform the historical spatial organization and territorial structure of
socio-economic systems (Naumov, 2019; Dubrovskaya, 2018). In this regard, the issue of
determining the impact of digitalization on the spatial and economic development of the
region, as well as identifying trends in the development of economic and digital space, is being
updated.

According to digitalization ratings (Abdrakhmanova, 2018; Abdrakhmanova, 2019; Bank,
2016) of the countries analyzed by us the Russian Federation is not included in the group of
leaders for the digital economy in many respects: the share of digital economy in GDP (3.9
per cent - which is 2-3 times lower than that of the leaders), the number of publications devoted
to ICT topics in journals indexed in international databases, the share of ICT specialists in total
number of employed people, level of digitization etc. However, when considering the level of
digitalization of the regions in the Russian Federation over the past 10 years, there is a positive
dynamics of indicators: the use of the Internet in organizations in the country has reached 82
% (in some regions, 94.9%) on average, 76% of households have access to the Internet, while
60% use the Internet almost every day. In addition, speaking of inter-regional comparisons, it
is important to note that the final indicators of digitalization in the Russian regions are fairly
uniform in all ratings.

Thus, digital transformation becomes an objective necessity to achieve a high technical and
technological level of the enterprise, and, as a result, to maintain its competitiveness. The
purpose of this study is to provide a theoretical and practical justification of the importance of
digital transformation of industrial enterprises for spatial and economic development of
territories.

2. Problem Formulation and Methodology

The paper uses empirical methods (matrix methods of calculation; cartographic method;
comparative method), as well as theoretical ones (analysis of legal documents; statistical data
and statistical collections; bibliographic analysis of literature and Internet materials).

The methodological content of the work is based on the hierarchical approach and the ideology
of institutional and evolutionary economic theory. The works of scientists in the field of
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research of competitive advantages of territories, distribution of productive forces, digital
economy, as well as works devoted to the analysis of problems and prospects of digital
transformation of the economy were used as the theoretical basis of the research.

The database of the Federal state statistics service "Regions of Russia. Socio-economic
indicators" for 2017, regional ratings of specialized organizations, data from the SPARK were
used as the information resource.

In our study, we used the following indicators to assess the digital transformation of the
industry: the share of organizations (in the total number of organizations) using broadband
Internet, as well as the share of organizations (in the total number of organizations) using ERP
systems. The first indicator characterizes the digitalization of business in the country as a
whole, the second is a narrower indicator that is critical for managing thousands of businesses
of all sizes and in all industries. Enterprise resource planning (ERP) is business process
management software that allows an organization to use a system of integrated applications to
manage the business and automate many back office functions related to technology, services
and human resources. ERP systems are technologies that provide "smart manufacturing”.
Therefore, the level of ERP systems usage is an indicator of the industrial production digital
transformation.

The study has traditionally used the GRP per capita indicator for the analysis of economic
development. At the same time we adjusted the GRP per capita according to the purchasing
power parity method (Savaley' 2017). The necessity to adjust is due to the fact that GRP is
published in nominal prices and does not take into account price differences in consumer goods
and services in Russian regional statistics. As a result of this adjustment, the gap in the size of
GRP per capita in consumer price parity between the region that received the maximum value
(Nenets Autonomous district - 3051,3 thousand RUB/person) and the region received the
minimum value (the Republic of Ingushetia - 128,4 thousand RUB/person) has decreased in
2,3 times: from 54.7 to 23.7 times.

On the basis of three selected indicators (the share of organizations (in the total number of
organizations) using broadband Internet; the share of organizations (in the total number of
organizations) using ERP systems; adjusted GRP per capita), the digital and economic
heterogeneity of the development of the Russian space was estimated. The assessment was
based on the calculation of the global Moran index (formula (1).

XX jwijl—%)(x;-%)
%Zi(xi—f)ZZiZjWij

I

o))

where w;; — element of the weight matrix W; x; — studied indicator of the region i; n — total
number of objects (number of regions). According to the null hypothesis that there is no global
spatial autocorrelation the expected value of the Moran index is calculated using the formula
(2):

1

E(D) =--= 2

N-1
If 1> E(I), i.e. I € (0;1], that means that there is a positive spatial autocorrelation (nearby
neighbors often tend to show similar values of the indicator under consideration); if I < E(I),

i.e. I € [—1;0), that means that there is a negative spatial autocorrelation (nearby neighbors
tend to show different values of the considered indicator).

The study used 2 types of weight matrices: the inverse distance matrix and the boundary weight
matrix. When using the inverse distance matrix, the influence of all regions on each other is
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taken into account. when using the boundary weight matrix, the influence of only neighboring
regions is taken into account.

In this case, the elements of the inverse distance matrix are equal:

0, ifi =
Wij =)L if i # j )

d;j — distance between centers of the regions;

Elements of the boundary matrix of weights:

{0, if regions i and j do not have a common border
w;; = : . . .
Y 1, ifregions i and j have common border

4)

The inverse distance matrix is formed as a result of automated parsing of thematic sites. To
calculate distances for each region, a list of bordering regions and its central city is calculated
using online encyclopedias. Next, the distance between the centers of all regions is calculated.
If there is no road or rail service, the distance spent on air travel is used, multiplied by the
weighted average coefficient of distances calculated for other regions where such a service is
available. Data about borders, administrative centers, and distances are stored in the computer's
memory by a self-learning algorithm. The saved data has a timestamp that will force the
algorithm to access the online data again after a certain period of time (this is due to the
variability of regional borders and the road map of Russia).

The boundary matrix of weights is formed manually, in accordance with the geographical map
of the regions of the Russian Federation. It is based on the principle that there is absence or
presence of common border between regions. The constructed matrix is a square which
columns and rows correspond to the regions of the Russian Federation. Inside, this matrix is
filled with ones and zeros, with a value of 1 in the cell indicating that there is a common border
between regions i and j, and a value of 0 indicating that there is no border. The value 0 is also
set when comparing the same region, which eliminates the effect of the region's influence on
itself. Thus, the regions are compared in pairs, which determines the symmetry of the matrix.

3. Problem Solution

As a result of global Moran indices calculations using the inverse distance matrix and the
boundary weight matrix, significant and positive spatial autocorrelation was revealed among
neighboring regions, i.e. clustering of regions takes place (Table. 1).

Table 1: Results of Calculating the Moran Index, 2017

Proportion of Proportion of

. L . . . GRP

Type of matrix organizations using organizations using adiusted
broadband Internet ERP systems J

Inverse distance 0,089*** 0,245%** 0,050**

matrix

Boundary weight 0,189** 0,402*** 0,364***

matrix

Note: *, **, *** __sjgnificance at 5, 1, and 0.1% levels, respectively.
Source: author’s calculations
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Next, we constructed spatial scattering diagrams (according to the inverse distance weights
matrix) (figures 1-2).

Figure 1: Spatial Scatter Chart for the Indicator «Share of Organizations (in the Total
Number of Organizations) using ERP Technologies», 2017

Moran scatterplot (Moran's | = 0.402)
x5

Wz

Source: author’s calculations
Figure 2: Spatial Scatter Chart for the GRP Indicator, 2017

Moran scatterplot (Moran's | = 0.364)
GRP
| | | |

Wz

Source: author’s calculations

The obtained results of the spatial analysis prove that regions demonstrating a significant level
of digital technology implementation in organizations also have a high GRP. Thus, the
presence of homogeneous trends in the development of the economic and digital space is
revealed.

The Perm region was chosen for a more detailed analysis of the digital transformation in the
regional industry. This region has a significant level of digital infrastructure: a developed fiber-
optic communication network, a regional geographic information system, two technology
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parks in the field of high technologies, an interactive portal "Manage together" for conducting
an effective dialogue between the citizens and the government, the provision of Internet access
for residents of the region more than 64%, to 4G/3G services more than 77%/88%,
respectively. According to the information given by the government of the Perm region
(Government of the Perm region [online], 2017), the region is among the ten subjects with a
developed digital economy, mobilizing more than 1,700 enterprises of the Telecom industry,
software production, and hardware complexes on its territory. Despite this, the development
of the economy in the Perm region at this stage is experiencing certain difficulties. In
particular, according to official statistics, the production index for the "Mining" type of
economic activity in the Perm region has been constantly growing over the past 3 years, while
the "Manufacturing” type of economic activity has been falling from year to year.

Since 2017, the region has been actively working on the digital transformation of the industrial
sector. For example, in order to improve the personnel reserve, in 2019, the Perm network IT
University was opened, which provides training in end-to-end digital technologies. Perm
network IT University is a short modular program and demo school for the most popular end-
to-end digital technologies. In order to improve the regulatory framework in 2018, the Perm
region adopted The concept of developing the digital economy of the Perm region in 2018-
2024. The main objective of the Concept is to create conditions for the accelerated
development of the economy and society in the region through the development and large-
scale distribution of information and telecommunications technologies and services.

The key priority of this Concept is the subproject "Digital automation of production processes,
including 11oT". In order to implement it, the Ministry of industry of the Perm region organizes
and conducts comprehensive rapid surveys of the level of digital maturity of industrial
enterprises in the Perm region with the further formation of a list of digitalization initiatives.
This project is a unique regional practice developed for the purpose of digital (intensive)
development of enterprises in the territory and is being implemented since 2018. The main
participants in Express surveys are three parties: the state, industrial enterprises, and IT
companies. A survey request was sent to large industrial enterprises of the Perm region, which
revealed the following results (Table 2).

The high demand of industrial enterprises for automation of main and auxiliary production
processes was revealed as a result of the survey. Based on the results obtained, detailed rapid
surveys were conducted and 70 initiatives for digitalization of production were formed (41
initiatives are currently under development). Two financial instruments were offered for
businesses:

1. Preferential loan from the Industrial Development Fund of the Russian Federation. The Fund
was founded in 2014 to modernize Russian industry, organize new production facilities and
ensure import substitution. The Fund offers preferential conditions for co-financing projects
aimed at the development of new high-tech products, import substitution, export, leasing of
production equipment, implementation of machine-tool projects, digitalization of existing
production facilities, production of high-tech civilian and/or dual-use products by enterprises
of the military-industrial complex, production of components, labeling of medicines and
increasing labor productivity. For the implementation of new industrial projects, the Fund
provides targeted loans at the rate of 1%, 3% and 5% per annum for up to 5 years in the amount
of 5 to 750 million rubles, stimulating the inflow of direct investment in the real sector of the
economy (RF industry development Fund [online], 2019).

2. Grant from The Russian Fund for Information Technology Development, which was
established to provide support for the development and promotion of Russian software, support
for scientific, technical, and innovation activities, and development of innovative
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infrastructure in the field of information and communication technologies by the Government
of the Russian Federation. The RFITD competition provides an opportunity to receive a grant
for the implementation of a project to introduce domestic products, services and platform
solutions based on "end-to-end" digital technologies in the regions of the Russian Federation
within the framework of the Federal project "Digital Technologies". The grant amount is up to
1 billion rubles.

Table 2: Results of the Survey of Industrial Enterprises of the Perm Region

Industries
K] = - E
R R R
sepsl s [ £ 8g 22
. T ok g 2 o eS|l 25
Key questions survey SE53a o c i =
ISRl gl £ © ] > 6
s 5E£ & < o 2 g £8
< o © [] = = =
© o = (1] a =
1. The level of the main production processes
automation at the enterprise (%) 76 35 45 55 20
2. Level of automation of auxiliary production 58 36 75 3 18
processes at the enterprise (%)
3. Your company's need in the automation of the
main and auxiliary production processes (% of the 71 100 50 100 100
total number of respondents)

4. List of production processes in need in automation| R&D automation systems, working with
documentation in production, monitoring
the location of personnel in remote areas,
automation of mechanical and assembly

production

5. Automation task to reduce lead time, reduce the impact of
human factors and increase production
flexibility

6. Suggested ways to solve the automation problem implementation of integrated enterprise
management systems, ERP- and MES
systems, R&D automation systems

Source: author’s calculations

In total, 19 industrial enterprises of the Perm region showed interest in the program. Currently,
5 projects from 4 enterprises of the Perm region have been submitted for the RFITD grant:
PJSC Uralkali (2 projects), PJISC PNPPK, JSC UEC-PM, and LLC ARUS. In total, the
program is designed for 3 years (2019-2021). The immediate effect of the Express surveys
implementation, including its influence on spatial-economic development of the region can be
traced on the example of JSC "United Engine Corporation - Perm Motors" won the tender on
RFITD grant. The successful implementation of the Project will allow to modernize 210
production workplaces and 231 workplaces for engineering workers, create a trusted
technological network for data exchange of production equipment, which will create
conditions for the introduction of new modern technologies for the organization of production.
This, in turn, will reduce the technological gap from the main competitors and more effectively
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establish mass production of an innovative high-tech product-the PD-14 propulsion system (a
Perspective Engine with a thrust of 14 tons) for the Russian MS-21 airliner (a Mainline aircraft
of the XXI century).

Digital transformation of enterprises is currently considered as a new objective reality of social
and economic development in any country. A unique feature of modern digital reality is that
the digital environment itself is a driver of enterprise development and directly encourages
them to transform. Enterprises are "automatically” integrated into value chains of various
levels, into business models of partners through the development of open innovations, network
technologies and new organizational forms that practically "erase" physical boundaries,
replacing them with virtual ones. To determine the direction of transformation, enterprises
must understand the level of technical and technological readiness and readiness to change
their business processes and approaches to business process management.

4. Conclusion

As a result of the study, it was revealed that regions that actively implement digital
technologies have the opportunity to first, increase the competitiveness of regional enterprises;
second, increase the share of information and communication technologies in the gross
regional product; and third, reduce the digital gap in relation to the leading territories, ensuring
sustainable economic development. The project of digital transformation of industrial
enterprises of the Perm region presented in the study has a significant impact on the
development of the region. The implementation of such projects aimed at the digital
transformation of enterprises, organizations, cities, and regions in the future will allow us to
continue the planned trend of reducing the heterogeneity of the development of both the digital
and economic space of the regions. The potential of the digital infrastructure created in the
region is a major competitive advantage in the fight for investors and human capital. This
conclusion opens wide horizons for further research in the field of transformation of the
economic and digital space of the economic system of any country.

As a result of the study, it was revealed that regions that actively implement digital
technologies have the opportunity, firstly, to increase the competitiveness of regional
enterprises; secondly, to increase the share of information and communication technologies in
the gross regional product; and thirdly, to reduce the digital gap in relation to the leading
territories, ensuring sustainable economic development.

The project of industrial enterprises digital transformation in the Perm region presented in the
study has a significant impact on the development of the region. The implementation of such
projects aimed at the digital transformation of enterprises, organizations, cities, and regions in
the future will allow us to continue the planned trend of reducing the development
heterogeneity of both the digital and economic space of the regions. The potential of the digital
infrastructure created in the region is a major competitive advantage in the fighting for
investors and human capital. This conclusion opens wide horizons for further research in the
field of the economic and digital space of the economic system transformation in any country.

In the future, it is planned to use the authors’ methodology for assessing the features of the
spatial organization of the economy for regions in various countries (primarily in EU
countries) implementing the policy of industrial digitalization.
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Abstract

This paper deals with the issue of brownfields which is a timeless phenomenon associated with
a number of undesirable effects that are determined by the involvement of the public sector
and organizations in their elimination. At the highest level, these are central state
administration bodies, at the level of mesoregions they are higher territorial self-governing
units. In the context of the Czech Republic as a member of the European Union, this entity can
also be considered as fully relevant. These institutions declare their relationship to
brownfields in their documents and other activities. The aim of the paper is to analyze and
synthesize the state of formal and practical involvement of these three entities in the Czech
Republic in order to solve problems following from the existence of brownfields in their own
territory. The fulfilment of the content of the paper is based on the research of secondary
sources and their analysis in relation to the defined topic of the research.

Keywords: brownfield, EU, public administration, local government, state administration
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1. Introduction

Brownfields, represented by abandoned and disused sites, properties or buildings, are part of
the urban heritage of our society, whose existence, in general, is undesirable and unwanted
(Tureckova et al., 2018). This is the reason why the issue is dealt with by public institutions
that can contribute both with their financial and non-financial tools to a higher level of
brownfield regeneration, which would not be possible if merely the private sector was involved
(Martinat et al., 2017). Important institutions and subjects of public sector involve individual
central bodies of state administration and local self-government authorities for higher-level
and lower-level administrative units. As the Czech Republic is a member of the EU, the
European Union is also an important subject involved in the regeneration and revitalization of
brownfields with the aim to efficiently use the sources and profits (PakSiova, 2017) by
broadening of the requirements for subjects to provide information about its use in the closing
of books and annual reports (Petera et al, 2019). There are programmes and operational
programmes to support the brownfield regeneration that are financed from the structural funds
of the EU. These programmes are aiming to support the integration and sustainability
(MacGregor Pelikanov4, 2019a), as well as the proper functioning of the competition on the
single domestic market (MacGregor Pelikanova, 2019b). The task of the different levels of
administration is to create suitable tools and conditions which will allow us to solve the
brownfield related issues (Tureckova, Varadzin a Nevima, 2018).
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The issue of brownfields falls within the competence of the government of the Czech Republic,
specifically within the Ministry of the Environment and the Ministry of Regional
Development. Yet this issue also concerns the Ministry of Industry and Trade, the Ministry of
Agriculture and the Ministry of Culture, and the Ministry of Finance as far as finances are
concerned. There is no doubt that it falls within the competence of other ministries and
governmental bodies and institutions as well (Czechlnvest, Centre for Regional Development,
etc.)

The aim of the paper is to analyse clearly the condition of the formal and practical involvement
of the European Union, central bodies of administration and higher self-governing authorities
of the Czech Republic in the solution of the issues resulting from the existence of brownfields
on an individual locality.

2. Applied Methods and Procedures

The presented paper is a survey article that analyses on a fundamental level the relation
between the European Union and central bodies of state administration and higher-level
territorial self-governing units regarding the key documents and specific activities and
programmes. The principal applied method here is the method of the research of public
secondary sources, mainly form the European Union, the Ministries of the Czech Republic,
the regions of the Czech Republic and the regional development agencies within the
administration of the regions. Due to the demanding character of the topic, this is a basic
overview of the formal and practical relation between the European Union and public
administration regarding the abandoned sites and properties on the state and regional level with
the aim to determine the most substantial relations and detect by a simple comparison such
subjects that approach the issue of brownfield with more initiative than the others.

This article is an extension of the article The Issues of brownfields and their tools to support
the solution in public sector: a case study on the Czech Republic by Duda and Tureckova on
the aspects of the European Union and structural funds of the EU, from which the financial
resources are used for the programmes and operational programmes that are focused on the
issues of regeneration and revitalization of brownfields.

3. Business and Investment Development Agency Czechlnvest

Business and Investment Development Agency Czechlnvest is a state contributory
organization subordinate to the Ministry of Industry and Trade of the Czech Republic. The
agency arranges for the Czech Republic domestic and foreign investments in the areas of
manufacturing, strategic services and technology centres. It supports small, medium-sized and
innovative start-up companies, the business infrastructure and innovation (Czechlnvest, 2019).

Czechlnvest (1) maps and identifies sites suitable for implementation of projects in individual
regions of the Czech Republic — National Brownfield Database, (2) in cooperation with other
public institutions, Czechlnvest prepared materials for National Brownfield
Regeneration Strategy in the Czech Republic and is involved in its fulfilling, (3) provides
information and administer the programmes aimed at supporting regeneration of brownfields
financed from the state budget (Programme for Regeneration and Commercial Use of
Brownfields and Business Property and Infrastructure Support Programme) as well as from
the structural fund of the EU (Properties Programme), (4) prepares and organizes tours of the
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selected properties, (5) holds seminars and conferences on brownfield regeneration, (6)
administers the website www.brownfieldy.eu (Czechinvest, 2019).

4. The European Union and Brownfields

As it was mentioned above, the Business and Investment Development Agency Czechlnvest
provides besides other things information and administers the programmes to support the
brownfield regeneration also financed from the structural funds of the EU. They are
predominantly these three funds: European Regional Development Fund, the Cohesion Fund
and European Agricultural Fund for Rural Development.

4.1 European Regional Development Fund

The fund originated in 1975. The fundamental objective of the fund is to strengthen the
economic and social cohesion in the EU and to balance the differences between the regions.
In the period between 2014 and 2020, the investment is directed towards several key activities
as follows: innovation and research, digital agenda, support for small and medium-sized
enterprises, low-carbon economy. The revitalization of brownfields in the Czech Republic is
supported by this fund through the financing of the Operational Programme Enterprise and
Innovation for Competitiveness (European Commission, 2020).

Operational Programme Enterprise and Innovation for Competitiveness 2014—2020 —
this programme is the fundamental programme document of the Ministry of Industry
and Trade for the disbursement of financial resources from the European fund for the
regional development in the programming period of the EU cohesion policy 2014-2020.
The operational programme was approved by the European Commission on April 29,
2015 and became the key tool to support Czech entrepreneurs by funds of the European
Union in the programming period 2014-2020 (Ministry of Industry and Trade, 2015).
Part of this programme is also the support of brownfield regeneration within the
problematic sphere of “The Environment”. It also includes the enhancement of
entrepreneurial environment for small and medium-sized enterprises by providing the
appropriate infrastructure, modernization and improvement of the existing industrial
sites and brownfield renovation to be utilized economically; revitalization of brownfields
for manufacturing activities, regeneration of brownfields for the purpose of further
business activity (Operational Programme Enterprise and Innovation for
Competitiveness 2014-2020, 2019).

Real Estates Programme -the programme is launched according to the operational
programme approved by the Commission based on the article N0.96 of the regulation of
European Parliament and the Council No. 1303/2013. Regulation (EU) No 1303/2013 of the
European Parliament and of the Council of 17 December 2013 laying down common
provisions on the European Regional Development Fund, the European Social Fund, the
Cohesion Fund, the European Agricultural Fund for Rural Development and the European
Maritime and Fisheries Fund and laying down general provisions on the European Regional
Development Fund, the European Social Fund, the Cohesion Fund and the European Maritime
and Fisheries Fund and repealing Council Regulation (EC) No 1083/2006.

The modernization of the manufacturing enterprises, the reconstruction of the existing obsolete
infrastructure and the reconstruction of the sites such as brownfields with their transformation
to modern entrepreneurial sites is supported (excluding the expenses for the removal of
ecological burden). The managing body is the Ministry of Industry and Trade. It is part of
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the Operational Programme Enterprise and Innovation for Competitiveness (Real Estates
Programme, 2014).

4.2 The Cohesion Fund

In the period 2014-2020, this Fund is intended for Bulgaria, the Czech Republic, Estonia,
Croatia, Cyprus, Lithuania, Latvia, Hungary, Malta, Poland, Portugal, Romania, Greece,
Slovakia and Slovenia. There is 63,4 billion EUR allocated for this period. The fund supports
two spheres, namely the trans-European transport network and the environment. Through the
support of the environment the brownfields with ecological burden are supported (in the Czech
Republic, it is through the Operational Programme Environment) (European Commision,
2020).

Operational Programme Environment 2014-2020 is a follow-up to the Operational
Programme Environment 2007-2013. It offers financial resources from the European Regional
Development Fund and from the Cohesion Fund for projects in the sphere of the environment.
The managing body is the Ministry of Environment. It supports among others the
preservation and protection of the environment, and promotes the efficient use of resources by
means of adopting measures to improve the urban environment, revitalization of the cities,
regeneration and decontamination of formerly built-up areas (brownfields) (including former
military areas) (Operational Programme Environment 2014-2020, 2019).

4.3 European Agricultural Fund for Rural Development

The fund is part of the common agriculture policy of the EU. It is a financial tool that supports
rural development. Its aim is to enhance the competitiveness of agriculture and forestry,
improve environment and landscape or the quality of life in rural areas and the diversification
of rural economies. In the Czech Republic, it covers the projects that are part of the so-called
Rural Development Programme supporting the revitalization of rural brownfields
(DotaceEU.cz, 2019).

Rural Development Programme - this programme is administered by the Ministry of
Agriculture in cooperation with the State Agricultural Intervention Fund. The European
Commission approved the final version of the fundamental programme document of Rural
Development Programme for the 2014-2020 programming period on the 26" of May, 2015.
The Rural Development Programme, within the sphere of agritourism, supports the investment
in the diversification of the activities for agricultural subjects in the sphere of agritourism
ensuring the diversification of income, creating new employment for unskilled workers,
supporting broader use of agriculture farms and use of rural brownfields (Rural Development
Programme, 2017).

The data are schematically arranged in Table 1.
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Table 1: Summarizing Table of Programmes/Operational Programmes and EU Funds
from which these Programmes Draw Financial Resources, and Ministries that
Administer these Programmes

Programme/operational EU funds from which The Ministry of the

programme financial resources of the EU | Czech Republic that
are drawn administers the given

programme

Enterprise and Innovation for | European Regional The Ministry of

Competitiveness; it also Development Fund Industry and Trade

includes Real Estates

Programme

Operational Programme European Regional The Ministry of

Environment Development Fund and Environment
Cohesion Fund

Rural Development European Agricultural Fund The Ministry of

Programme for Rural Development Agriculture

Source: public resources, own adjustment.

5. Public Administration and Brownfields on the Level of Central Bodies
of the State Administration

The common drawing up of the national strategy on brownfield regeneration, the embedding
of the brownfield issue in the legislation of the Czech Republic and the specification of
fundamental tools for the entire process of regeneration and revitalization of brownfields all
fall within the competence of the ministries (Dvotakova Liskova et al., 2016). The central
bodies of the state administration dealing with the brownfields in their programmes and
strategies are mainly the Ministry of Industry and Trade, the Ministry of Regional
Development, the Ministry of Agriculture, the Ministry of Environment and the Ministry of
Culture.

The Ministry of Industry and Trade supports brownfields mainly through: (1) National
Brownfield Regeneration Strategy, (2) Regeneration and Commercial Use of Brownfields
Programme, this being the Third Call and (3) Business Properties and Infrastructure Support
Programme.

The Ministry of Regional Development supports brownfields through: (1) The Regional
Strategy Development of the Czech Republic 2014-2020, (2) Spatial Development Policy of
the Czech Republic, (3) subprogramme of Land Revitalization Support Programme 2019,
specifically the subprogramme Regeneration and Non-commercial Use of Brownfields, (4)
Principles of Urban Policy of the Czech Republic, (5) Partnership Agreements for the
programming period 2014-2020.

The Ministry of Environment addresses the issue of brownfields through: (1) State
Environmental Policy of the Czech Republic 2012-2020, (2) Strategic Framework for
Sustainable Development.

The Ministry of Agriculture supports the issue of brownfields through (1) Growth Strategy
— Czech agriculture and food industry within the Common Agriculture Policy of the EU after
2013. In order to enhance the relations between agriculture and rural areas, investment
subsidies for the renovation of agricultural brownfields are preferred, together with developing
agricultural farms in urban zones and diversification (agritourism connected with the
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environment) (Growth Strategy - Czech agriculture and food industry within Common
Agriculture Policy of the EU after 2013, 2012.)

The Ministry of Culture deals with the issue of brownfields through: (1) Integrated Strategy
for Support of Culture until 2020, (2) Strategy for Support of potential cultural heritage use in
the context of cohesion policy 2014+.

Table 2 summarizes the involvement of the bodies of state administration in the issue of
brownfields. More information on programmes and strategies concerning brownfields of
individual central bodies of state administration can be found in the article The issue of
brownfields and their tools to support the solutions in public sector: a case study on the Czech
Republic by Duda and Tureckova.

Table 2: Summarizing Table of Involvement of Central Bodies of State Administration
in the Issue of Brownfields

The central body

of state Programme, strategy
administration
The Ministry of = National strategy on brownfield regeneration
Industry and = Regeneration and Commercial Use of Brownfields
Trade Programme, the Third Call — 2019

= Programme to support business real estates and infrastructure

The Ministry of = The strategy of the regional development of the Czech

Regional Republic 2014-2020

Development =  The spatial development policy of the Czech Republic

= subprogramme of Land Revitalization Support Programme
2019, specifically the subprogramme Regeneration and Non-
commercial Use of Brownfields

= Principles of Urban Policy of the Czech Republic

= Partnership Agreements for the programming period 2014-

2020
The Ministry of = State Environmental Policy of the Czech Republic 2012-2020
Environment = Strategic Framework for Sustainable Development
The Ministry of = Growth Strategy — Czech agriculture and food industry within
Agriculture the Common Agriculture Policy of the EU after 2013
The Ministry of = Integrated Strategy for Support of Culture until 2020
Culture = Strategy for Support of potential cultural heritage use in the

context of cohesion policy 2014+
Source: public resources, own adjustment.

6. Public Administration and Brownfield on the Level of Regions

The aim of this chapter is to map the involvement of regional institutions in the process of the
support of brownfield regeneration on their territory. It is performed particularly through
strategic documents concerning the issue of abandoned sites, their mapping, creating of one’s
own database, establishing of one’s own financial and non-financial tools, consultancy
services, popularization and promotion of brownfields, creating of incentive programmes, etc,
all this in collaboration with other institutions, or through establishing of one’s own institution
(Duda a Tureckova, 2019; Suchacek, 2016). More information concerning the involvement of
the regions in the issue of brownfields can be found in the article The issue of brownfields and
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their tools to support the solutions in public sector: a case study on the Czech Republic by
Duda and Tureckova. The obtained data is schematically categorized and processed in
summarizing Table 3 (divided into Tables 3a and 3b).

Table 3a: Overview Table for the Involvement of the Regions in Problematics of

Brownfields
Brownfields
Region Strategic documents wit_h _ S_pegialized database (number,
NUTS 3 relevant pre;ented brownfield institutions of the October/2019)
issues region Czech regional
Invest | database
- = Akeni plan regenerace * Moravskoslezské
2 brownfields v Investice a
2 Moravskoslezském kraji (MSID; | Development, a.s.
e 2018) 56 | MSID: 164
K = Studie lokalit brownfields ‘
5 _5 podpofenych Moravskoslezskym
e krajem v letech 2005-2012
=X | (ARR)
= Strategie vyuZziti * Odbor strategického rozvoje
brownfields ve kraje (Oddéleni absorpéni Zlin
s Zlinském kraji (2010) | kapacity) 13 | Region:
£ * Regionalni rozvojova 114
N agentura Vychodni Moravy
c = Brownfieldy Jihomoravského P Regionalni
8 kraje (ARRJM; 2018) rozvojova agentura RRAIM:
1 > c “r , . esv s .
g ® 5 | Pripadové s;tudle regenerace jizni Moravy 57 395
3 § ? brownfieldii (ARRIM; 2019)
= Vyhledavaci studie ~ pr Regionalni rozvojova
lokalit brownfields v agentura Vychodni Moravy within
5 Olomouckém kraji r Krajsky urad: Odbor 43 another
g _5 (Olomoucky kraj; strategického rozvoje kraje, database:
2 2011) Oddgélent regionalniho 113
o rozvoje
@ = not available * Regionalni rozvojova
% agentura Stfedni Cechy 1 not.
o available
o
- = Brownfieldy ve * Regionalni rozvojova Within the
- Stredoceském kraji agentura Stfedni Cechy database
S E S5 | (Stiedodesky kraj) P Krajsky tfad: Odbor 32 | Investment
56 regionalniho rozvoje opportuniti
oac es: 23
@ = not available * Centrum evropského
825 projektovani Hradec
BES 30 | Kralové
IV & Region: 62
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Table 3b (continuation): Overview Table for the Involvement of the Regions in

Problematics of Brownfields

Brownfields
Region Strategic documents with Specialized database (number,
NUgTS 3 relevant presented brownfield | institutions of the October/2019)
issues region Czech regional
Invest | database
o = Regionalni akéni [ Regionalni rozvojova agentura Brownfield
g plan Pardubického | Pardubického kraje s of the
32 _5 kraje (RRAPK; * Krajsky trad: Odbor rozvoje, 24 Pardubice
s 3 2016) Oddéleni regionalniho rozvoje Region:
o 178
= = not available * Regionalni rozvojovéa agentura
£ c Vysocina
B S y 27 not_
2> available
4
- = not available * Regionalni rozvojova agentura
8 jiznich Cech
c<ES : 3 | Mot
=25 available
o O o
nmr
- = not available * Agentura projektového a
<_>3 - S dota¢niho management 38 not
552 available
Y >
c = Program rozvoje Libereckého p Krajsky Gfad:
S kraje 2014-2020 (2014) Odbor regionalniho Within the
& = Strategie udrzitelného rozvoje | rozvoje a database
% Libereckého kraje 2006-2020 evropskych 58 Investment
g = Strategie rozvoje Libereckého | projektt opportuniti
s kraje 20062020 (2012) * Agentura es: 317
- regionalni rozvoje
= Strategie rozvoje Plzefiského P Regionalni
= S kraje 2020 (2012) rozvojova agentura 26 not
IS > |= Program rozvoje Plzefiského Plzetiského kraje available
A kraje 2014+ (RRAPK; 2014)
c " Analyza potfeb revitalizace * Regionalni
2 Uzemi Usteckého kraje: Uzemi | rozvojova agentura -
o d xy - . - Within the
< evastovana tézbou, Usteckeho kraje database
9 brownfields a zanedbané ¢asti 73 Invest-UK:
£ 5 mést (RRAUK; 2011) 102 '
% & |» Strategie rozvoje Usteckého
o kraje do roku 2027 (2018)

Source: public resources, own adjustment.
Notel: windows in the table are adjusted to content
Note2: documents and institutions are listed in Czech, as official English translations are not

always available
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7. Conclusion

The aim of the contribution was to analyze the condition of formal as well as practical
involvement of the European Union, central bodies of state administration and higher-level of
administrative units in the Czech Republic in the solution of problems resulting from the
existence of brownfields on its own territory.

Business and Investment Development Agency Czechlnvest provides besides other things
information and administers programmes to support the brownfield regeneration financed also
from the structural funds of the EU. They are primarily the following three funds: European
Regional Development Fund, the Cohesion Fund and European Agricultural Fund for Rural
Development. These funds support through the financial resources of the Operational
Programme of Enterprise and Innovation for Competitiveness, Operational Programme
Environment and Rural Development Programme the brownfield regeneration for the purpose
of further business activity, regeneration and decontamination of former built-up areas
(brownfields) or broader use of agricultural farms and use of rural brownfields.

The central bodies of the state administration dealing with the brownfields in their programmes
and strategies are mainly the Ministry of Industry and Trade, the Ministry of Regional
Development, the Ministry of Agriculture, the Ministry of Environment and the Ministry of
Culture. These institutions declare their relation toward brownfields in their strategies,
documents and other activities. The main idea contained in these documents is the
transformation of brownfields in the Czech Republic to economically productive, ecological
and socially healthy territories with the help of coordinated effort of all levels of public
administration, private sector and non-profitable organizations. Other goals include reduction
of the number of brownfields and share of agricultural land for new housing construction in
compliance with the principles of sustainable development and improvement of the quality of
urban space and increase of the competitiveness of municipalities and cities (Stani¢kova and
Melecky, 2018). One of the priorities for the Czech Republic is to create preconditions for
polyfunctional use of abandoned sites and areas, i.e. industrial, agricultural, military or other
types of brownfields. It is also desirable that the public sector motivates the private sector to
prepare projects concerning brownfield regeneration and to take measures that prevent the
development of brownfields. Therefore the Ministry of Industry and Trade announced the
Third Call-2019 Regeneration and Commercial Use of Brownfields Programme to which the
regions and municipalities from the structurally affected regions (Moravian-Silesian, Ustecky
Region, Karlovy Vary Region) and economically problematic regions could apply. As it was
mentioned at the beginning, it is apparent from the results of the research that there are
considerable differences among the Czech regions regarding the attitude towards the issue of
brownfields, this having an implication into the regional development and exploitable potential
of the given area. There are no strategic documents with relevantly presented problems of
brownfields for Hradec Kralové Region, Vysoc¢ina Region, South Bohemian Region, Karlovy
Vary Region and the capital city of Prague. The capital city of Prague neither has its own
brownfield database at its disposal, nor it participated in establishing its own public institution
to deal with this phenomenon. The highest number of strategic documents with relevantly
presented issues may be noted in Liberec Region, namely three documents: Liberec Regions
Development Programme 2014-2020 (2014), Sustainable Development Strategy of Liberec
Region 2006-2020 or Development Strategy of Liberec Region 2006-2020 (2012). Liberec
Region is also active in the sphere of brownfields on several levels, it co-organizes seminars
“Brownfields and greenfields of the Liberec Region” with the aim to support the idea of
revitalization of unused properties in the region, which is perceived as a huge developmental
potential, or an exhibition called “Brownfields in Liberec Region* (in collaboration with the
Regional Development Agency, plc).
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Abstract

The following article is devoted to an essential contemporary issue of competitiveness in
business. The data collected for the purpose of the study examines the concept from an
empirical viewpoint with the major aim to identify factors influencing the shaping process of
competitiveness in the sector of small and medium entrepreneurs who run their business
activity within the Silesian province, one of the strongest economic regions in Poland. The first
step taken with the aim of achieving the goal of the study is to present the concept in a
theoretical light, and then to list down major assumptions and premises leading to subsequent
results. The closing part of the article includes final conclusions.

Keywords: competitiveness, Poland, small and medium enterprises
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1. Introduction

Competition is a phenomenon that has been present in all areas of human activity since a very
long time. Nowadays, in the age of a fast-moving environment and changeable economic
conditions, to gain and maintain a stable position on the market, a company must possess an
optimal action strategy, i.e. it must be competitive. However, to reach this goal it is necessary
to define factors that govern a company’s competitiveness, which in turn allows to facilitate
its development and improvement. In recent years, the problem of competitiveness has been
one of the most frequently addressed research issues in economic sciences. Within the EU,
Member States differ in the level of socio-economic development and competitiveness of their
economies. The European Union is not a homogenous organism in this respect, which makes
it difficult to assess its competitiveness in a global context. However, each European country
has common characteristics that affect and influence the competitiveness of all the actors
located in it, even though the variability in the level of competitiveness of the actors in that
country can be very high (Stanickova et al., 2018). The following article is aimed to examine
factors contributing to business competitiveness of small and medium companies, which play
a very important role in the economy of every country and form the basis for all contemporary
European economies (Vojtovi¢, 2016). It is the sector of small and medium enterprises where
human skills, entrepreneurial, innovation and employment aptitude concentrate. The first step
taken with the aim of achieving the goal of the study is to present the concept in a theoretical
light, and then to list down major assumptions and premises leading to subsequent results. The
closing part of the article includes final conclusions.
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2. The Essence of Competitiveness

The complexity of the notion of competitiveness lies in the diversity and ambiguity of
approaches towards the issue, which makes it difficult to formulate one widely accepted
definition. It is possible to enumerate several causes of such a status quo. First of all,
competitiveness can be investigated at three different levels, i.e. as: micro-, mezzo- and macro-
competitiveness (Majerova et al., 2014; Majerova et al., 2016, Cisneros et al., 2017). Secondly,
the idea of competitiveness has an origin in several economic theories, e.g. international
commerce theory - which mentions such concepts as international competitiveness,
international competitive position, competitive ability — or the theory of economic growth and
micro-economy (Wzigtek-Kubiak, 2003). Thirdly, the category of competitiveness is a
theoretical concept, so in order to define it, it is necessary to delimit boundaries between
different dimensions of competitiveness (Gorynia, 2009). Last but not least, the existent
divisions of competitiveness lay ground for its consequent definitions. For instance, Hiibner
proposes an idea of price and non-price competitiveness (Hibner, 1994), Bakier draws a line
between functional (real) and factor-based competitiveness (Bakier, 2000), whereas
Bienkowska differentiates between international factor and result competitiveness
(Bienkowska, 1996).

One of the definitions of competitiveness presented during the World Economic Forum in
Lausanne in 1994 was “the ability of a country or enterprise to generate more profit than its
competitors on the global market” (Stankiewicz, 2002). The Organization for Economic Co-
operation and Development (OECD) adopted the following definition of competitiveness in
1997: “Competitiveness refers to the ability of enterprises, branches of economy, regions,
countries or transnational groups within a given country to generate a relatively high income
and show a profound level of involvement of production factors in the long run under the
circumstances of a stable and long-lasting participation in the international rivalry”
(Stankiewicz, 2002).

Perhaps the term competitiveness was used in Polish literature for the first time by S. Flejterski,
who described it as “the ability to design, create and sell goods whose prices, quality and other
added values are more attractive than those of comparable products offered by competitors”
(Flejterski, 1984). M. J. Stankiewicz defines competitiveness as a feature characterizing the
members of competition (Stankiewicz, 2002). On the other hand, M. Gorynia assumes that
“competitiveness means the ability to compete, i.e. to act and survive in competitive
surroundings” (Gorynia, 2009).

Competitiveness is not an absolute feature which could be ascribed to a given economic
subsystem by the use of terms whose meaning does not assume reference to the features of
other subsystems, as well as a given type of relations between particular subsystems (Gorynia,
2009, p.50). With an attempt to imagine the existence of a scale used for measuring
competitiveness, it is essential to acknowledge the fact that the element of reference to those
features of other objects which the examined object competes with will always be present.
Therefore, it can be assumed that competitiveness is fundamentally a relative feature, whose
concept suggests a type of relation between the examined entity and other objects. Thus,
competitiveness can be understood as a comparative relative feature. It is based on ascribing a
set of characteristics to an entity by means of performing its comparison with other objects or
juxtaposition with a particular standard of comparison.
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3. Factors Influencing a Company’s Competitiveness

The competitiveness of companies is determined by institutions, policies and other factors,
determining their continued presence in the market, profitability and ability to adapt
production to demand (Chao et al., 2015, ) while reducing vulnerability to competition and
being resistant to erosion by substitute products (Porter, 1994, Subramanian et al., 2014, Nara
etal., 2019).

H. G. Adamkiewicz-Drwilto proposes to divide factors influencing competitiveness of
enterprises run within the area of market economy into 2 major groups, depending on the
character of marketability and the way of making decisions.

It is possible to differentiate between the following two factors determining an enterprise’s
competitiveness from the point of view of the character of marketability:

1. Market factors — which have a direct influence on the level of a company’s
competitiveness. They include such aspects as: the volume of a market offer - the quantity
of goods (products or services) offered on the market, their price, quality, as well as sales
terms.

2. Non-market factors — together with market factors they condition the level of business
competitiveness. The most crucial non-market factor having an impact on competitiveness
is a widely interpreted technical progress.

The division of factors of competitiveness into market and non-market ones constitutes a
general classification — the price, quality and quantity of offered goods are aspects which
distinguish an enterprise on the market from the perspective of its goods. On the other hand,
technical progress - understood as the most important non-market factor that takes part in the
shaping of competitiveness - is a company’s driving power that boosts the rate of undergoing
changes.

From the point of view of the way decisions are made in an enterprise, it is possible to
differentiate between the following factors of competitiveness:

1. External factors — include legal, technical and ecologic regulations.

2. Internal factors — the most important ones include: the character of a company’s
ownership, organization and management system, marketing and, above all, public
relations (shaping relations between an enterprise and the market), personnel’s (especially
production and management staff’s) qualifications, production-oriented decisions, mainly
those regarding the volume of production and related costs of production (Adamkiewicz-
Drwitto, 2002, Adamkiewicz-Drwitto, 2010).

4. Methodological Premises of the Study

In the further part of this study, the basic methodological assumptions of the conducted
research will be presented and a short description of the region and the economic entities
operating here will be presented.

4.1 Research Methodology

The impact of separate determinants of competitiveness might be different in case of small or
medium companies and big enterprises with a considerable capital. The major scientific target
is to distinguish factors which influence competitiveness of micro-, small and medium
companies (Dudzik-Lewicka at al., 2015). Consequently, it would be hardly possible to
examine the entire population, so the research sample was determined by a deliberate choice.
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With the aim to perform an accurate measurement of a given phenomenon, it is essential to
use a method which makes it possible to obtain most reliable data in a most transparent way.
In order to identify factors which shape competitiveness of small and medium companies, we
applied one of available quantitative research methods, i.e. a questionnaire. Among the main
advantages of this method we can enumerate: a low realization cost, the speed of gathering
data, a high level of anonymity, as well as flexibility in terms of time provided individually to
a respondent for completing the questionnaire, which helps to obtain more precise and reliable
answers. With a view to perform the research, the questionnaire was spread by e-mail or
handed in personally to 70 chosen respondents. 52 out of 70 application forms (74,28%) were
completed in a correct way and returned to the sender.

4.2 Characteristics of the Region of the Surveyed Enterprises

The aim of the study was to identify factors which influence the shaping of competitiveness of
small and medium enterprises running their business activity in the Silesian province, one of
the most economically robust regions in Poland (Dudzik-Lewicka at al., 2015). The province
is a strongly industrialized one, especially in the field of energy and resources as well as metal
engineering, which still constitute a significant branch of industry. Silesia is perceived as an
interesting region in terms of investments. Taking GDP (Gross Domestic Product) per one
inhabitant into consideration, the Silesian province takes the second top position at the national
level, just after the Mazovian province. According to the data provided by the National
Statistical Office, there were as many as 207947 business entities formally registered in the
region at the end of 2011, where 207526 (i.e. 99,8%) of them were constituted by small and
medium enterprises. What is more, micro-companies made up a 95% majority. In 2011 Silesia
could boast to have ca. 12% of all business entities registered in Poland, which gave it the
second top position among all Polish provinces (Glowny Urzad Statystyczny [online], 2015).
This fact speaks for a high level of a potential showed by local enterprises.

5. Presentation of Collected Empirical Material

Among the chosen definitions of competitiveness, the majority of examined companies
described it as an ability to satisfy customer demands in a more effective and efficient way
than it is done by competing companies — such an understanding of competitiveness is shared
by half of the respondents (50%). Meanwhile, more than 48% of the respondents, comparing
themselves to their competition, strongly believe to have a good competitive position on the
market. The remaining 44% estimate their competitive advantage to be good, whereas 4%
claim it is very good and put their companies among market leaders. On the other hand, next
4% of the subjects find their competitive position to be rather weak in comparison with their
rivals on the market. The vast majority of examined companies believe themselves to be
competitive, at the same time emphasizing that they are mainly focused on customers’ needs
and it this particular aspect which constitutes the major target of their activities aimed at
improving their competitive position on the market. To the majority of subject companies,
increased sales of products and the ability to offer more attractive services, together with
maintaining a stable competitive advantage over competitors, turns out to be less important
than competitiveness understood through the aspect of activities aimed at satisfying customers’
demands.

Among their major competitors on the market, the respondents pointed to private enterprises,
both national and those with a foreign capital, which altogether constitute 88% of businesses.
Thus, it can be inferred that small and medium companies rarely compete with public or
foreign enterprises. What is more, on the basis of the conducted study, it can be claimed that
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the examined small and medium business entities feel rather secure on the market — 54% of
them deny being disturbed by the emergence of new competitors on the market. Such a stand
may be caused by a company’s stable position or the existence of strong barriers impeding the
entrance of new entities onto a given market.

The survey allowed us to observe certain discrepancies in the judgment of influence exerted
by legal regulations on competitiveness. When asked detailed questions based on a subjective
evaluation of impact of such factors as legal regulations in the scope of the labour code,
environment protection or health and safety at work, the respondents found these factors as
positively influencing business competitiveness (table 1). Nevertheless, when faced with a
question about a general judgment of how the legal system influences their competitiveness,
all the subjects (100%) gave a negative answer. Thus, such a result may suggest a lack of
consistence in giving answers to separate points.

Table 1: The Influence of Selected External Factors on Business Competitiveness as
Judged by the Examined Companies

Please evaluate in what way each of the following Positively | Negatively No
factors influences your company’s competitiveness: impact
legal regulations pertaining to running a 52% No impact 25%
business activity

regulations regarding the labour code 25% 40% 35%
norms of health and safety 92% 0% 8%
current tax rate and available reliefs 10% 90% 0%
external financial aids (subventions, bailout, 96% 0% 4%
etc.)

norms concerning environmental protection 63% 21% 15%

Source: the authors’ own analysis

As far as the internal factors of competitiveness are concerned, all enterprises (100%) pointed
to a profound significance of personnel’s qualifications in the process of enhancing a
company’s competitive position on the market (table 2). When asked a question about
conducted business trainings which allow employees to improve their skills, 50% of the
respondents admitted that they had never conducted any activity in this field. However, it is
worth naticing that as many as 75% of medium companies replied positively to this inquiry.
On the other hand, almost all small and micro-companies provided a negative answer. Most of
the companies prefer to employ already qualified specialists in order to cut down on the costs
related to personnel’s training.

Table 2: Internal Factors of Competitiveness of the Examined Companies

Please indicate which of the following factors play a decisive role in your %
company’s competitiveness:

personnel qualifications 100
organization and management system 75
decisions aimed at cost-saving 62
modern technologies 54
advertisement/public relations 94
location 42

Source: the authors’ own analysis
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The implementation of any innovations, both process- and production-oriented, is a factor
which significantly boosts business competitiveness. 54% of the respondents pointed out that
after the application of certain innovations their level of competitiveness was greatly
improved. According to the respondents, the most important sources of innovation include:
cooperation with suppliers (69% of answers), the acquisition of licenses and trade dresses, as
well as the know-how (65% of replies).

When asked to single out one most important market factor of competitiveness, the
representatives chose a price and quality of offered goods and services — more than 75% of all
answers. The vast majority of the respondents claim that they plan to use these particular
factors to build their competitive strategy (more than 52% of answers). The companies seem
to go for quality, not quantity, while the price and quality of offered goods are found to be
equally important.

6. Conclusion

The results of the conducted study have led us to formulate a set of recommendations which
could contribute to an enhancement of competitiveness of small and medium companies:

1. the majority of enterprises should focus on boosting their competitiveness by innovations,
both process- and production-oriented. Currently, half of the respondents confirm to have
conducted some innovative actions in their business activity. However, the other half has
never done so. The cause of such a status quo may come down to the lack of funds for
conducting a developmental research, or - in case of smaller companies — for the purchase
of new equipment, licenses, etc. Since an innovative enterprise is a competitive enterprise,
small and medium companies which do not dispose of funds needed for covering
innovative actions should look for resources that can be obtained through any donations
or subsidies offered mainly by the European Union’s budget,

2. companies from the sector are recommended to focus more on the process of improving
qualifications of their employees because professionally educated staff constitutes the
most crucial business capital and without it any other actions aimed at a temporary
increase of competitiveness may prove inefficient and futile. All the respondents pointed
out that the human factor in the form of personnel qualifications is one of the most
important determinants of competitiveness. Nevertheless, half of them perform no actions
aimed at improving employees’ skills, so it is strongly recommended that the managers
change their attitude towards this aspect.

Small, medium and micro-companies of the Silesian province can boast an established position
among their competitors, and this fact in a way confirms their considerable potential. The
enterprises are able to secure and maintain their position on the market for a longer time since
they base the creation of their competitiveness on satisfying customer needs, at the same time
offering products and services of a high quality at a good price. Provided that those companies
which have not taken any innovative activity change their line of action and use the human
capital available, the Silesian region will be able to develop its economy much faster.

The fundamental conclusion drawn from the conducted research is the statement that main
factors shaping competitiveness are fairly consistent in case of small, medium and micro-
companies. No significant discrepancies have been found among individual entities. However,
it is to be remembered that the group of selected respond-ents has been rather small, so the
results should be treated only as a provisional starting point to a further research and
discussion.
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Abstract

The paper deals with the issue of asymmetric shocks in terms of incomplete monetary union.
Since the 1960s, the area of OCA has been studied extensively and numerous scientific
publications have been written on the subject. However, in connection with the outbreak of the
financial crisis and the subsequent Great Recession, new contexts have emerged. In the event
of asymmetric shocks fiscal policy has a key role to stabilize the Eurozone economy. However,
the Eurozone does not have a single fiscal policy yet. The aim of the article is to verify the
relationship between the increase in government debt and economic growth in an incomplete
monetary union environment facing an asymmetric shock. The research question was
examined in the Eurozone member countries in 2008-2018. It was found that there is a negative
correlation between economic growth and an increase in government debt. Italy and Greece
that were facing economic downturns, recorded a significant increase in the government debt
ratio. Moreover, they have been affected by a change in the sentiment of financial markets and
a liquidity crisis.

Keywords: asymmetric shock, eurozone, government debt, optimum currency area

JEL Classification: F33, F45, H63

1. Introduction

Fiscal policy has a key role to play in stabilizing the Eurozone economy in the event of
asymmetric shocks. A prerequisite for effective use of the stabilization function of fiscal policy
is the correct setting of automatic fiscal stabilizers that can dampen shocks without taking
discretionary measures. In the case of involvement of discretionary measures should be fiscal
policy countercyclical, ie similar to automatic stabilizers the discretionary measures should
stimulate aggregate demand during the recession and during the expansion period should, on
the contrary, dampen. According to CNB (2019) a good condition of public is therefore a
prerequisite for effective use of the stabilization function of fiscal policy finances, correct
setting of automatic stabilizers, sufficient flexibility of public budgets and ensuring long-term
sustainability of public budgets.

Studies show that the main problem for the Eurozone during the crisis was weak political
integration (Razin a Rosefielde, 2012). Fiscal rules that could help to develop in the pre-crisis
period. Sufficient fiscal space can only be effective if there is an institution that would enforce
the rules (Wyplosz, 2015). On the other hand, other studies argue that the Eurozone can be
functional and beneficial for all members even without a fiscal union, but only if rescue
mechanisms are in place within the banking union (Mongelli, 2013). Uncertainty regarding the
future functioning of the Eurozone institutions, however, constitutes a reason for the new
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members states duly considered joining the monetary union and waited at least until the rules
of operation clarifies the institutions of the Eurozone, see Podpiera et al. (2015).

The major implication for the Eurozone is therefore not only well-known loss of sovereign
monetary policy, but also lower capacity of governments to finance budget deficits. The aim
of the article is to verify the relationship between the increase in government debt and
economic growth in an incomplete monetary union environment, assuming an asymmetric
shock. In connection with this objective, the following hypothesis is set: "In an environment
of incomplete monetary union, states face substantial costs to restore economic balance."

2. Theoretical Background and Literarure Review

The theoretical basis for the analysis of monetary unions is the theory of optimal currency
zones. In the context of the emergence of the single European currency, the findings of this
theory are often used to assess the appropriateness of adopting the euro by the existing
Eurozone countries and the rationality of the same step for the new Member states of the
European Union. Factors contributing to the advantages of the common currency over the free
nominal exchange rate then form a set of so-called optimum currency zone characteristics.

The theory of optimum currency area (OCA — Optimum Currency Area Theory) has its roots
in the work of R. Mundell (1961), but it has been gradually developed by other economists.
McKinnon (1963) has extended the theory of OCA by a factor of economy openness. The
essence of his theory is the claim that the costs associated with the loss of the exchange rate as
an alignment tool with a higher degree of the economy openness decrease. Another one who
has added to the OCA theory, by a production diversification (diversity of production
structure), is Kenen (1969). Countries with high level of production diversification are,
according to his conclusions, appropriate for a currency area, even at a low mobility of
manpower among member states. Kucerova (2005) states that the period, which includes
works of the above-mentioned authors (60s of the 20th century) is called a pioneering period.
In this period, the authors try to search for basic economic characteristics which a country
(resp. region) has to meet to identify where the imaginary boundaries of optimum currency
area are — the area where the usage of one currency is optimal. However, this phase is very
often characterized by antagonistic criteria for defining the optimum currency area; frequently
it was not possible to verify them empirically.

Latter literature on the OCA theory takes into the account also Lucas’ critique (Lucas, 1976).
This stream falls into the period from 70s of the 20th century. Its basic feature is adopting the
idea that no country is able to meet all attributes of the OCA. This stream therefore does not
continue in searching for those characteristics, but it focuses on analysis of benefits and costs
which arise when creating the monetary union. According to Kucerova (2005) this
reconciliation phase is referred to as to a period of emergence of new optimality criteria
(symmetry of shocks affecting countries of a monetary union etc.), but many criteria have not
been empirically verified yet.

The so-called phase of re-evaluation took place at the turn of the 80s and 90s as a logical result
of efforts of monetary integration in European Communities. This phase was influenced not
only by the development of macroeconomic theory, but a birth of new methods of
macroeconomic modelling as well.

Kucerova (2005) calls the fourth, the last phase, an empirical phase. Empirical studies in this
period are focused retrospectively on analysis of the optimality criteria in time, but also on
impacts of monetary integration on member economies. In this period two hypotheses were
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stated, namely the specialization hypothesis and the hypothesis of the endogenous nature of
the OCA criteria, for details see Horvath and Komarek (2002).

Another division of development stages of the OCA theory are stated, for example, by Horvath
and Komarek (2002) who divide contemporary approaches to the OCA theory into
macroeconomic (correlation of business cycles) and microeconomic (labour market analysis).
The macroeconomic approach is called as an early approach and focuses mainly on the analysis
of economic shocks absorption. The microeconomic aspects are taken into account rather by
the current approach which further highlights the inefficiency of nominal exchange rates when
absorbing economic shocks.

The core of the OCA theory, as already mentioned above, is exploring of how countries are
adapting to economic shocks within the monetary union. If a country is well prepared for
adoption of the common currency, then the probability of its hitting by an asymmetric shock
is reduced. The theory of optimum area evaluates this preparedness, for example, by using a
correlation analysis of supply and demand shocks, by exploring the convergence of business
cycles and convergence of monetary politics, structures and calculation of the OCA index or
analysing the role of intra-industry trade.

Babetski et al. (2004) in his article summarizes advantages and disadvantages of early
enlargement of the EU with countries of Central and Eastern Europe (CEE). The authors have
analysed the economies both from the point of view of meeting the Maastricht criteria and
according to the level of achieved real convergence. Via Kalman’s filter they have studied the
correlation of demand and supply shocks in Ireland, Portugal, Spain and countries of Central
and Eastern Europe, namely in the Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Romania, the Slovak Republic and Slovenia. Results of the study emphasize
continuing process of convergence of demand shocks, but the difference of supply shocks in
observed economies.

For example, Allegret and Sand-Zantman (2009), who have analysed financial consequences
of trade of Latin-American integration in their article, dealt with studying the convergence of
business cycles. The authors have worked with a sample of five countries — Argentina, Brazil,
Chile, Mexico and Uruguay — including the period 1991-2007. The main question that the
authors have stated was concerned with the appropriateness of the monetary union creation
among economies of Latin America. For this purpose, the authors have studied whether there
is for a set of countries a characteristic synchronization of the business cycle in case of a
possible economic shock, then to what extent the countries in the process of adaptation would
have the same approach and whether there is a convergence of political reactions. The authors
have also focused on the fact to what extent international disturbances influence domestic
business cycles through foreign trade and/or financial channels. The authors have also
analysed impacts of the adoption of different exchange rate regimes as a reaction of countries
towards economic shocks.

Mainly Bayoumi and Eichengreen (1997) have dealt with the OCA index calculation. They
have studied the causal relationship between the characteristics of the OCA and the
development of exchange rates. Via this relationship they have tried to make simple prognosis.
Based on the research the authors have designed the OCA index for European countries. The
results point to a symbiotic relation between the economic and monetary integration. Kim and
Chow (2003), in their study, have focused on an alternative assessment system for
appropriateness of adopting the common currency in countries of Western Europe. It is based
on the role of common regional shocks. The results of theirs research show that the OCA
theory explains and predicts decision making in the Eurozone very well. Their claims are based
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on the results from the OCA index calculation. The question why one region is more vulnerable
to economic shock than other is analyzed e.g. by Stani¢kova and Melecky (2018).

3. Problem Formulation and Methodology

The default theoretical framework for subsequent analysis is a Theory of Optimal Currency
Areas, see Mundell (1961). This fundamental theoretical contribution, however, lacks some
aspects, which, for example, have been revealed in the Eurozone by the Great Recession.
Already, De Grauwe (2011) pointed out that states that are part of the monetary union issue
bonds over which they do not have full control. If a sovereign state issues a government bond,
then in a currency over which it has full control. While countries in the monetary union,
specifically in the Eurozone, issue bonds in euro. However, the governments of these countries
do not have direct control over the euro. As an example, a sovereign country can commit to
lenders to repay government bonds at maturity. The central bank of such a country may provide
assistance in the event of a lack of liquidity. By contrast, no monetary union country has the
power to force the common central bank to provide the necessary liquidity in times of crisis.

The Eurozone debt crisis period has exposed the weaknesses of an incomplete monetary union.
The PIIGS States (Portugal, Ireland, Italy, Greece and Spain) found themselves in a situation
where they were unable to service their government debts. Investors in financial markets
responded to this. Until then, if investors had not distinguished from which Eurozone countries
were buying bonds, they had begun to do so with the onset of the crisis. Until the crisis broke,
government bond yield spreads were very small, so investors did not distinguish whose bonds
they were buying. Since the outbreak of the crisis, investors have become worried that the
affected countries will not be able to meet their obligations and have therefore begun to shed
their bonds. Here we come across the first problem related to the solvency of the governments
of the affected countries. The second problem is that investors demanded higher returns, in the
form of higher interest, on government bonds. Government bond yield spreads have therefore
increased considerably since 2009 and cause liquidity crisis in these countries. The Eurozone
countries were hit by an asymmetric demand shock. The analysis below will show that it has
been and is costly for some Eurozone countries to remain in an incomplete monetary union.

The countries surveyed are the economies of the Eurozone Member states. The reference
period is 2008-2018. Thus, the period, which includes the Great Recession and ongoing debt
crisis in some eurozone countries. Data are obtained from the Eurostat statistical database
(Eurostat, 2020). Specifically, the time series are General government gross debt - annual data
[TEINA225] and Real GDP growth rate - volume [TEC00115].

To estimate the dependence between government debt and the economic performance of
Eurozone countries, the cumulative economic growth for each country is first calculated.
Furthermore, the government debt increase is calculated as the difference between the
government debt-to-GDP ratio in 2018 and 2008. Using these two variables: cumulative
economic growth and the increase in the government debt-to-GDP ratio, a regression analysis
is performed.

4. Problem Solution

In 2007-2008, the world was hit by the financial crisis,